REPORT ON THE
REGULATION OF THE

STOCK MARKET IN INDIA

HY

P. J. THOMAS,

FC U 1 T O C S 3 LT A A R
neie Advizer, Finanee Alinisory,

Govrernment ol Tnilia
Minstey of Finonee

1048



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



B

0B

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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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
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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
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“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



[ 44 )

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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Lo vary tnoTE the Eﬂﬂl:l,i,l[l;gﬂs_ 0 oo c};fhange.s like the MNative Stock
and Share Urokers’ Assoctalion, transaclions I anme socurities are fo
be aettled through the agency of the exchange, while the rest are to
!J.E aettled only with the knowledge of the exchange.  On the Calcutta
Stock Exchange, though a porlion of the (rapsactions sre setiled
through the agency, the rest are fultiled independently of the roaebi-
nery and knowiedge of the exchange. On others like that of Madras,
the entire seilloment i3 done independently of the machinery ans
knowledge of the exchanges,  In the latter two cascs, &n exchange is
only toomeervene gl enforce remedial measures in zceardanoee with
lhe rules of delivery and payment when faiure iz reported.  Where
IGe Lransaclions sre eeitled through the agency, the exchange has
provided a clearing house.  OFf the 21 exchanges in the country only
taree are now provided wilth clesring  nouses—Lhe Bomhay  Stock
Exchange from 1921, Ahmedebad Share Grobers' Associanion from
1925, end Indign Stock Bxchunge |Bombayy from 1937, The Caloutts
Stock Exchenge had made grrangements tor clearing ¢ or b seeurities
fromy 1044 December, bat this arvangement was discontinued in 19446,
Ewven cn the three exchanges, clearing is limited o a very few aclive
colnlers as shown in para 3, Clearing arrangements in Calcuica have
gince been dizcontinued.

Ax the mode of setllement differs with the nature of the markel,
the subject may be deall with scparslely under cash and forwand
markets.

Hellement of Cash Dealings.

28, Beady Delivery Contrects enjein than the parvcies should take
or make delivery of the sccurifies bought or sold, agsinac peymment.
Hectlement in any other way, secording-to the males of the exehanges,
iz mot permitted. 1 any one parly fails cither to make or take (ﬁ;ﬁs
very, the gecurities will be bought-in or aold-out in the open macleel
by the Beorelpcy of the Kxchange gl the loss will b realized. In
stock exchanges served by clearing houses, the zecurities in the cash
list. gre divided inlo fwo groups, ome group for settlemen: through
the clesring howse and the olher for setuemend by oa proecss of * hand
delivery,”  In the caze of the lormer, Le, securities whish are oleared,
memhbers are to submit to the cleering house one day before the
“delivery dey ' a slalement in prescribed form staling their purcheses
and aules classilied according to the securities,  On the *clearing day’
members gre o deliver scvips for the balance sale, after crossing ouf
purchazes and asles, along with ihe pryment for the debdt balance,
if any, in the account.  On the duy after Lhe clearance day, seeurities
will be delivered to the purchssing members by the clesring house
and payment Lo Lhe selllng members will be erealled Lo their aeeounis,
I sny member iz foungd to fall either to make or take delivery, the
seourities will be bought-in or 3old-ous ageinst him, as the case may
be, in the cpen marckel by the seeretary of the exchangs.  The damages
from such a progedure will he realised later (rom the defaulier.  How-
ever, ainee the prommulgalicon of T3, 1 Tlele 840, 8 new praclicos has come
into vogue in Lhe Bombay and Ahmedabad Exchanges in the setile-
ment of coniracis regarding cleared securities, A delivery rate for
vach zecurity will be fixed by the cxchange on the cleararoe day ; and
membors are E}IC"I'I'I'I'i'.IEﬂ to settle their conteacs I]:.' thi a,n:ljus:tm-eut nf
pecounts and payment of differencea in prices.  Thua, it has been made
possible to effect aettlernents wilhoul the delfvery of aerips and full
payment of prices.
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27, The zettlement of contracta in the case of pon-clearcd seou-
ritieg i efected through a procesz of ‘hand delivery,” ie, batareon
the members themselves withoul the intervention of the cleaning house,
In the recognized exchangee of Bombay and Abhmedsbad, though the
zettlement = throush hand delivery it comes under the koowledgs
of the axchange. -If delivery ticlkets ave not dalivered at the pur-
chzeser's office petore 3 pan. on the day fixed for i, the lickels are oo
e delivered e the purchasers in (e sollling room of the exchange in
ihe presence of an officer of the cachange, L any purchaser is absent
or lound to refuss acceptance, Lhe ollosr is Lo endomse such tickets,
Smilarly, if any seller is abdent or found to refuse the delivery of Lhe
tickets, the buyer ey gel the ' memo’ from the former endorzed by
the officer.  In case of sbeence of either party, the seller is permilled
to deliver the tickets o the purchaser's- office Jater, In the case of
refussl either of delivery or of an acceprance, the securities will be
bought-in or seld-out, as the case may be, in accordance with lhe rules
of delivery and payment. Similarly, on the setilemnent day, the deli-
viery of shares with lranster forms and payments are to be made in
the zettling roocmn where an. officer will be present. If any [ailure
either Lo delivery or o seeepl @5 reporled, the eecurities will be bought-
in or sold-out ag the cese may be in accordasnce with the Bules. Thus
thie soltlement comes inbo the knowledge of the esxchange,

8. Om the Caloucta Stock Rxchangs, however, the settlement
of contracts in the case of non-clesred securities Is nol done uoder the
supervision of the exchange ; nor does [0 come to the Enowledge of
the exchange, Selling members ave Lo scitle their transactions by
delivering the scrips 1o the purchazing members' ollices azainst pey-
ment. Only if a failure ia roported, the exchange i3 to intervene with
remedial measures in aceordance wila the rules. As alvesdy men-
tioned, the waual praciice i3 to deliver the securilles on the 3rd day ;
and yet, the delivery on the 3rd day cannot be insisted on as the con-
teacks contain a clause, Y that delivery shall by made on or after the
2nd day.” The lime that can e exlendsd after the 2nd day has not
been specifically defined. In proctiee, howover, ag in the caze of
cleared gecurities, membars are foundd 1o owail for the delivery for &
wonle, ITn oesise of Sailure eilther Lo |I¢f]i'.-'|-eri U ACCEL the escuriites
evon after & woeck, the matter may be reported o the exchange for
remedial action,  Dul @ven for such complaonis or reports for remedial
action, no tme limit ia found either in the rules or in the praciboe of
ihe exchange. Many instanees have been noticed where the exchange
has accepted complainis or reporis tor remedisl aclion weecks after che
dates of eontracts,  (Many zuch cases are zaid lo be pending in the
Caleurta IMigh Court againac the Exchange). However, i lailluee s
one of acceptanes, the Exchange, sfler due nolee o the party con-
cerned, may 2ell-out the securilios in the open market sgainst the
defaulier in accordance with the praciice.  Bul if the failure is one
of delivery the procedure bas been ound cumbersome and remedial
action bw buying-in used to b delayed for a long time, Scveral
instances have been notioed where remedial sction has been taken
months sfter conleacl daces,

29, As regards the sctilement on olher exchangss, two of them,
namely, the Loahore Stock Exchange and the All-India Stock Exchange
are found to follow the system [or non-cleared securitiea on Caloutta
Ztock Exchange. Threo exchanges under C group in Ahmedahad have
no defined rules or settled conventions for the fulfiliment of contracts.
In practles, however, they are found lo settle most of the lransaclions
weekly, more by the payient of © differences * than by actual delivery
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of zerips.  Though the sellling rate is fixed by the exchange, the sattle.
ment i done anly independently of the machinery and krfnwl-edg{e of
exchange.  On olher exchanges like that of Madras, though the sottle-
menl i done oniy independently of the machinery and koowiedge
of the exchange, the periad for setelement is clearly defined and deli-
Very of soripe and paymenta for them are compulsory.  Also if a failure
iz repovted, remedial getion by buying-in or selling-our, 53 the case
may be, is w be taken In g specified period. )

Bpitlement of Forward Conlracis,

Gl Both equities and Government secneities are sdmitoed for
furward trade, aod on gvery vxchenge contrasts for transaciions in Che
furmer are to be fuliilled monthly and in the laier factoightly,  The
slreel markets also foliow the sone practice.  The mode of subllement
too is the same. The settlement dates in asr vear for sither oloss of
sreuritics are fixed in advance, before the commencement of the year,
Legally, every conlract cnjoins that dellvery should be made and paid
fur, on the dates fxed for the purpose. Vel In praciice, settlemend
by making or laking delivery in lforward contracts iz very seldom
dote. Huch frmmnmsacion: are whken up by speculators wikh 5_ view o
meking profit out of tme-bargeing from purchases and anles during
Che course of the settling periad. During every settloment, the perlod
Being long, there will be a number of contracts lor purchases and sales
bedween members.  These contracts aee encased oue on the ket day
and only the remaining are to be setcled lioally by ona of the ways
permitted by the exchange. 1 has alresdy been mentioned that three
witys are provided, namely, (1) by delivery and pevment, 121 by the
reversal of contract and payment of differonces o prices bazed on the
meke-up price, U3) by carrying-over o badlving to the next settlement,
If any one party @ not willing o square up by the lecter two merhodds,
the securities are to be delivered and paid for on fhe delivery day.
Then, I ary parly fails efther to makes or take delivery, the securities
will B bought-in or soldooet ggainst him in the open market and
damages will be realized. However, woitlement by the method of
roadeing and taking delivery is done only on Madeas Slock Exchange.
O ather exchanges Torward conlraels sre generally aettled only by
the latter two methods with & view Lo avoiding delivery of zorips or
paymaent of ull price which would invelve large amounts of money
or credit. For this, a day before che dellvery day, for every seowrily
the making-up price for selllcment, and the budla rates lor carry-over
gre fixed by the Managing Committee of the exchange alter dus consl-
derstion of Lhe marlkel tremls and Lhe lechnival position in purchases
pel gales,  The cutstanding transactions after the eliminstion of the
crossed-out contracts are then settled either by Che reversal of con-
rracts and payment of ditforences in prices based on the make-up price
o Lhe pas doy, or are careied over o Lhe next settlement by the pay-
ment of the budla cherge. I any member lails to fuliif his contracts
cither By the pavimend of diferences or by carry-over before noon on
the zettling day, he will be declared a defsuiter,  Immediately alter
such declaration the managing commitlee will fix & * hammer price’
on each security and all members having coptracts with the defaulter
are Lo clase thewr tranaactions either by aelling or zing Uhe scourilivs
to or from him, as the case may be, &6 the hammer price. Bul pay
ments are o be el from the Defaullers’ Commibles to whom the
defaulter is to surrender all his sescte and liabilities. Thereafter the
member will be suspended from further trading on the atock exchange.
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Un an exchange where there iz a clearing housze, all forvard conicacts
are to be setted through the clearing house.  On others, the setllement
is done betwoen the membera themealves and only failures are reported
o che exchange for remedial action,

{1l Buying-in and Sclling-out,

g2 We have seen above thal when a member does not ender ar
eecept ©dellvery,' thae shares ave either bought-in or seld-out, as the
case may be, on hiz aceount in the opes markel by the Stock Exchange
aind damages vealized froom him,  These two are imporcant Manctions
of an organised exchange, and power for this & vesied in its povern-
ing board. The ohjert of these too rules is omainly e enforee che
fulfilment of the contracts whoen o member does net dizcharge Thei
voluntarily in accordance with the rulez.  Their rigorous enforesment
may also deter members from over-trading and regulate his speeul-
tive pedivities,  Tho timely enforcement of these rales is also essential
i the lerasts of ety o Chae relailons betwern musmbsers, IF aome
membars postpone meking or tsking * delivery © (il eonditions tam
favouwrable Lo them, il ds Dowesad do leadd o capilel deprecistion ancd Ings
for olher members as well az (or iovestors,  Therefors, Lhese rules ace
easentigl for the ordevly conduct of business in stock exchanges,

At Yetu ithe enforcement under abnormal clroumstances  may
produce the contrary effeet,  For example in on “over-sold ' marke:
winder o eorner, if the huying-in s permicted the zhorl sellecs moy e
acriously affected and cven ruined, thous producing g erizis in the entire
marker. Similavly in an over-bought position under & bear-vaid, if
selling-vul iz adopled the " ballz ' ave bound 1o suffer severaly,

. Now we will see how these ocperationz are being conduactad
in the different Block Exchanges,  In che recognized slock exchanges
of Buoambey and Abmmedabad, fathaee to Mldl the transoctions is e be
reporied nuoedialely,  The baying-in or selling-out showll be doone
um the day Tollowing the day of failure and no notiee o the porty
congcernel i necessary. Newvertheless, ke Governbng  Board @ cm-
perwered 1o extend the time vp 1o 15 dieva bevond which che right cernot
e exerciscd andd the Bogrd is non oompetent to vary this mle Aldan,
when an over-sold position under a corner & there or i3 lkely o arise,
the rule of hu}'i_'ug-jn ThEyY b susperdled for 24 hours after which an
cxtension can only b= mwade subject to the sanciion of CGovernment.
UL, in an ._f:.yerh—hnught pl:.Ej_l_jl:ln vnder g ¢ hene vadd forhe rales of selling-
out cennot ke swepended in Lhese Dwo exchanges, In the Indian Stock
Exchange, Bombay, although the rules are similar, ooviee o Lhe pacty
iz necpesary and the Board is compeienl taoviny the riles aeconding
L Lheie diseretion,  In the Madras Stock Bxchange, the failure need
be reported only within one month aol therealter a gariol of 15 days
ia pranted for the operation of boying-in or aeling-oul. The Bowrd =
alea found o possess ahaolute powers loovarcy Lhe rules seeording o
its dizeretion, Desides, there are no defined eules in regard to the
suspension of buying-in or selllng-out under  sbnormal  condilions,
though the Board can do it under power of ' objecta” in the Memo-
randum of Assoclation of the Company,

A%, The pogition in the Caleutis Stoek Exchange is ool gulte
definite,  The miles regarcding such important operacione, which sbowld
pontrol over-trading by members, are not even defined, Neilber oy
time-limit nor any definite procedure is labd down in the bye-lews,
nor obsmervesd In practice.  This Kxchange haz been found to accept
reports of failure and application for aclion even weeks or months
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after the failure.  Afier Uhe aceeptonce of Lhe application, the aotion
B oo odten Ll-:lu:r'HJ tonr weeks, Flowaver, in respect of the 4 secariiies
which are beihg cleared since 1445 tont of the (8D sacuritiss Haoed on
1he exchange), the failures wu presend sre being repocied eeckly,
thoagh the nuyving-in or geiling-oul =2 often delayed. The positlon
regand po ihe suspension undes covnee or * Bear raid T iz zimilar to chat
ot hiadras,

6, The L1, Hrork Bxchanee haz s defined procedure and almosl
follows the ayatem in vogue at the Bomboy Slock Bechange,  Tnoaddi-
tion, thiz Exchange has a rule by owhich the selling-nun speration in
an over-soll macks]l ander g Deav-raicd can be suspended sooas e poeo-
vide protection to the Buls  Aa regards the other  esteilialhied
exchanges, although they have procisciy defined roles for the fulblment
of the conbracls, some of Uhem habiually delsy lhe remedial aciioons
of buving-an and selling-ouc, Far the suapenzion of the role ander
ahnormal conditions, theic powers and practics wo ave similar o thoso
ol ¥adres and Cuieoatla, In the O EROU nf eachanges Unese roles e
very seldom adnptad,

fiv) Budli or Careg-over,

a7, We have seen that forward contracts can be settled in some
exchanges by budll or carry-over, This is done when parLies, whether
ma=mbers o thelr elients, are unable or unwilling to fulfil the transwe-
thona by other methods, [0 gecevally nappens when prices do oot
move gecording 1o the expecrations of the parties concerned,  Setlle
ment by thiz method, in fact, is nol o fullilment of the bargaing, Lt s
only & closure of the contiael for the pavticular setilement for which
it hes: becn made,  The ohlzation oo make or take delivery on the
existing Lerms iz only pnstponsd and continued an to the nex selicls-
ment |:'|_'|_'|_'|:||_|_|3']:| 5 neEnar ennbract 1P, wweheen sueh o cunbract is belween
a member and hiz client, & concession in the brokersge too s permil-
il The brokerapse for a Doedla contemel is asoalie Jrhood tan mencionesc
in the schedules of mlnlmum brokerage. H1:IT. for the acl af postporee-
ment of delivery ' or peyment, the poriy who wants the obligation
ix to make & payment to the other, known ss the © budia charze © Gxel
v e exchange in proporitien 1o the Qoctoacons o peice alter due
conziderartion of the market trends and the technical position of pur
chuages snd sales. Bul if Lhe prices somain statie, cary-over iz done
||.Il|r'¢l' o even Terns, Le. witho urvmmenl of o bodla charge,

Ak, Imopractice, budla at prassent iz being done i twn waya, () by
parties aeromnudlating each other, (i) through snindermedizry known
as Budlivals who lends meoney or seeorily, g the ehse may b,

vl arlies .’I.q_'nimmul'l.'llirlg Iiach iher,

2%, Here badli i done by mesna of two new contracts, A pur-
chaze or a bull transaction is carricd over by & corregponcding aele fov
the current zettlement ac the m.i-j.;i.u.al.-]:&.tﬁaae price gl o repuarehnse
Lor the pexl seltiFnent, AL 1ne re-purchase either e badla charge
iy be paid zeparately or may be added io the original priee as Lhe
parties agree. Similacly, 8 sale or 8 bear fransaction is earried over
Ly o eorresponding purchase of the criginal sals price and o re-salo
for the next sstilement.  In the re-aale, a5 in the first case the bidla
charge may be paid separalely or may be dedueted feom the crigina)
price,  Thuz the original contract in elther cnze is setiled in equity,
bait the fulfilment of the bargain iz postponed (or che nex el lemend,



i &l )

This in fact ie enly o grant of eredit for the purchese of selllement
Lo the party who wants the poemponement of either delivery or puy-
ment, by the sther.  In the * bull ' transection the “ bear ' is extending
i credil o the boll for an agreed  inlecesi, called dla charge, oo
budligala or contango, fxed by tho exchange. In the " hear' Leacsac-
thom, it is a jending of skares by the bull 1o the bear [or the budla
chavge or backwardalion, The vate of badla chavge, whether cos-
tangn or backwardation, 3= generally reled by the techrical position
in purchases and zales.  In a beavily over-banght market the comtango
will be very high as it ereales scarce money conditions in the market,
In a heavily °besr-anld " market, though money condition s easy,
the backwirdation charge will be high due o scarcity of 2erips,

thy Budll through an Intermediary or Budlivala,

4 We have seen that budii s done by a Bull, because he is
either unable due o * over-bought © position, o vowilling to pay anal
take delivery at the settlement for which he has contracied ibe pur-
chaze.  "T'hus be i in nead of a laan or wanls somenne to taks delivery
tor him. Similarly a hear whe bhes *short-sold ' in the market iz in
need of a loan of seeurities o wants someons Lo deliver the seeurities
for him ac the seltlemeant. Ta help these operators there are 5 number
of teh budlivalas both inside the stock exchange among the members
and oueside among the pon-members, who conduct the basiness of
lending meney as well ag gecurities for the purpose of settlement.  The
party who winls the money, or the seravity as the case may De iy
Loy rrgtkee @ contract. with the Dudiivaly for a cime loan eoidertaking the
return of the logn at the expicy of the period.  The peried nsuelly s
the pericd of zettlement on the atock exchanpe,  The rate of interost
I5 eharged per share, whether the loan iz meney Lo teke delivery, or
seonrities tn make delivery. The interest iz fixed aceording o the
budla charge and may be slightly less than chal to attrace customers.
The bull is 1o deposit the seeovities he akee delivery of with Budlivala
azainst the loan and the Bear i o deposit the money e bas received
on making the delivery against the loan of securiies, which swiil be
rotarped to them on their respective returns of their Ioans, Buot
meither the Budlivala nor the Bear iz bound o return the ddentical
seuritios, esch party I8 (o relurn only the same amount of securvicles,
Hewe though the original franssetion belween the membens is settled
on the exchange, it iz simultanecusly opened up for the el settlement
with the Budlivala, Thus in fact it i only o postponement of Lhe ful-
filment ar budll of the original bargains wo the next gectlement,

41. By the sacond methed bl can be done ever in cash market
cperations and the system iz widely prevalent in Calontra,

(V1 Transfer of Secpritles, *

42 Btock exchanges, stock dealers, sl speeulators ave greally
coneerned ot the mede and procedure: of Che lransfer of ownership
of seoterities,  In facl, (he cxtent of gpeenlative dealings s directly
related to the faeility for transfer.  Eaey ond guick, but safe, teansfer
uf ownership is an esaential reguisite for speealative trade in decoareities,
Treallngs an the markel are done in gquick auccessing o lake advantops
of the fuctuations in prise.  Purchose and zala and regurchase and
resale are often done aeveral thmes even ine the courae of a few hours.
In vash dealings we have secn that the maximum time for delivery on
d stock exchange is one wesk.,  Thus even i dealings are done slrletiy
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in il.i'.';.'lh:ﬂ_ﬂt’.ﬁe W!ﬁ:: the rules, a parctieular set of serips may have a
chanee of changing cwnarship nearly i thmes 5 yvesr, as there e
At dellveries in g year.  On exchanges Tike that of Caleutta where the
veady delivery i3 to be done n twoodays, the serips may change owne:-
shig more than 15340 tlmes in g year, But this can be managed only i
favilitics for quick and zafe tansfer of ownership ere provided with.
Thus, the maede and procedure of transfer haz a grest infuenee over
the regulation of speculstive trade e secorilics

43, Tranefer of securities whether of Qovernment or of companics
Iz governed by stalutory laws, Accnrding o the methed of teansfer,
spcurities arve of thres classes—in) Bearer Bonmds god Shares, ()
Ippseribed Slock, and (o) Registerad Stock and Shores,  The awoership
uf Dearer Bonds and Sheres i= transferable by mere delivery Faom hand
Ly band gl oo olbier leansfer formalities are to be cunjp]_i_fr_'l with,
The bearer iz the owner snd he s entdtled to ogel ihe dividend oc
imterest, Dividend coupons arve atteched o chis sorn of aecurities and
are -::u'l]_'r' 10 e et oul atul prasenlel Lo the paying pffice for Lhe THIY-
meont. In India such sepuritice are few  and  deapite cheiv high
negotiabibny are not popular on cheeslock exchanzes sz feandulant
Transaetions are easy in lhe case of them, Though inseribed Stock e
ithe aslest forv vestment, its negotiability b5 che l=ase, lers, aolual
certifivales conferring Litle on (he owoers sre oot given; bt thelr
names and the amount of stack they hald are nseribed noa staluloey
register, kept for the purpose in the office of the issning bady,  Inseribed
gtock can be pransferred only Dy declicing and signing i the regisber
Ly the owner showing that he hes  assigned  his  holdings in
favour of soother,  For chis, the leapsferor = to he  identi-
fied ol the tranafer offiee &nd  his  slgoature o che  resisier
should be witwssed,  The transferee oo is b be introdoced aad idenci-
ficd to the office and sign the Acceplance of the stock,  However, as
this sort of zecurity has the least negotiability they are not taken on
ihe stock market for speculative dealings. ..

44, Begistered stocks, and shares: ave the securities mostly dealt
in on the stoek exchanges.  As their name signifies. they are regiaterel
in ke share or stock register of the company or the Government chat
hiim Emsued them. The bew, ic. the Indisn Companics Ao, or the
Indian Securities Act, as !,.In: CELEE Y D I paases apon D i.-m:ing
body, whether a corporation or a Government, the duly of keeping
booka or record and that of making transfers of sicek when requesis
are received therefor.  Almost sll the joint stock companies have their
capilal omly in the form of regislersd slock or snores. A wensideralile
part of the public debl or Government loana too is in the lorm of
regiztered stock,  However, the certificales or acrips Issued by a com-
pany ora Grovernment vncder ils =eal 2 ool o Litle desd in ibself, G
iz only & staterment showling the registered holder's name and the
extenl of hiz holding, From the paoint of vheas of the company or cthe
Government, the eshange of ownership, cherelore, cannot be efected
by a holder by a mere azsigning of the scrip in favour of anciber
but can be done only by transfer and registeation in lthe company's
up Government's books,  For che ceanafer, & roguler transfer desd duly
gigned by bath the transferor and the tranaferee and witnessed, must be
pazzed slong with the ecripe from the lransforor o the transfere.
The deed is o be stamprd with an ed valoren) stamp in accordance
with the law, except in certain exempled CGoverooent securilies
Then the transter deed along with 1he serips arve o be lodged with
the eompany or the Government, a: the case may be, for transfer and
registration in the reglster kept for the purpose, afier which new serips
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are izzued o the-transferee in his name. - Tn the case of foinl stock
roinpany securitics, prior to 1936, there war oo uriform and definiie
procadure in transfer,  The method ead pracedure nf tranzfer was laft
Lex l]JL company o ingorporate in itz Articles of Association. As this
praciioe bas raized much protests and clamoue fram the shareholders
as woell as speculators, the Indisn Companies Act was amended in
1936, laving down a unlforem and definits procedure [or the tranafer
of seeurities, The amended rules as they atand Laday are as hereonder

fal An applicaticn for the reglsteatbon of the transler of shares

may b g either by the transleror ar feansferee,

(hl If such aoplication iz made he the transleror in reeeipl of
partlvepald shares the eompany muast give notice of 1he
apprlication 1o the transforen, The compary most unless
uhjeelion is marde hy the ransferec within e wesks Trom
the date of receint of the notice enter in the regizter of
members the name of the tranaferse.

Motice 1o the transferes 2hall be decnund e have been duly
given if despatched By pre-paid post to the tranaferee al the
acdilress wiven in Lhe instroment of transfer god shall be
decmned to have delivered in the ordinary course of post,
The company will regisier a Lrgmsfer of shores or debentores
only when it receives the proper inatrument of tranafer duly
slompoed eand exeeuted by the transteror and the transferee
along with the zorip,
fet IF it is proved b the satisfaction of the divectors of the
company thar an instrument of transfer signed by the

Leansferor oo (ransferes has been lost dhe company magy, if

the iractars thialk Gt, on an application i writing made

by the trensferea and bearing the stamp requiced by the

instrument of Cransfer feglstes the transfer on such ferms

ag to indemmnity az the divectors may think ft.
i1y If a eompany refmses o register the rransfer of any shares
or debentures the company i required to send Lo the frang
feree a notice of refusal within two months from the date
o which the instrument of transfer was lodged with the
COTREENY.
A bransfer of share er delenlore o any olher inlerest of a
decease] member of company made by his legal vepresen-
tative, ahell be a2 valid a= if he were 8 member at the {ime
of the: excendion of Lhe insorumenl of transfer, altiough he
iz mof himeelf a member,
Rimilarly. when the denomination of a =orip is for a greater pumber ol
shares while only a less number are io be transfervend the proceduse
iz the same,  The company on the recpipd of the necessary docwments
iz 1o split the ceritficate soonrding tn the required momber and should
aendd thi new sorine to the reapeciive parties after the registration ol
their names s: holders. The proccdurve of ransfer in registered
Governmernlt securitios i= also essentially 1the some,

4. Thua, the transfer of registered scewrilics involves expendi
ture ab every chanee of ownershin or transaction by way of stemp
thuty tn the Government and trensfer foe to the comnpany, Besides, Lo
eaomplein o trmnseclion by lransier and IDE]&TJ‘D.UGH in the l:'l:l.,'l:1'|:|ﬂ:|'|]|l""
bowiles nkes a long time, vsnally & mondh, and 37 theee = aoy objection,
tranzler may take several months  The neocedure rhewf-:-rp involves
not only expendiloee, but il reduces the negotiabilicy of the securities
consblerably,  If fsettlement” can be completed only by transfer in

i

i

F
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the company s books ransactions may ofien be limited to 22 times a
year &5 the law and postal [acilities staml to-day, But, we bave seen
that dealings in the stock market are done in quick suceession and are
aeriled as many as 150 tmes in cerlain securities on some exchanges
and i all securities in certsin exchenges.  This negniiability i3
imparted fo & registered securiy only by the recognition and use of
Blank Transfer as vaiid delivery for serllemant,

A6, Blank Transfer. In o regular fransfer deed we have seen
that the =eller and the Buver shonld Gl in theie nomes and signatures,
and the deed shoull e duly withessed and datedd. When such a
regular deed s execited Phe buyves eannot aobialn a vighe to sell the
gecurily again, without tranzfer anid registratlon in lhe books of the
eomuany.  To overeome this difienliy, in practice the seller gives only
o blank * transfer to the buyer.  To the hlank transfer deed the selier
croly flla in his name apd sigeatore, Neither the huyver's name and
slgnature nov the defe of safe are Glled in the trensler Form,  The
afvankage in piving such g blank deed i@ that the buyer will b at
tiherty either fo sell it again withonl Lling his name aml signature
te o swheeguent buyer.  Te the latter case he can avoid 1he peyment
for the transfer slamp and oew deed 1o the uver. The provess of
parchaze and sale cun ke repealed 2ny number of Lmes with the kiank
deed and wltimately when W reaches the hands of one whoe wanta to
retain 1he shares he ean &1 in his name aod date aml get it reglstored
in the company's bonks, For chis ultimate transfer and cegisivation
ihe firat seiler will be treated az the transferne even i i1 happens years
elter his death. O zuch regisieetion the last baver will be cecopnized
&% 8 sharcholder by the company and the other intervening partiea
being nel such shereholders, Bl only having had an equitable right
in themselves if they had =o destved o be registered as charcholders
of the company,  Beaides, Dlank Transfor serves Lo pledge the shares
as @ seeunrity to get loans from Banks. Tn the abeenee of Bisnk Tran=fer
the borrowsr will have Lo execute o dransfer deed in favoue of the Bank
to make ithe shares a valid securly for the oan, Tt also helpa to gel
epedit i the foom of shires as well us money for ' carry-over o badli,
1t s the meat commen methad for share iransfer n speeulative dealings
in this countre. On every siock exchange, Blank Transfer 3= not only
redvgenizzd ®52 2 valid delivery, tot that alone iz aceepied for delivery
at sotilement,  Ino shovl, Blank Treansfer helps speculation in fonr
WAFE I—

(1% Tt imparis o high decves of negotiahility to the secuvity along
with safery for dealings sod enable® the share dealers pud
speculatons to do any mumbee of tranzactions without trans-
fer snd regiztratlon for any length of time

(2 it Hehtens the burden of transfer hy avelding payment of
stamp oy :

{13t kelps to procure logms for further speculatbon ;

{41 it facilitates baodla,

ivi' Margin Trading.

47, In the foregaing aections of this chapier, various faciiities for
speeuletinn have heen deaic with, Ay, long period g.et:_[p_!mﬁn[_ in
foeward trade, settlemend by payment of diffevences, tadli, hlank
franaler, ele. These are all available to members of stock exchango
az well az to 1he poblic,. We may now consider certain ofther facilities
which lure outziders to speculation.  Accomeeodstion for ©margin
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trading * iz one surh. It iz & ceedit facility cxtended by brokers and
berks to those who have no lands of their own [or share deplings. Tt
is important, as it is alleged to be & prime market, often leadmg to
erisea and the failure of siock exchange members.  Furiher, in ragard
ter the faeililios mentioned above, exehanges exercise some 2upervizion,
directly or indivectly, bul there = no su-:h sunervision or confrel Lo
vezaed Loomargin derlings, I js enclrely lefi wo lhe discretion of the
members, and exehanges In this countcy de ol Intervens o reguolate
this particular relaticnship between a moember aid his clients or
beiween a member and a hank granting him ovedit,

45, Margin frading e widely prevalent fnoalmost sl the stock
exchanges e country.  Tn fact, o very large proportion of the tolal
bEiness 07 e exchonges consists of moegin fransaclions,  Margin
trading i= ool conlined G, or specially conpected with, forward deal-
imga ;o ke olber hand, margin wrading is move prevalent in the cash
market,  In Xew York Stock Bychange thore i po forsqard maorket,
hin mrargin tvading is the most commaon practice there and enmprehen
sive legislation has been carvied out for regulsting it Similarly,
Calouila Stock Lwh.mg? in to he clossod as oo exelusialy cesh market |
yeL ]]JHJEJn rading is widely prevalent thepa,

&1 Trading om margin implies treding on account, but o is
different. from tradi ng on wecounl lor geitlement of contracts—1e
[rrward feade. Wea have seen Uat in Iorward ceade, contracts for
tranaactions are enlercd inle with g view 0 setiing off purchases by
anles or viee versa, doring g delnile period and the balance only paid
o the seltlement day by anv of the methods describesd ander the
setbloment of fuloes contracts. Bug, if the delivery is to be telen and
il the customer has no Fomeds there too the method of margin ransac-
tionn may b adooled for the purpose of settlement with the broker,
But Lhis ,|._|_nun|1np; is different.  ln margin irede the lransaction s
votpleted with borrowad morey or seciog os the cage may be, I s a
crodit tramsaction, wherchy credil s extended o a -:Im:ﬂL by o troker
when the former has oo fuds of his own to stemalate in the slock
peasket,  Tnosucl o tramsoction the elent payz only parl of the price:
and the braker will mav the balance and take delivery of the securitics
whivh will he held by the broker himsclf as o pledge against
The loan, ‘The part payment the colicnt makess o the hroker is
koown az the ‘margin® or equile L0 may e paid either in
cash oF securities or both,  For the margin trangsction the elient
i# to open an dccount wilh bis beoker.  In the secount his marein
deposit iz debiled, mesolting in a net debit balance equal to the loan,
This debit balanee s securad anly by the collaterial—ie, the seourilic:
laken delivery of and kept 23 the pledge, whines market pricé is Lhen
i oexeess of the loan by the amount of margin deposited with the
broker. If the prices remain static or if they fluctuale anly In favour
of the clicnt the margin denozited is =uMelent to procect the loan
prbvaneed by the Breker, Bul if the prices move against Lhe elieng,
the value of the collaieral wilf &1L and the protection provided by the
initial margin will diszinae. To poolecl the Froker against such a
coptingeney the client i3 usually {0 give an aEresment o the Tarmer,
underaking tn maintain an agees] margin, I Iz to Ge done by supple-
menting the initial margin deposic Trom time to time by additional
roargin eaual o ke amount of Tall In oeice, 1o provide with (he same
degree of prolection sz haz been prov idded with at the outect. Buor if
Lhe priees move upas o bl marvket n Goerare of the olent, Uhe value
of the nmu:,m will automatizally incressz and on the same mgroin
depnzit the client may speculate further by additional Purchaszes,
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atk. Thuz m s Boll marker the margin depoeit, remalning the same,
the velume of speculation usnaliv whl inerease and the incressing
purcheses will raise the price further, drawing more snd more credit
nbinthe merket to meet both the inoreassd volume of purckzee ard the
Ineressed price. The vicious cirele often works up to a point, where
the short sellors mav ke aoueezed in the evend of @ corner or may
result in g intensive " hear paid ' bringing dewn the orice precipi-
tosly,  Ineither casc the evil is apparent Toothe former case the
bizars may fail s in the latter the purchasing clienta will bave to find
more muargin and their brokers more eredit to fullil 1their conbracls.
In the latter case the inahility Le find more credil may lead fo their
tuilure and the market ta a erisis exposing the credit they have already
received from Banks to risk and dissipation.  Thus, meegin trade
increnses speculziion in both ways and i not Seictly controliomd it is
always likely oo onby 10 create crizsis in the stock market bt may beget
trockble even in the money marked,

Gl. The warpin may be viewsl from two angles. It mey be
regardead e the ratio between the client’s eguily and the value of the
collateral e as the ralio between the equily and the ameont of the
Iean, Le, in hrokevsge accousting, the debit balance. It mav be
Fgurcd in points er pereentage or Twdb,  Hewever, prices in stock
marked always being dyvnamic the value of margin too varics. 4 flat
mergin therefore cannot. oford safely fo the credin involved in tranéae-
tions. The reguitements of egquily should neceszavily he Nexible amd
regidated, not only 1o protees the eredit already invalved in the e
tion, Lud also to prevent the elient from over-trading, involving more
and mare eredil in a viciowa circle of operations,  Taually the credil s
not entively supphied by the broker ; he may have many clients deing
miargin trade and his resourees may be madegquate to finanee all,  In
practics, he may edvance somelimes part of the capital and the rest iz
chtained from banks with which the sceuvities taken delivery of are
Bvpmathecated as collateral fov the loan.  Besides, client: are not the
only margin Mherators in the market requiving credit, Az there i3 no
functional cigssification among the members of the lodan stock
exchangea, brokers themselves are agents ae well as derlers. Breokers
plee wsuslly do margin transactions when lhey trade on thelr own
seeonmt with eredit obtalned from Banks or other finaneicrs. Buot
there iz one diffvrence between the margin transaction of @ elient and
that of @ twoker,  The broker does nod. give gn undertaking fn maintain
a percentage (or loexibled margin fo 5 Bank that supplies him the credit,
The Bank vaually deducls g suitable flat margin from the market pelen
of the sceuritics under hivpothecation before granling the eredit, Thus,
a wvery large volume of short term credit is requived and invalved in
margin transsctions,

Shori-zelling

52, Bhort sale, as defined by the Zecuritic: BExchange Commission,
i= "any side of a security which the selier doss not ocam or any sale
which i3 eongummated by the delivery of 8 aecurity borrowed by, ov
for the aceount of “the seller”  Tts purpose seoerally is to fake advan-
tage of on anticioated decline in the markel peios of a security.  The
short. sefler hopes te 'cover' by the porchase at a Jower price thus
making a profit.  Bul, it after the short zale the security risea in privces,
the short zeller has to *cover " by purchase at g price higher than the
zale price and thus will have to inear a less. Like margin dealings,
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shore aelling i a form of specalztion, bur while 1he fnanein dealer hopes
1o zain through g rise in prices. the short sellee omesls on gaining by
Tall in proccs.

ok Bhart selling like otber forms of speculativn fullils a legitimate
purpese. When there s too goeat 8 rise in prices. shorl selling tends
Lo restram it ; conversely the covering of shorl sales tends to keep prices
from poing down too fael and tog Tar, snd thes ' eushions ' the fall. O
theae and other grounds, the * Twentieth Cestury Fund ™ enelvaia of
sccutily markets recommends that nn gensral prohibition need be
piared pon Lhe practice nf short selling, @ Ona of the mesl ssential
functions of organiaed markets is o reflect the competent opinioms of
all eompeting inferests, Too admil onlyv opinion leoking te higher
prices 15 1o nrovide o oooe side market, To hring ingeiber an open
expression of both long and shorl aplndons is o peovide o two zided
market and i properly done, hetter reflection of prevalling eomilitions
will be shown in the price struciure,”

a4, Bhort s=lling, however, is pol owilhout defects.  Excessive
short zelling mives rize to cormers. A\ ‘eorher’ arises when more
shares than are available for delivery on the day of sertleament have
pecn sold and the buyer holds the sellers Lo ransom, Lo, as the shares
ratne to b held by an o individuz] or a syndicare, the shord seller will
heve to buy the shares at prices dietated to Rim by those wha corner,
Analysis of 1he Wall Strest Crash of 1920 hy American statisticlans hos
shown thal sherl sales did not actually nrovide che two advantages
claimed for thew, Le, resteainl on elsing orices and cushioning price
fall.  Moreover, there hes always been an inherent opposition to
peopie ==lling what they do oot possese. and gichongh the advaniage
of forward =ales in comemodity merketa has long beon recosmiscd.
almilar wlvantipes have not been eonecded for shorl smles in the
seruriky market.

33, From esrly daya, elforis have besn made al comtrelling, even
prohibiting, shor! ssles, For instance, in England, Burpards Act
(179E) prohibdted shoel sales altogethar sl o similae proiibiidan was
attempied in Oermany in 1806, But both these atlempts wore latoe
abandoned, in England in 1860 and in Germany in 1800, In the 75 A,
Lhe wiser course of regulaling short szles has heen attempred and in
this reapect Lhe practice of the New Yok Stock Exchange is notzhle.
The cbiect of vegulation has hesn chiely o prevent * begr-reida”  In
19315, the exchenges in Americs adopted the following role on the
recurmumendation of the Sceurities Exchange Commission.  © No mem-
her shall vse any facllity of the exchange o effect on the exchange a
short. gale of any sscurlty in the unit of irading at a orice helow the
last ' regular way ' the sale price of such eecurity on the exchange”™

4. It has been generally found necessary to suspend’ short-
selling for lmited pevieds 1o prolect the interest of ahort sellers aond
nf the puhlic. In New Wark shorn zales were entively snapendsd in
Zepremnbar, 1831 when the 17, . went nf the gold standavrd, bat the
suwspension remained only for vao days,  The Bombey Stock Exchange
bt maede proswizion in ils regolalions Lo omake @ DEmporary SlEpensien
of short. zelling in the nublic interess, boi such snspension can ke
cffective onby for 24 houra, and for any lomger poriod. only with the
provicws consent of the Government,  The Atlay Omnmiites owever
tonk the atrimgent view that short scller: shoold e lefi o pay the
penalty in the absence of any fraud and recommended the Lownden
ek Fachange practice, namely, that all cantractz: endersl inio for
the aale or purchase of shares must be fFulfilled by the detivery of shares
or by the payment of the purchazse price. And i he wrho has zald again
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on the dsy of setilement the shares which he has sold he must subenit
io the ordinary procedure of the exchange wherchy the shares ams
bought in ugiinel him i open market, unless be can prove o the
comdele sabwefaction of 1he Committes than be has been de victim of
frgwd,  The Morisen Cominities, however, recognissd e peed for
protecting the sellets sod (hus recommeniled the view that the Buad
should be prrmitted 1o swspend the huyving-in role, =0 thar the buyer
may nnt uilise e machinery of the stock exchange to drive prices 1o
g attesether e umwarroobed height. Provisin for this was then
made in Lhe rules of the Tombay Stock Bxchange,



CHAPTER V.
THE SECURITY MARKET AS IT SHOULD BE.

We have in the previous chapters dealt with the constitation,
maEnagement and techiigue of the 2tock macket in Todia, DL s oo
poesible tooenguirve into the alleged defects of the stock market as ik
new funciions, and 1o see bow they affect the ipletests of the pubiic
and of the national ceonomy as & whole,  Only then can we e in at
postbien o judge i e domand elely weede for Governonent vegulotlon
ig fustified. It will then he for us to see wher kind of copulation may
be pecessery 1o enahle the siock market tn felil i proper fonclions,

Raisen d'etre of the Seeuvity Market.

2, At the gutset, it I= neceszary e clarify what those purpsees are
whieh the slock marlet bas to corey ool I other weorids, what i3 s
raigan d'etre ! Thiz has became neceszary, espectally hecause there
are many nersans whoe think that this instifutlon has no legitimabes
purpnse to felil Mol only aodrastic telferm. bot even the leta] abolition
of the stork exchanges has been advocated in recent vears.  Rosolulions
have heen repeatedly pit fomward by infivential memhers of the Tulian
Legislstive Assembly demanding the abolition of all stock exchanges,

3. The stock market is e essential concomitant of the capitalisiic
svelem of seonomy, al any vate, of that form of capitalistic swatem ot
which mast couniries have now arvived.  Corporaie enterpries 8 assen-
tial for the proper functioning of this avatem ; & brings togelher lavge
magzes of apltal necessary for the economic development of o country,
Although the first acenmulatinn of capilal in joint =lock companies: =81
dome chiefly by underariting fivm:s, investmest Thankers, ete, it is chiefly |
Lhe stock markel Chal careles oun the rediscribution of those securities,
which s alza an essential fnfion. The presence of slock exchanges |
where securities can e snld prociices an interest in the seeavilies oo
the part of the public.  Tn other wosds the stock market gives mobilily
tn property represented Ty stocks and bonds, It b= teae fhal mest ol 0
the trade on the suock exchanges s of & short-term elarmeter amd highly |
speculative, bt such transactions can hels in the fiow of lang-term
capital into the maost froivful channels A wellregulated security
market can also serve as o barometer of generg] husiness conditions amd
collld indicate, by price movements, the economic prospects of the
dillerent industries in the country, It also helps investimerts abrozd
and facilitates international payments without shipping, gold .

4. Similarly, the astock market is necessory for the raizing and
management of the publc dekd, which 8 important especially in coun- -
tries like dia where ecomamic development inomany fields i in the
hands of public authorities (Cenlral Goverasment, Proviceial Govern-
ments, Municipalitiss, Tort Truata, ate).

. A stock market is therefore bound o arize whersves oor-
porate capitalism i funcelionitg.  Whether there iz en organised
markel or nof, certificates repregenting Government loan: and shares |
of ownership of corporate capitel will be bHought and seld IF this
market ia properly organised, o0 will seeve itz purpose well, and exert
beneficant roactions on the netional stonomy as well; i, on the olher
hanad, 11 35 neglected, mischievous manivulatera will uze it for their
zelfizsh ende, to the serious detriment of public interest. The sholition
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of atork exchange: will not thersfore zolve the peoblem ;) i will anly
make matters worse,  Trade in eecuritios will in any cese Zo on, and
unbridled speculation may arise causing aerious risks o fGnancial
EECuTity.,

fi.  DEspecialiy when g country is leunching on o plan of industelal
development, a healthy secourifies market muet be considered as a
neceasary adjunct,  Industrialisation inwvelves large seale investment,
Capital for such investment, if raised ot home, musl eome from the
savings of g large aumber of pereoma, 1T nvestmenl is made risky by
too wide Auctuations in share peloes, ssvings would go inte safer
j1_11.'-=.r:m¢-u1-s like land &nd oolid heardings,  This has Ieng bseen one of
the canaes why investmentz in fodustry gre scanty in Indis, although
annual =avings have nol been foo amall. The jugslery of company
promoters and the manipufatbons: of shere dealers have undermined
W aome exlent Lhe incentive [or investment,  Bot with well-oveanised
stock exchanges working in & regulated manier, much more of The
wnmkial savings can be made 1o fow inlo indoustry and business,

FUNCTIONS OF A SECURTTY MARKET.

T We will now see how the security marked helpg In cncoursping
investment.  The fallowing furcltion: can be discherged by o seourily
rarkel, if it = praperly eondneted (— ’

111 1L gives secorities sufficient marketability ond price conti-
nully necessary to seeve the needs of investors,

{27 It can =er prices for securities eeflecling Lheir nvestment
worth as elosely e poszible ) in other words, & can bedag
ahont a corveet evaluation of seeurilics.

(30 It provides safecy for, and equicy in, dealoes,

143 1L incduees, divects and allocates the Jow of savings into the
minst preductive channels,

Liguidity and Price Condinoity,

3. The fundamental ohject of the snck markel is o impart sull
cienl macketability Lo securitics @0 that under normal condition: they
can repdily be beought or seld, It should eneble the investor to with-
draw hia capital from bis investients jusl whee he reguires i, with
lepst possible loss to its value in terme of e investment worth, In
oLher words, it should cnsure eonveriihility or liguidity o the invested
capital withoul slgnificant depreciation in real values, To this end &
continenis markel omd priee slabilily s essentisl. Huchner has
defined & continuous market as one, = where 8 security may be bonght
or sold during business hours at comperatively small variations from
the Jast quoted peiee” Foe facilitating shovt-lerm investiments. a ready
ard contineous market 5 onecessary, and 1his cae be achieved only
through imperiing negotiability (o the cerfifizale: representing the
investerd capital.  The market, thevelore, shonld preovide, (1) Tiguidity,
(2% price continuity end (5 negotiability to capital locked g i in-
vestmenls,

ook mugstl e noded, boseevasr, thaet The shook merkel is oable to
provide such liguidity and price continnity, only for the shares of joint
stock enterprizes which are accepred for trade on the stock exchanges.
ihwing o Baivly sieicl listing 'T_'HI_I|.5I|,i|’_:II'I:5.I Lhe sevips of & ]arge niumber
of dnint Atk econcerns are nob admicted o dealings on the stock
exchange and therefore their capital is ool rendessd liguid nor given
price conbinuity, and as is well-known, a large awmber of husinesses
are finareed on o oa ||."l.‘:-||‘:'|¢'1||."_',-'. parinership or '|:||;'i1.-'ar_1_'- limnited company
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basiz and even among the joint swock companiva only o small nuomibser
et the advantage just mentlonsd, o

1, Nor can the stock market provide liguidity and price continl-
¥ im times of national or interpationg] crizes like the vao World Wars
o dn times of policbeal or communal upheeval as has letely happens:
in thiz country @ for in such times there srise a general preferense foe
liquid fundz as aguinst sccuritica aml the marketability of the latber
remaing only &t the expense of pelee coctindily,  Thus the servies
rendered by the steek markel is oo very limited Deld, Tl in that
liemibend Dieled on s real and seorthechiie,

Evaklpation,

11. ‘The correct evaluation of securities i= s very imporiant
Tunetion expected of an organized and regulared stock market.  The
marker, therelnre should provide the ceonomic machinery by which
values are seb npom Bacurities. " IF showld produce theogeh ks ennci-
nuous procesd of ovaluation, prices for securities as clnee a3 poagible to
investoment vialoes, boassd on peesent and foture income-yielding pros-
pects of the various encerprizes, capilalised at the natural mile of
imterest."” .

120 Buch price-lixing from Lme 10 Lme s essential o investors
s ol as ereditors, 'U'he wastor 15 in need o know the weorth of his
hnldings at any given time so a3 o ulilize his carnings in his besl
mtergstz, The crediler wanks o assess the securvity agalnst which he
wlwamers money o ceedit e hiz eliencs, But evaluation can be done
nnly if theee faptors are known ; namwely, (1) the net ineome from year
L wear, {31 the race of capltallaation and 038 the vltimete break-up
value or aszets in the event of & winding-up of the enierprise, Al lhesg
are variahles and are difficalt o be known at any given time.  Net
income cannot he messured by abavlule stundarda and depends, smong
cther factors, much upon managerial discretion,  Besides, it may vary
[romn vear to year due lo changing fortunes of business and general
eonmomebe conditlons. Henes, a diEcounting of an uncertain future
trend of buainess risk beeomies sssentinl. The rake sl whickh new caplial
can b nntained may again be different.  The naiural rate of interest
17 a complicated factor. It i a rate ™ which will prevail i snd when
all the available lguid savicgs ave emplaved ™ inlo produsiive applic
tion,  The wltimale break-up value depends on the remaining assels
g -general ecnnmnic conditions @t the time of the winding-up.

15 Yet, the price of sccurities shoold abwavs repeesent s elosely
gs pugsible Lheir inteingle worth, or o capitalised value of discounted
furure earninge.  This can be achieved, if ol all possible, Lo some degrae
of aeeuracy only by intellipent snlicipations of many o and here speous
lation and a continuows process of purchazes and zales arve essential,
Buot over g wide field of investmenta, such evaloation and dizcounting of
the future is not possible owing to the allogerher limiled acope of siock
marker o stated above in pura. 8

Bufety fur aod Eguity in Dealings.

14.  An orgenised and well-managed security market is necessiey
to provide safety for dealings.  One of the objects of the AECUTLLY rmarkel
iz " 10 maintain & high staodard of commercial honour and integeiy
among s members and to promote and inculsie just and eguitable
principlea of trade and business,”  Wich this end in view, it muosl -.m_l'L':
under g code of well-definesd rules snd rl_‘-ﬂu'lm'nlm-' A is T minimisse Lhe
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rahger inhersnl in speculative dealings snd manipulations which ars
bourd Lo srise when a levge nomber of speeulators seramble Tor peodies.
Mermbershin of the steck markes must thevefome be stoetly guarded |
dealings muat he regulaied under definite rules and the contracts mals
among members and between them gnd customers must be enforeed
under the unbending authorily of the governing body.  In olher words,
for ensuring safely  in dealings, an organised  and well-managod
seeurity market 1= essenlial

Direction of Savings inte the Moest Froductive Channels,

15, Another important funetion which & securily markeo eould
periorm s o mebilise aod harmess eapitsl and diveet ils fdow into the
ozl productive ehannels =0 68 to serve in the best possible way Lhe
imterests of  lnvestors amil of  the patinnal ceonmny s w owhole, Tt
gerves Lo allocate only just coough funds for any line of industeies and
checks (he How of capital jusl when an industry begins to show o
diminishing or uneconemic retien,

16, Mevertheles:, Lhis function is more a reznll of the ather three
funetions deacribed in the previous poragraphs, and § s only indirectiv
performed Dy the atock maekst Mo stock exchange direclly collects
ety capitad either for any industey or for Government.  The original
izsue of capitsl s generaily done either throngh wswe houses or under-
writing corporations, and it iz divecily subseribed o by the public
whether aa speoeunlators or as investors, An exchange permits only
trading in old msues when it (3 satlsied that the propositicn 35 aoninad
gnd the capite] engaped will producr some profiy,

17, Rut, the stock exchange proviles s secondary markaet for the
final diztribution of such slocks,  The isasue houses, or wideroeriting
s or speculsbors initindly aisort the issue oply with o view o
Onally pessing on to the hands of the investors, Such speculators
underlake to shoulder the visk in the initial atage with che hope of
realizing a profit st a later slage. The dnvestors subseribe only if they
feel copfitdent thal they can ligquidate (heir holdings wilbhous Loas just
when they veguire i Thus, though the original financing uswelly
takes place outside the organised exchonges, where the ' seasoning of
soouritios © takes place, exchangss are essential for raising the neoeos-
sary capital for productive purposes.  Evan g announcement hal
the company eonccened haz applied e listing on stock exchanges
usnally facilitates the supply of capital

18, Sumnelimoes a move direst method e also adopdend in MNew York
arit Tondon,  In such a case the oviging! issue 3 oot divectly oferad
to the public by 1he * prospectus methad.”  The ssue will e taken
up entirely by ayndieates or under-writing houses or Indostedal Banks
gnd subsecuently i may ke enlisted omoan exchange and gradually
paszed into the honds of the inveators or other speoulators through
trading on the exchange, .

1% Whether the sxchange plays a primary or secondary tole, the
pecutly wind eomtinuons mavker provided, the negotlability imparted in
ibe zecueities and eorrect cvaluation given w them {rom time to thne,
furility for promoting Bouidation of holdings withoul significant loss,
and the safely for dealings azenved, makes the capital mobile and
gwailalble for the purposes of investraent,  Hven Banla and people wha
Reefr money for rmmt’lnlr;ﬁm, v will not hesitale to purchase the shares
of carmpanies,  Thus, even through shact-term investments, capital
will e mabdlized an as booserve long-terim ses,

2. Moreover, by a process of continunus evaluation the organised
market aorves to datermine the direciion of flow of capital and allacate
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funds for different lines of industries.  Thiz g achisved through the
belp of the price movemsnts on the exchanges. When a rize i the
price of the securities of o particulsy industey iz permanent, 1o indicates
that more capita]l can be absorbed in chat line.  Similarly, when the
price indicates a pecmansol declioe, il shows chal no more capital can
or waed in such a line with advancage and the fow of capital in thal
line can be arrcated.  Vhua, i discoinle futeee buslogess corlilivns @l
allocates [unds according 1o Lhe reluen as belween indusiries,

SPFECULATION,

Speculation has its use,

21, For discharging most of these fonctions, speealation s
recesaary.  What 12 Speculation 7 Tt has to be defined &long with che
allied term, *investmetd.”  [nvestmenr implies purchaze of securilies
for realizing the maximum income consistent with safety. marketability
and ather factors, By speculaclon 13 meant tradlng in securitiss with
& dezign to make a prafit out of the changes in thelr mavket price.
vyndes may sy Lhal invesbment, i o auceezshe]  zpeculalion and
speculation is 20 unenccessful invesunant,

22 There iz no douckt that speculation in stocks i properly
pursued can dizcharge an important econombc funstion, 1t has been
showrn above thet liquidity and price continuvity ave essential for capitel
to Ao freoly into industry and bosineas,  Buc chese canoel ke wilhout
o derge atul contlnuous volume Of Lransactions. A ]HI_';,E numiber of
buyers and sellers ehould be ready o trade at all Jimes during busineas
honrs and this is anly possible if there je gpeoulation.  Those inlerested
in pure investment sre necessarily few amdd Lheir mesgre wwansactions
ave nat adequate Lo render the market lquid or continuous,  Thercfore,
confining the market te lvestors' Lransactions is hound o deleat the
chjeel in view.  1f thus apeealatinn i3 necessary for Dguidity and prico
continuity, it i even mote so for Lhe correet evaluation of securities ;
Bproulation helps o swebiliging the price o provide price continwity
which is essential for prolocling the eredit strueture. Speculation also |
heips to mobilize capital and divect s fow into the most prodoetive
channels. It can glzo be of nae in sveeessfully discounting the fulure
trond ol business conditiong.  Therefore, iF speculation iz completely
wiped outf, the interest O the investors and the very ehjoct of the stock
market may be frustralod.

Importance of speculation hus been exaggerated.

23, Rut the importanee of speculation has heen groasly exageerals
ed by a host of Amerlean wrilers, meny of whom weote o fusther the
interests of the stock exchanges,  Theic booka and pamphlei:s have
been gives wide pubticity by interested parties They have been
widdely used in India ton, especially in Bombay, Tor Gnding arguiments
agiinst Guovernment efforts ar stock market regolation.  The pase
made out o speculation un the ground that it helps o mwindain
ligqueility and price continuicy of the capiial represemted by stock weiil
he readily concedsd by mest responsible people, bul when it iz azsumed
that a defence of speculalion 3= alo a defence of e orward market,
w osorions miatake G2 made, sesing that spoculation can opseple very
aetively in cash murketz oo, as has been demonsireted Dy the New
York Slock Exchange.
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Speculation in Commodities Vs, Speculation in Stock.

24, Im particular, when people use the prgpuments justifving
spectlulion o comumodicies W guatly al=o speculadion in 2leek, it
u!l‘.‘l.!l!‘;fi!-iﬂl'}' L enles :
market In comnodities like colton and wheat which are grown in
figlds aubject to weather comblitions, which ore muarketed in certain
seasons, which are consumed vegulsrly and which therefure must be
vationed for the bencht of consimers in Yimes af scarcily.  Tn the cese
ol eommodities again, the neepssity for fabrication, rransportation and
slorage makes deisved delivery necessaey and thues gives a legitimate
uppoetunity for futwees transactions,  Can any sueh jusiilcsoom for
forward dealings be rightly clafimesd in slocks and sheres, which do no
talte any Lime to grow oc e be processed or evenr o he Leensporned
Aowenl wlilily arises out of hedging on the: commeilly exchanges which
permit the processor o translec (o the speculator The risk of price
changes while the goodis ure o process, bub 3 there aoy sunilsr funge-
tion performed by Cotures o stocks ? On the olher haed, is not che
manipulation of prices of eniive msues, aay by shoreselling, a mugh
mpry sericus danger o the cese of slock than of commodities * The
fact ia, the justification for sny speowlation in stwock stands an much

i

more alender grounds Lhan that in commesdities, Bur when people go
tarther and advocate a forward mavkes also g5 ezsential in the national
inkereat, they have neitier theory nor praetics oo their side,

Hpeculntion can be misnaed,

23, In apite of such exagperated olaima, it st bBe admitied that
specalalion can perform a useful function, Bub only of conducted by
well-informed il disciplined  businesamen, who are eqguipped  for
porrectly interpreting business conditicns, so that they may be able to
accuralely eviluale seearidlss o their read worth and 13 anticipate
furure nvestment demand =afely. 1L onthe other hand, apecolation ia
lefl w unsernpulows manipulators end igaeesnt " outaiders,” viclent, ana
sudiden Hoetuationa in prices will be cansed and the resuit will he
juar the conteary of what has been slated above,  Well-informed snd
shrewd traders zkilled in forecasting prices corvectly are a real wid
v the secueicy markel in discharging ity dizecunling fanetinn ; amd
pndoe price fucluations will thus be avoided.  In facl, the peofits
made by such speculators are justified by the diseounting secvicee ren-
dered and by the risk taken by them in buying and holding securitics,
sut Jarge weciions of speculators even in New York and Loodon are
whinformed outsiders, with oo real copacity tor Toreeaziing the fuore,
They are geovrally suseeptible to tips and rumours and ofien beeome
phe Tools of professional pool operators, 1t 38 the sales and povchases
of auch rraders thal exapgerale the price movements hegun by pro-
fessionals, o the late twentiez, such were ihe great majorily of
aperators in the U, 8. A, and hende the tremendous Huctuations in
gecurity peices which culminaie] in the stock markes crash of 1029,

26, Thus speevlation which, i wisely employed, con greatly help
in seeuring the four funetinng nf the stock markel mentioned above
bis freguently run riot owing o the ignorance gnd 2ell-regarding
instingls in Craders.  In this way the ohjectives of the stock market
have heen defeated,  While fuctosrinns in slock prices which reauls
from unwize speculation lepd (o s break-down of liguidiy and sn
crratic waluation of securlties, A proper evaluation of seeuricles miist
result in & comperative stabiliiy of prices a3 eavnings from blsiness

caveal.  Theve 8 ludecd a claar cose for a fulures
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do mot sheosr winlont veriationz,  Therefove, wiie fluctuations in stock
prices must be taken as an lndex of the failure of the purposes for
which the stock market exists.

27, Tdquidity 15 indecd valuahle, but nnless price continnity iz
mantsined to invested capitel at a valustion bpsed on investment
worth, and uniess at the same time safery for and equity in dezlings
are sl provided, Nguidity cannot be of any uze | thus the resolt may
b digmetrically opposed Lo Lhe inlerests of the investing public,

28, Uransuetionz in the speculative macket abwoya take place in
gulek succssgion ; nften several times even in the course of an hour,
And B the absenee of adequsre pegulation, a train of evils ard mal-
practices will fallow s: a result of the scrambls for peofita. The
objective of zafeiy for and eguity in dealings will dissppear, and
proper evaludation and price continuity will thus be frustrated. Under
auch ciretmaisners, marketatulity would serve only to depeive Tho
wnwary investor of his life's cernings, and wonuld only encich the ufi-
perupuious speculator whe has large resources for manipulation in the
Tl

2%, Hut the evil will nol slop there. The erratic prices resulr-
ing from apeculalion will not ondy ruin the speculatoss (whether
members or ' outaidecs ', oul may alzo endanger the credit atruciure
of the countey, Banks sre inextvicanly bound up with the stock mevke:
uned amy eraan thers will affeet banks which iovest Iorgely in seeurities
and advance loans bescd on securities as collateral. The collapse of
bond prices o the 17, %, A, in 1931 resulted io the banking crisia of
1S which Jod o the main of 15,000 banks, or nearly helf the oumber
uof banks of that couniry.,  Not only banks, bug insurates companics
and endowed  bepevolent inacimtlons like schoals and universicies,
churches and hosplials, are glso afected by wiolent fueluations of
priees, and in this war the whole neting = affocled.

Sl One of the chief Funelions of the siock markel, is (o direst the
flow of the sation’s savings iuly the moet productive channels. ‘This
iw pleo utterly defeatod by the viclent price fuciuations cawsed by
imordinate sperulation.  Wrong discounting of valuce neceagarily leads
tn the misdirection of the fow ol capilal, By bresding a hops of
meking easy and guick prafil in the form of quick capital appreciation
in & Auetuating market, wichour the need for wolting sny long tioe
o reaam aber nvestoend in real warth, much of the investible capital
in diverted from productive agencies. It thus resuliz in the concen-
tracion of capilal nnoexisting enterprizes, o ol Esues, bringing doewn
the wield, and taking away the attraction for tulostrial investment.

SECTRITY MARKET AS IT SHOULD BE.

M. Therefore, speculstion mwsl be broughl under eonirol, 2o a3
L keep it within proper limits.  This i whae all advenced eountries’
have done after expericncing the dire evils of uneontrolled speealation,
Human nature iz evervwhere the zame minee or less,  Hepee the need
for-men-willingly imposing cetlain controls an lhemaelves,  But India
which hag alse experienced e worst of thean evils for many yeara has
- pet 2o far placed any effective check on speculation,  Way worss, a
large seelion of people who have fallcned on the illegitineate froits of
epeculation bave even come forvard e avgne thal any curbk-on speca
lation will mean che coifof economic peognoss | .
52, How ean epeculatinn i kopt within Umits ¥ Thiz guesticn
- maEy be answered by giving a pleture of the security market as it should



&

{ 68 )

be. It is not merely an ideal ayatem, but based on the actual working
of the security market at present in many advanced countries.

F3. Pirglly, the entire security markel should be organised aod
regulated, nol only the stock exchanges but also the oulside markets
In whatever form. If people are to be permiltted o sssemble in

. Eroups to bid and enter into speeulaiive eomtracts gecording W @ com-
mom practice, they should have an organisation Lo maintein such
practicg. Every such organization should have a legal enlity 1o sue
and o be sued ina court of law,  This is highiy essentlal o apeculative
biddings are alwara susceplille to many fraudulent practices.  Such
practices are Lo be prevenwed ; and folfilment of contracta are o be
enforeed i partics iey tn opt out when they incur i0fses.  Alsc,
defaulters are 1o be 2ued in & court of low when they refuse to 2urrender
their assets to answer Lhele linbilities.  Desides, all the orpanizations
or instituiions forming the market should be aimilar from the peint of
view of management dnd practice, though the actwal proprietory
-';righl,:: may be veated in any body such a: 8 voluntary associalion az
it meat countries, or az a limiled lebility company 85 in 2ome cities
of India, or 28 a guasi-government instittltion a2& in Frence and Japsrn,

Al Al the =ectlons of the secoricv morket should work under s
coxde of uniform, cleariy defined and fully wrillen reles. The rules,
regulations and bye-laws must cover every phase of the atoclk market,
every type of transacticn, They should be particulacly almed at
providing couity to the lmnsacting parties, whether betwesn members,
or beyween members and clienls, or betwoeen parties throogh members
az agents,  hey should give protection not only 1o the members, hut
wlen 1o their clients and the publle 85 a whoie, Ior whose benefil the
market is suppozed Lo exiat. Im the T 20 & with this aim in view,
the Securitiez BExchange Acl of 1834 has peovided rules 1o segulate
47 relationships between buyers, sellers, short-sellers, lenders, their
heokers and the Stock lixchange and the stock cleqring corporation,

A6, The rules and procticed oo the exchanges should De published
for the guidance of their members us well aa the public.  Thiz requisite
1a particularly important, i eonlracts belween members and their
eliente are subjested to the rules and praciices of the oxchange. The
exchange should set standard practices in the market and shooid
maintain a high standard of commercisl benour, principles and
integety among itz membarz. By roles, che pablic should bave acoeas
to the management of the exchange to seelk remedy against the wrongs
dene by its metibera,  Under such circumstances, Lhe exchange should
geitle disputes Letween members snd their clients, if the former’s
contraels with the latter are subjected to the rules and practices of the
exchange. Besides, mles and practices showd be caleulated io regu-
Jate the volume of speculation with a view o serving only the needs
of fquidity and price wontinuily.

b, Uhe menagement should be firm and should pat down wll
sorts of manipalations by membars, or oy others (hrougn them,  The
normal course of supply and demand shonld nol be interfered with, in
the sectional interest of tmders, whether * Bulls ' or ' Bears'  But the

' s

menagement ought e ntervens when extraordinary ciecumestances, -

such &8 & 'ourner” or unjust Chear-raud,] threaen equily in deslings.
Besides, culprits should be sdegquately purished and dizcipline should
be meiptnined.  The exceutive head of the exchange should not himsel
be a professional trader o the market, @0 that he may be in a poettion
of wantage far administering the rules serupulovsly and firmly. )
a7, There iz a grest respensibility aftaching 1o the membership
constitutinig the exchange, secing thai almaost all the capital of the
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public companiea i@ traded on the swock market, and i sddition
large volume of bank eredit iz used in speculative dealings.  Moreover,
Pﬁl:::them apari from trading on their own account, are also advisers
pnd broking agenls of the public. The publie i peoerally guided by
he brokers' movice, given orally or theouph periodic clecubsrs,  There-
wre, the regulstton of the volume of specuiztion, howewver stricl Lhe
ules may e, depends much on ihe co-operation, mosal standards,
niegrily and experiense of the beolers. The vales regerding membeers
#hip are therefere moat important and those st be strictly eaforcerd.

A4 Far disehargng such hesvy vespoosihilities, the memberabip
musk be lmited b men of bigh financia) standing, snd experience in
the profession. A period of epprenticczhip and teaining may  be
crjolies] (s o neccssery gualilicalivn bo membership. Any mode of
selectinn for memberabip may be adopted—and methods vary in the
varions countrles | but whal is wanisd 2 that the training, experience,
mmaral suandards and finencis]l stalis must be adequats (o cope with
the  heavy responaibilities  of membership Broking  and dealing
grtivities mgst be regulated, woether by separalivn 83 in the U, K.,
or by detailed restriciions as o Lhe UL S, A

an Above wll, mombers’ relotionshinp e costemera ahould  he
detlied ] coforced by the exchange.  Credit {acilities lo members,
{and by members Lo clients, muat heosicictly regulated with a view to
proventing cver-trading. A schediale of minimum brolkerage shoubd be
fixedd and enforced.  Sedllement of comctacls must be supervised by
the exchange Settlement by compounding with other members,
throvgh private Coopromise in the event of difficulties, should be
forbidden at all ensls,  Failurea, miscosduct and uadssimble activities
by mwembiers should e wldely published o the koowledge of the
pubiic, Daily repovis of the volome of Lrenzaction showld be inaisted
en from members.  Awditing and periodical examination of memibara'
boaks mst be andertaken by the Fxchange auihorilios, ao that fraudu-
lent trangaccions sy be provented,  The finaneis! stabilily of mem-
pere: o bulil their contracts showld be waintained, snd thiz may be
done by the principle of solidarite ag in Franen, or by o guaranlas fund
gz i Holland and Japsn or By a strich auditing gystem as in the T, B,
ard U, 5. A,

4%, Tha wvelue of the stock market as an agency o poFrect
evaluation of securilios end discounting of uncertain [oiure trends of
business depends lacgely oo the promp: supply o the public of aceurate
data regarding securitiss and the codition of their issues, especially
companies.  Therefore, there should be an efficient nformation aetyics
for the use of the buyera and sellers as well &8s of the public. Mot
only should price quotationz be published daily out all relevant
facts regarding sceurities also should be perindleatly published.  The
withhalding of relevoni informalion regarling the slate of companies
has in the past enabled some persons ncollusion wigh zore membera
of the exchanges to meke aelfiah use of nside informetion.  Therefore,
provision must be made for the prompi publication of all information
regarding companies whise sCripE ere t:ral:h:d oI ﬂ'IE_mI.'II:f:k_I-_."'?;-E]'_ngE,
e chat facts regerding the condition of the company, its dlndgnd_, ete.,
mav be common knowledge of the public and not be uaed anli-socially
by @ seifish few,



CHATPTER VI
THE INDIAN SECUKITY MATTKET A% IT IS,

How far does the actual condition uf the Indisn seourity market
fit in with the picture drawn in the previous chapier ' There has
heen for some time a growing complaint that stock exchanges have
not been working aotislectorily, Mot oniy the finzonelal journals, bk
alzo several bunkers and prominenl husineszmen have expreszed grave
concern megarding the working of the Imdian atock marker, The
chargea are chielly in regard 1o the evaluation funelion aod equicy in
dealings, We have thercfure 1o lonk into thiz maticr in some dedsil

Wild Fluctualinns n Stock Prices,

2 The principal charge i thal owing tn exceazive speculalion,
wicde andd wﬂfﬂummum;ﬂ Lo atock prices have tiken place fvequently,
with the result that price continuity of secuvicties has not been main-
tained, and that they have nol been eveluated al their true investment
worth.,  Any deep delving into figures iz not necessary for testing the
truth of thiz. A glanee ot chartz given in Chapter VI will show that
vinlent Huctuatlons hawve teken ploce In pricez of slocks, whether
gingly or in geoups.  The ¢ase of the Indian Iron s Steel Company
sheres is perhapa the most glaving. Twice in the laac ton wears that
geeurity shot up oo nnwarranted heightz, and then slumped with egual
rapidity. The resulis of such vislent Quetuation were much more
than the crises snd failures which come inlo public vicw, Thar price
fuctugiions have been muock move viclent @ India than in other
countries ik rerent years B also clear from chart A

' Who is to Blame 7

3. The veality of sneh fuetuations and the mischiel they do are
not doutderd.  The question is, who is to blame ? The Btock cxehange
suthorities generally disclaim vesponaibility for the wiolenl priee Huce
tuationz.  Such has been the wititnde of exchange suthoribie: in other
conmtries Loa, When, after the violent stock mackel grash of L2
the President of the New York Stock Exchonge waz peked what was
the reason lor the wild vize of sleek prices befome 19249, he repliol
“Ask the 123000000 peuple of the United Slatee”  The implication
of course wiag that the public had gone esey and had worked op prices.
Fut the lie direct wae oo given whoen 1t was shown with Tzets and
figures that only & emall proportien of the population had beoen
cogaped in apeealation, and that most of the specalation had been ind-
tialed and whipped up by the members of the Mew York Stock
Exchange themeplves. :

4, The suthorities of Indian stock exchanges are not 20 unwary.
They know too well that only an infinitesimal portion of ithe Dndian
population has sny parl In atock market specolaclon, But they put
the Blame on outside beokers aed seecnlators who deceive The gollihle
public v their manipulatory tzeties.  There iz no deubt that ootzide
operators, whether free-lance hrokers and speculators, and influential
ayndicales of themn, have alzo been instramental in carrying cut the
manipilations which led to violent fluctustions in stock prices, hur it
i5 by wsing the exchanges thal ihey carry out thelr nefarious operations,
and az it is well-Enown that nearly all vur stock exchanze transacilong
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are initiated and whipped by the members themselves, manipulationa
canmol Bave been pozslble’ without the co-operstion of the stoclk
exchange members.  And it is o well-known fact thet many members
nf aur Leuling stock exchanmes participate in the operations of the
neighbouring curk markets, which have grestly helped in pushing on
manipulatione. i )

A, We will now see what the troubde is In the Tndisn security
markel. We will first take up the slock exchanges, noxt the 'L"Ll_ﬂ‘l
markets and Independent firma and fnally some of the other agencies
eonnected with the issue of securitios or otherwlse linked up with the
securlty market,

(a) BTIHK EXCHANGES.
Trefocts in the Svatem of Settlement in Fores,

G, Az has Been made elear in Chapter TV, the prineipal defect
ol the lndan escharges |5 In the svstem of sectlement.  Legally
each contract is to be fulfilled by delivery of serips and payment of
price.  Tf this is enforced and settiement of bargains is made within
ithe Hre Hmin fxed, an orderly market will be mainlained and secula-
tion will serve & useful purpose.  Bul it is eosier o make 3 sectlement
of poniracls by payment of differences in price, and this is what too
frequently  happens even on well.organissd stock exchanges. I is
this that serves az the main {acility for over-speculalion,  As oo deli-
very Oor payment is nesded) people can Fi|.||.‘.|:|]|.'."||l?! Lo any extent without
having the mesna. In this way, cxcomive speculabion and  over-
trading are heowghl abowl, crlses arise in the stock market zod cven
the eredit straciure of the country iz cndangered,

7. The rain cdefect of the aettlement in foree i3 the facility
for postponement of conteact, by badle  Tho aperation of budls hae
Leen explained in Chapter IV, 10 s in foct the woorst form of credil
favilily tha! can be given to a speeulptor, The real defect of budlo
congizt: in the adwance of eredin without any adeguate pledge or
gecucliy.  Thus budla transactions not” only add to the volume of
gpeculation ; they also enecurage speculators to overdrade, amd thue
codanger the entire credit structure,

Easy Credit Facilitles,

8. Besldes Swdle, there are clbor eredlt facilitiea available to
epeculatora. These ave: [ aceommedation for margin  trading
ertended by brokers s well as by many banks (i advancea by money-
lenders and eertaln hanls on low margin and =ometimes withoat any
margin {ag in budla) ; (1l facilities for short-seling @ and (ive the vee
Of Blank transfer, ALl these dicceily or indirectly lesd o excessive
e lation,

9. How margin trading leads fo over-speculation has  been
cxpleined in Chepter TV, The practice of blank transfer pives undue
Facilities for speculalion.  Blank lransfor coables casy eredit o be
raiged Mrom banks and toue much money is mode available o spoouie-
tore.  But the eredit thus advanced iz often without adequate masgin
and the banks and buedlivaliz who thus advance credit are therefore
exposed to =erions rislkes.  If the market in the meantime moves down,
heavy capital dopreciation will resuft and all exeepl the short-sellers
will stamul 1 s This 1= what happensd at Caleutta where many non.-
srheduled banks had been making wdvances on s@oly margin for
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thare transactions.  As will be shown elsewhers, Wlank transfer 1s aleo
causing enormotg tax-evaslon under trartfer stemps and income-ta,
100 Tt iz the cagy availabilily of credit faciiities that meke the
Indign slock market fall o vescdy prev 1o aver-tred'ne. The weli-
F:SI-REJJ.I.EEEI'] banks are always cantions, and so also the larger broking
fivens.  But there ars private lenders and even banks tn back g
speeulatnrs enpaged in risky businezs and brokers can alan ke fonnd
to gocept. their orders.  In ether countries, such undus facilities have
been controlled by compulsory marging being fived.  1f thiz hes not
radically cured the evils, il has st least sedueed the risks oreatly.

Private Compromise.

11. A principle which has to be atrictly stuck {o for orderly trade
on & sfock exchange is that o bareain onee entered inta in the market
thall be implemente] rezardless of onsegquences. This mav mean
preat imeomvenience and herdshin to individesls, Bat comion good
must toke precedence,  This is the principle velenilazely enforeed in
Lendon and ather markets,  But in Tndia, oelvale compromisze i3 very
comimon, snd o Epite of rules to the condrars, 1 s golng on even on
the recopmised slock exchanges, andd it is learnt that even the exchangs
authorities use pressure on unwilling ceedilors Lo enmpromise with
their debtora.  The Moclsan Committee found thar peivate animpearnlae
was one of the chicf ceuses for unhealthy specctaling snd over-trading
in Bombay, and strangly enndemned i There i no svidence that
any nolicesble improsement has token place sinee, even on the
Bombey Stock Exchange,

Pul-throngh Business. -

12 The pmu:ticu of !put-through ¥ busingss, m'm'a_l_-;;ut ANLOELF
membera af Indian stock exchanges, is found to foster Inovdinate
speculatinn, often vesuliing in defaulte end failures, snd esen crizes
sumaz time.  The ostensibic obtient of thiz neaelioe iz thia, A member
who tay have received & subetanctn! order Frotm a clien? who purehaoes
or eells securilics 1s deterred from executing ench order in the name
of his own frm by reazon of his belief thal the ket will be pul up
of dows agsinst him and that his ellent will consequentiy Be o lozer
To obviale this difficulty, different members are employved to exerute
the buziness in the fedfee ring, It is the prescoce of Tarsvanivalas
in Bombay and Shuntara in Caleudta thal makes such o praclies per
haps necessary.

13. Aa the Morison Commities poinds out, such practics iz lemiti-
mate when inapired by an honest desive o serve the best interests of
Lhe non-tnember, but it has lad tn aerinms ghize o mose than one
way. T s through pui-through business that comering is suceesa-
fully effected in anv stock warkel,  When purchasee are masde thoowsh
o many different brokers, the develommens of g corber may not b=
notioed by exchanme suthoritiea snd the techndeal positlon of the
roarkst may not bo visible wo them bafore the cleavance day,  Further,
when an infeential broker resorts to put-theongh husiness for ese
cuting lamge oders, theough many brofers, often the same parties,
usnally the smaller hrokera, mas nurchace or sl ]Eadmﬁg them into a-
L-l'-c‘:h]‘..ill.:.*.?]].' ATt nnzitiom, wherein they ave not able 1o :q.lli.-ﬂu'r-_. I hed
commitments.  Often thiz hez been fotined 4o ke the reason for the
failure of many =mall broker:, leading the market to erizis invalving
Eurge armounts of credit,
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. 14  Although put-through business is resorted to ostensibly In
the best interests of the client, it often causes loss for him by
charged double brokerage, often without his knowing it.  The princips
broker thua gets a payment, although doing hardly anything for the
client.

13, Aneiher serious evil of the svetem b3 thal il gives apportuni-
ties for authorized clerke to trade on their own account with the help
of other firme, without invelving their own principsle.  This alse s
bound to lead to enmmitments by people with inadequate resourees to
angwer their [izkilities in the event of tranzactions ending in loss. . In
the pourse of thiz enquiry several instances of suthorized clecks trading
on their own account have been noticed, neacly on every exchiamnge
Although every exchange prohibits such trading, no exchange is found
to enforce i slgorously, and in the resclt poi-throush business has
brovght about many evils

Speculation in Cash and Forward Markets,

16. Having considercd how certain facilities available to atock
market operators are being utlllzed for excessive spsceulajon, it may
now be azked In which of the twn svslems—ocash market or forward
market—speculation iz meore linkle o exeeed itz limils

From the deseriptive aceounts of the market given in chapter IV,
N must ke olear that specnlation can be done more easily in the forward
market ; it 14 in that market thet epectlatinon is more lisble to sel out
of conteol. It iz the long seltlement period and the femptation for
epeculation on time bargaing in the meaptime that cauze the trouble
Each eomtract ghould end on the dav fized, by delivery and payment,
hut in practice this eeldom happens, because it i for making profit out
of time bargains by suceessive purchasss god sales evossing cach other
during the interval between two suceessive seitlements that specula-
tars carry on forward deslinga.  Therefore, in effact, mest transactions
are only eettled b payment of diflerences in prices.  Maoreover, many
eoptracts are alan cloged for the current settlement by the process of
budlying. Thiz is speeially the case i the forward marketz of Bombay
and Ahmedabad. * i

17. The result has besn execsaive speculation in those markets.
In 1927, the Morizon Commiltes stated :

" Of the {otal huziness transacted on the Bombay Share Bazaar
{iLe, Bombay Stork Exchanged, too high, indeed muclh 1;::&
high, & propoction i= of @ speculative natore.—geveral wit-
neﬁmg estimated such biziness at anything between 807 and
Al=i—and of the speculative busines: a very high propor-
tion has degenerated into a mere gamble in diferences, thus
pometituting an ever-present threst to fhe {'ﬂl_'lﬂnued Bxist-
ence of the bazasr as a gerious place of husiness, capable
of discherging with efficiency itz proper ;unntl:-ns ag an
important and esgential pert of the economic machinery of
the Pregidency and of the country.”™ i

Etowk mxchange transactiona it = troe, need not be infurious merely
hecauae 8077 or 307 of them are apeculative in chamcler | for thiz may
be true of the beat-conducted stnck exchange of the world, But, the
Committee went Turther and claimed that a high proportion of
this speculative business had * degenerated into a mere gamble in
differences ™. It iz true that the Commilten Bag not adduced adeguate
proof for thls conclusion, But they clearly slale thal they were
“ gatiefied from the evidence placed befors them® It ie diffcult tn
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hellowve that * a elamorous and redundant minority * foreed thelr views
im =ueh g eompetent Committes,

15, It must be due io 1be aonneclion hebween foressnd ﬂealiws
-amd excezsive epeculatlon that the Bombay Governmment Das tiken
measiees o keep operations in the forward market under State regu-
lation from as early as 1926, while Tepving the cosh macket frea. TBut,
these messures have oot sueecssded to any appreciable extent.  [n
1087, therefore, some peranea held the opinion that forwand dealings
ehould be atnpped altngether, and this waa one of the chicf guestions
placed hefore the Motizon Commitiee by Government.  The first item
in theiy gquestionnalee was: " Should forward trading be atopped
eompletely or sboulld it Be allowed with restrictiona, sod il ao, what
reateictions ® 7 But the Corvmitles, 38 mwsl be zaid, did not face this
izene zouerely, Mot only did they nol secommmemd Lhe abolition of
forweard Leading, bot sogeested stens for widening its aphers, although
this wag done on the assumnption that it would reduce the wild pries
flueluetiong in the market. Nevertheless, it was up o them (o 2iane
the reason why the first alternative placed before them was not
goploaly eonsidered,  Perhaps the Chafrmen of the Commities, whe
wes long conmected with the Lomdon Stock Fxchange was (like many
ofthers) unable to differentiate speculztion from forward deslings, snd
therefore, did not eonsider any anseer for this neoessary, Dl Hombay
fe pl Taomicdom,  The guthorities of the Tondor Slock Tisekarees Fave
enforced their rules relentlesaby, but all people are not a2 sovercly
diseiplined se the British., Esch country must sdopt syslems suited
to e genfus and environment.  Inoa country where a nowerful incli-
netion to zemble iz presalent the forarard market can doomuoekh Sarm,
and thiz hes been recocnized by many practical nattanhs like the Tutch
anul the Americans.

19, Tt iz of ecourze in tmes of crisiz that the lorward market
crudes the worsl evils, The need for suspenciog it in times of war
has been recopnised ;) but it con he equally injurious in times of politi-
cel uncertainty and natinnal panie like those we have latelv pazzed
througsh, Wspecially in ey, TU47, the prices of zcering in the forward
lizt of the Bombsy Stock Wxchanse west down continmopsly ander
nresmime of pocsistent bear raida. The bears were thos gilowed o roh
the inveating nublic mergilesslv snd a serioua financial crlsis was
threatened.  The crizis hos paszed for the time heing hy the impeave-
et in the political gitustlon, bl such situzlions have reenrred and
may recur, snd the wicked Lear ralds shou'd not b sllowed to go on
agninet the interests of the investing public.

Fauity in Dealings.

20, An important fonetion of the stock market i w6 provide
equity In amd safcly for dealings. As sfock @schanges in India are onky
organized for the benelil of theic members, no adegusce pendeclion s
provided to the pubdie (e, elieniz dealing with members!, whether in
ithe eonstifution or in thae rales velaling Lo the conduet aof the teada,
It iz true that in the case of bwo recognized atock exchanges, The object
elaures In the econstitution and certrin roles and bve laows maks some
provision Ior anme kind of profection to the publie. But s doabified
whether in practice thess chleciives have hesn properly carried ont.
to any aporeclable extent. In regard to the other exchanges, mostly of
Joind stocl companics, protecrion to the pulls has nok even boen men-
tinmed among the objects of the exchange.” Memberz of exchanges
are expected to do brokerage work for the public ; but in practis,
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mo exchange M India hza been found tn ingist on their memhbers
exertiting ageney contreets with clients,  In fact, every contract with

a elient iz only a dealer's conlract and the client bas no means of

knowing, what price hizs hroker has chiained for his sales or paid

fur hiz purchasez. Similarly, no brokereoe i seperately mentioned

in aoy contract.  Thos a elient, be he invesior or specalator, i3 dended

the opportunity to know the tesl price at which his purchaeses or sales

ware made, Exeept in the case of a few reputed firme, this peivilege
of memhbers has been found to be abused and this has cavused serious’
annovance 1 lhe public, MNumerous cases of sharp practices by
members have gomes Lo my notice in the course of the enguisy,

21, In regard to the delivery of acrips, sithough every exchange
hag got rules and bye-lawa governing the conduet of trade between
members, no exchange bas any steiel eules io regulete the relalions
hetween members and thoir elients,  In the result, in a rising market
delivery to clientz 1= often found peatponed and i an unfavourable
market G members are found to inzist on the accepiznee of delivery
by clienis,  Many cases of brokers defaulling io psy to oclients the
prives of shares sold, even running away with the clicnts’ money, and
alse instancez of clienta' escurities being neemed by the beokers
Bave been brought to lizht in the course of Lhis eoguiry,  Especially
molusall clients hove incaeeed much loss this way, and this has brought
etock exchanges intn evil repute.

2% Bharp practices are peevented on the London 2toclk Exchange
by the atrict divizion of the membera inte brokers and jobbere. Bu
ax the funclions of broking and iobhing are cornbined in Incdian
exchanges, a clazh of interests bofween the fwo periles iz bound to
happen, when clienta' erders are executed by members.  Thia has beoen
the principal complaint of mene membera of the public, whelloe
Investora or apecaloiors. I foet 00 i belicved by mony inflhiential
peersnns that a separation of the tao functions will rectify 821 the evils
n the Dndian stock marked,

23, In the 17 8. A, where such distinetion berween broking =nd
Jubsbring is not sirictly enforeed, evils aimilar to those in India provaiied
formedy, and consegquentiy the Seeurilies Bxehanpe Act of 1934 has
made provizion for stamping ot such ehady practices. Although on
the American exchanges there iz no clear-cut divigion of funections
bl n I_I'T_:-L:iﬁ;'__r and jr_:-'l_ur'-in:'_rI as in Faoncdom, _1:||'||1.-'.=$i||1'| frer copuity in
the public has been tade by members being steletly probihited from
entering inoo dealers’ contract: with thedir clienta. Thus in the practice
of the MNew Yook Steck Exchanpgs, contracts are strictly divided into
apency conbraels and deoless’ conbeaels. 1F any brolker wanls to Grade
with his clients he 1 to take a written agreement from the client
permitting him to do 2o and this has to be submitted to the exchange
authoritics for their timely information, Besides, by the provision
for elrict pesdodica] aoditicg and exaomdnatlon of members' honks both
b the exchange anthorities end bv che officera of the Scouwritica and
Exchange Comrmission, sueh abuse of Lhe privilezes of o member agalist
The: elients” inferesls is prevented,

24, While o varo-fold protection is thus provided to the public in
the 10 & A firslly, by Lhe supervisicn of the 51500 and scoondly, By
the exehange authorities themeslves, hardlvy any protection iz provided
in Joudia from any sonnee, and henee 1he ErEs :rl:-:::!:.::i:.ir'-:s mrenbiored
authorities of the exchange for the legitimote rocdoess of gricvanrees
at Caleitea), the agprieved parties have been denied secess to the
suhorities of the exchange for the legitmate redeess of grievances
ppainsl memnbers,  Tnoother countries, rulee of the atock exchanges male
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proviglon for the arbitration of disputes between members and their
elients,  In India, with the exception of the.two recognised exchanges,
this legitimate remedy against stock exchange members is denied to
the pulilic.

The net result of all the above is that equity i= often denied to
the publie, whose benefit ultimately s the sole justification for the
exlatence of the stock market,

Lack of Rules and Laxity in Enforcement.

27, In the caze of some stock rachanpes, short-comings in the
conduct of business may be due largely to defects in the rules and
regulstions of the exchange. In the cese of well-established stock
exchanges, however, there are elaborale rules drawn up, bt they are
often pot enforord or their violation i3 connived st. A1 long-catablished
exchanges have milos Emh:i!:-lth:ug private compromze, but a3z shown
above, thiz iz honoured more in the breach thon in the observanes
Im respeet of many rules, enforcement on the Caleutta Stock Exchange
ie foand o be very lax. To take un ane ingtance : the rules of that
exchange insisl on members not purauing other professions. Vet 1t
haz beent found that in practice eeveral memhbers freely ongage in
othor cccunstions alss, thus making them liahle to serious #sha. Bules
also prohibit members from trading on other exchsonges, snd these
have aleo been frequently and glaving'y violarted,  Wwven more serious
ig the non-enforeement of the rules regarding delivery, The Caloutta
Siock Bxchange permits only ensh dealings and deliverics dre sonposed
10 take plece on the third dey of the trenaaction, but actually deliveries
have been unduly delaved, laking nmbrags under the veme wordine
of the rale " on or after the second day from the date of the contract.”
As has breen shown in Chaptor 1V, deliveries have been In actual
practice defmved, not for wecks but even for menthe, and espocially
after the clearing work by the Allahabad Bank ceazed, the position
has becorne much worse,  Facilities {or exeessive epeculation are thus
provided and members are also enabled to profileer at the cost of
thelp clients fn several wayvs, thus violating the eguity between the
membera and the public,

Weakness of the Manaping Boards.

8. Such laxity in the enforcemsnt of rulez i= zenerally due 1o
the weakness of the exchange suthorities. The managing beards of
even the leading exchange: are weslk and in some cases unwieldy.
and are constitutionally averse from enforcing rules when L proves
inconvenient to them as membera. There are lewr members on the
board whe could take an independent Yine and sre able to pull up the
Beard whan a wrone declalon Is faken, and the chalrman himself,
beinz drawn from emong the members In most ceses and depending
vpon perindical election by his lellow-members, is often unable o
perform hiz duties with a firm hand, Tt i5 no wonder that even in
the ease of the Bombay Stock Fxehange several responzible members
aceording to very relieble authority refrain from eseking electlon i
the governing Beacd.  If thizs B boe of the Bonbay Stock Exchange,
which has been working under rules recognised by o Governmenl,
what must be the position of the many inpdequately organised
exchangea that have lalely sprung up 7
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The Services rendered by the Stock Exchaonges,

27, In zpite of all these defects of the organised stoek market, it
tizal he spid that i has he'ped in maintaining eontinuns marketahitity
althoueh 1o a small numbser af mecuriiies, and F this has been often
at the expense of price continuity and if correct evaluation of securities
has not often been made, the blame for thiz canoot be laid enticely
al the door of the stock exchanges. In many ways this has w be
anawered v olher sections of the stock market, as will be shown
presently.

It i3 also fair to recognize that owing to lack of Investment banlos
and underweriting houses in this country. it became necessary for the
rmembers of the atock exchangss o fake up sauch functlons  alao.
Company flotations and the orimary eale of zecurities would have
beemy grostly handiceppad, had it wot been for the active co-operation
given by 1ho stock exchanese members in this matter, although this
swark has not hesn done By them as members of stock eXchanges.
Thue the stock exchanges, In splte of their defects, have proved
bereficie] in harneszine capital for productive morooses. and for Gme-
parting Hopuidity tooa part of B (1Esbed stock) and if more has not been
done, nart of the hlame must be borne by Gowernment which has an
far done wery little to euard the investment market from nefarious
infAuences, some of which will be detailed in the rost of the chapter.

by STREEET MARKETS AND SHARE RAFAARS,

2% Az mentioned in Chanter T the outh markete in India still
work In streels, with no legal entity nor any proper constitutine.
Thev alao trade In the wame securitics as the stock exchanges, rather
it the more active counters among them.  Tn 1hese street markets,
hundreds of brokers and desteras participate in speculative  greou
Ridding accarding o some common nrpctice, Their contracts  are
gellledd by payments of differences at clozing ; dellery of seelps 18
neither s7en nor taken.  In ofber words Lheir busines: is gambling
pure and aimple.

i 29, Huch being the nature of the street markets. it i= no wonder
that their turn-nrer of hisiness beeame lerpe. copecially in war-time
when inflation ran wild and moch Back market money was Anating
aboeef, Thus hundrede of speculatorz have coms to congremate in
these denz, fured by the uree bo make guolek prefits. AL the Katnd
market of Caleutta, it is helieved that maore businesa ia carried on
than nn anv stocl exehanme i Indiee T worlks from mornine  till
Iete in the evenlng while the stock exchange works only for (e
howrs, from £2 noon tn 2 poan A wash eoneonren of peoole mests there
snd carrles om busliess in greal excitement, using guaint symbola with
the heln ~f fingere.

30. These atreet merkets heve hardly any legal atatus. They
heve no decod of amsocizliom Lo hind them for maintaining the common
nrgeblee whether for their own enod or for the aafetw of the nenple who
feal thenngh them. It iz trie that moet of them heve their own private
committees for the managpement of the saffaivs ard selllement of dis-
s, Meveribelez: thas gre nelther lemally anthorl=ed noe compatent.
to exercise snv discipline nor to malntain an equitable practice in the
market.

1. Wone of the recognised pualifientions for the memberehin
of a stoclt exchange are required for being a member of ghare bezaars.
Any one ean enter ag a broker cwm dealer in the streot market if a
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few others are willlng to trade with him. Then he becotnes a recog-
nized broker cum dealer and is able to obtain credit facilities from
buclivalus and even from members of siock eschange, as the latter
too de business through such people. It s leaent that amaller hanka
too olten give oredil facilitios to these curh dealeras.  In this way, stroel
markete and share hazaars have ghven rlse Lo oa large number of irees-
ponzible profesziong] spoculators, with no rules to Dind them and with
no Buthority to curh them.

32, Berious results heve eome oul of such developaments, Thess
atreet markets have proved mosl injucious to the public and e e
moere honeat among the brokers themaelves, and they have bacome z
menace Lo the orpanised sceurily market and to the credit structure
as a whole,

3. Wirstly, these street markets have been Instrumental in
Lowrering the commercial morelity in the srock heoking trade by conniv-
ing =t, if not abatting, many freudulent prastices which unzerupulous
dealeres have been reaoriing to ln cheir sormble for prafits. T bs the
lack of definite rules and practices thet enables brokers to deal with
clicnia az it suits them. Many Instances have besn noted, of brokers

ting out of contracts, not fuldiliing stisulated engagements with
clienis al {he spproprite time, bue all the eame, inzizting on fuliimen!
by elients In times unfavourable to the lalier.  In sueh cases the posi-
tion of the braker s protecied in every way  agaiosl legal remedy
beguse of the viepue penerelized condition, that the contraet i3
" muhject to the practice and wzage In the markel”  Purthes, accoed-
ing to wsage, contracls o clicnts are entered into by brokers, only as
deglers (not az agenta), sed that ton withool time l'm{t fnr the perform-
aree of making or taking delivery. But in the event of a client's
non-fullilment o defaull, the broker iz not only cnabled to enforee the
eontract throogh the law courtz, but has alao plernastivelvy a ouick
remedy to make gonid his lnse by appreopristing the margin or the
advanee of the elient. Thus in thiz vicious ayatem, the hroker geta
emple chanees o defeaud his elient gl every i in the course of an
operation, toking umbrage nnder the Contraet Laswe, while the safely
for and equily in dealings to the clent i= ertirely left to the d
sense of the broker, Many defaolting brolers thus escape withoul
surrendering their assetz to answer their liahilitiea, 85 remedy cannot
he elfectively soughl in o court of law, Several inslances of such
fraudulent practices were naticed In the course of the encguiey, for
instgnee, in the dealings of the zhares of the Indian Aluminium
Company.

a1 Many mnotent people have thus been [urved o the meshes
of these brokera through thelr enileing  advertizcments, eirculars,
market reports, touting and seemingly generols provision of faeililies
for credit and margin trading.  In sddition, lamge-scale group Didding
has also been guing on in these street marlets without proper contracts
betwreen dealers and these have been found oo canse (in addition to
eolossal Inss of revenue to Che Government, of which =co later) froquent
defaulls and failures in the merket with serioua vepercusaions nn the
coonomy as a whole.

40, Beeopdly, the curbh markets have conteibuted 1o vagdd Aoetos
tione in shere prices leading to zerlous crises in the seeurity market
ag g whole, This may be zeen from what Iately (since Septambar, 19406
happenad in resnect nf active counters like Tndlan Trong, o the violent
fluctuations of which repently. reference has been made. (It must
be noted that the lKatnl has for long concentrated on one or bwo shares
like Tmdign Troms),
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af.  Thirdly, the operation of these alroct markets has greatly
affected the organised securily market in the country. This is in-
eritable, because these slreel mmarkets deal mostly in sceurities lListed
sn Lz slock exchanges amd actively traded in them, FPurther, manmy
of the broker-members of the stock exehamges operate also in the
strect markets, cspeciplly s the sireet markets work in the cloae
vielondty of the stock exchangos, and work from morning till afc o
the evening.  In thiz way the two markets get intermeshed and he
crratic price movements on these cresie disturbing meperoussions on
the organtzed stock markeat also. The low brokerage on the curb has
alsn seriowaly afleoted the business of the orzanized market.  Thus,
these 2treet marlets have become a sertous ohatacle o the safe working
af gtock exchanges, and no reform of the latter will be sffective unleaz
the former sre closel down or thoroughly reerganizsd as to be com-
plementary tw the latter. .

37, Fourthly, the jumbling of ireesponaible professional speeu-
lators end stock exchange members in the integration of the curb
merkets hes been found detrimencal to safely of the eredit atraclure
a3 & whole, and this can he geen from whal happened in Calewita guine
rerentiy in regard to the numercus henka which had advanced liberal
credits for share dealings in and outside the organized mackel

jer INDEFERDERT FIRMS & OUTSIDE BROKIES,

38 Although Lhe torneover of husiness of independesne flems and
oubside brukers (who form the  over-the-counter market ') may be
lese than that of the street markets amd share hazsars, the activiclies
uf Lthe former are fownd to B2 muoch more injurious to the ordecly
functioning of arganized stock exchanges and are greatly more res-
pomaible for awindlea in the share tede. s many cazes, the mani-
pulationa on the organised exchanges ere enginoored by private
dealers, £

39, Akhough dealing in stoclk 1s o highly responaibles occupation,
there la nothing to prevent any one in Iodis, whalever b big Hoancial
etability or integrity, from engaging in auch dealings, and therefore
numeross privale share dealers have aprung up all over Lhe countey,
espectally during World War I1. Bome are private proprietory con-
cernE or pertnerships ; but iztlerly the tendency has boen o organise
limited liability companies, whether privalg o public, 1L may be
seen from what follows thar thiz preference o corporate form s dus
Lo the faeilities provided by it for raising fumds wilh the greatest eaze.

4. The buzinese of the independent Gem s peneraily of a com-
prehensive character.  They do not confine  themsclves o etock
dealingsz : many of them also carry on speculation in builion and
commndities and scme de even banking and managing agency woaork.
They can aet as broker or agent, or as dealer or as underwriter or
izene house, snd do all such functlons ainuleanesusly. Kor k3 there
enything to prevent such combination of functions in ihis country,
however atrict the provisions agalnat it mey be in other countiries.

41, Taking only the buziness of steck dealings, the firfn s
entitled to wade in gny escurity listed on any steck exchange in the
country, 4 eph alao trade in sccurdiles not iisted opn any exchange.
Jhus the: fehl of activities of these Arooe s almest, andimdted cottpEred
to that of the stock exchunges, whose aeope of business iz severely
lirnited by rules.  The eenlt of such unresiricled freedom is appalling.
There sre doday private deglers amd firms net only In large citiea but
even in the smaller towms,  In Lhe lavger citiea they function side by
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side with stock exchanges snd stresl markets snd are a serious
hindrance Lo the orderly working of the ovganised security mavkst. =

42 ‘These independent frms, especially joinl slock companies
which have teken up this work, have gathered large funds for effec
tively pushing on ctheir share” speculation.  They collect fumds in
several ways, chiefly by issue of shares. They often issue different
Einds of sheres heving varying rights e profit. The ordinary shares,
fully or largely paid-up, are univaded on the unwary publie, But along
with this are alzo lssued deferred shaves which, whila having only a
mal] pald-up copital, are entitled w full dividends, sl of colrse Lese
gheres are retained by the management aond lheir friends,  These
companies raize Tunds from e public in other ways also, eg., by
affering high rates of intereat lop deposils, or even receiving deposits
o a proli-division basiz. In this watler cose, the margin of proft
offered i= higher than the ntersst slowed by banks or cven che inveat-
ment yield from securitios,  Bemotimes they comibine fxed inlerest wilh
a share in profic.  The¥ attract such deposiy by alluring advertizements
by which they make the public believe that high prolits will come®
fromm Lthe capital appreciation resuliing [oom intellizent speculaiion,
By offering such bails to the unwery but gullible publie, they raise
funda for their specuative venlures, It has beent found that ool only
limited liability companies but 2lse parinerships &nd propreetory Lo
are golleciing deposits in this way by deawing inlo speculation 8 grest
deal of eapitie! which ought to go into productive sctlvity., They are
evidently doing the preatest inpuby o ke notioog] eeonomy,  But z2uch
anti-social aoirvides are not the concersn of any public authordy in e
COURLTY,

43, Unlike the membera of siock exchanges, theee outside dealers
are nol peeciuded from sending out open eirewiars snd they make full
use af this freedom.  They adverlise widely in newspapers and issue
their pwn finencial bulleting, ete. Ilon thls way, they collect orders lor
speculative share pumtheses. Ty ofering eredit facilities on aiicastive
terms to those who spoculate dheough themn, and even by sccommeodat.
ing thetr elients by laking Uheir orders on aecount, they save drawn into
the vortex of stock market speculation large number of persons of
gmall means &nd some of thege have aiveady burnt Lheir fingera.

Connection with Stock Exchanges.

44 We heve aeen that these privale firos are aisolawly inde-
pendent of the stock cxchenges, but it doss not fellow that theic opera-
Lons are unconnacesd with the worke of the organised stock merket,
directly or indirectly. But the connection between Lhe bwo is sublie
Bevoral of these private dealers are found to work as agents of stock
exchange metnbers, This s done exlensively in upcountiry places
bur this alss goes on gven in eities where there are exchanges. aally
Ahis aetion can he consirued as mere clientship ;. but in reality it @ a
partnership in the brokersge business. The private dealer is oflen
[ound doing the work of the lowe, canvassing business for the wembers
ol the stock cxchange on a half-commission or heli-brokerage Dasis.
The basiness thu: brought ia mostly of a apeculalive character, It
& such dealers thal rope in uowary persons of the middle class-
teschers, lawyers, clerks, and others of amall means into Lhe specula-
tive buginess. They are attracted by the lure of wast profils but in
mast cases the result is the Ioas of their life's earnings.

4%, Bul the eonnection of the private dealers with stock exchenges
ie mueh more than mere agency. In fact, they constitute a different
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divigion of the market trading in the eame zecurities. They too ard
found to concentrate on active counters on the ocganised eschanges,
Thiz not only adds to the volume of specalation in the same counters ;
it also nullifics o a large extent the disciplinary effect of whatever -
voltective regulations oblain on the exchanges.

Manipulations,

Ak, 'Ihese oulside Brokers are often alss  manipwlators in the
gtocl marikst.  They are found freguently to create disturbaness in
Lk stock markedl by interference wilth supply aod demand o suil
thelr own ends,  Corners of Lhe exchanges are often crested by them.
They have certain speeial Facilities for such manipulalions,  Fissty,
thoy have large resources raizcd by several methods as shown albove.
mecondly, like invesrment trusta chey cen nypothecate the securities
in their hands for raising furiher eredit and wee @t again for more
purcheses. Thirdly, as indc[i)cnuunt firrms, Lhey can work up corner-
ing by means of pul-throsgh business wichoutl the knowledge of olhees.
Meither the members nor the mesegement of the exchange will knoer
that ihe same party iz purchasing from the market. But f members
uf the exehange individually or az o groap ottempt g enmer secretly,
thiz Iz likely to leak out. Further, the exchanpe auhorities will have
sMmee wrarning of Lhis frome Lhe cleacing house where Lhere 15 one and
therelore they ran wake timsly sction to prevent a crisis.- But inde-
pendent firms or dealers can work up g eovner wlthout the manage
ment of the exchange coming to know of it, slthough the operstion ia
done through ita member:.  Homedial aelion (herefore 5 not possible
i thme ardd consequently sttempt= at cornering by private dealera
can thromr the enlive organised market out ol gear. 1t 13 even posslble
for them in auch situations to insist on fulfilment of contraels snd thos
extort much money from members and speculators and even nvestors,
Sometimes =uch activities may produce even a crizis in the market and
thus jeopardize the solvency of the members. When mem®ers fail,
imvesiors will also suffer losses,  Only one party remains  anburle—e
ihe privace desier—and he can extort money from his clicnls at cvery
stage.

Efﬂ_ Even during their normel operasions, these firma create
wide Muctuationa in awock prices. By suddedly putting thousands of
scrips on the mackel or withdrewring large guantitics from it the
desber is able to vig up or bring down prices as il suits him, and wich
such operationa ac convenicnt levels through put-through action, they
can extricate themselves [rom the current they creale, but can draw
others into it, T this way they have Deen repegtedly muleting inno-
cent people of their hard—ea:np_d THHBEY, and this h.gs causcd =eTiows
embarrassment to inslitutlons like insurance companies, rusts, bankes,
benewolent socicties, ene

Their Bewr and Bull Tactics.

48 We have seen that these firms carry on & multiple irading—
giock. bubtion, commodities, banking. ete. Such interlocking of stock
dealings with commodity speculation has been upeetting the orderly
functioning of the security market ln many ways. When speculation
ie found more profitable in any otber lne, such as, bullion or eriton
or jute or oil-sceds, by a rise in their prices, thoy suddenly liquidate
their holdings in stock to take advantage of the upward trend in other
markets, sudden over-supply of serips causes a precipitous fall
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in ptiees in the srock market.  Ewen in the falling market thus created
by Lhemselves, they are often found Lo Lake advantage of bear-selling,
lhue making the fall in pelee all the ateeper. Such action generaily
creates panie smang dhe real mvestors and they too rush into che
markel lo liguidate thelr investmentz. Naturally this results in a
lesas 1o the genuine investor, Morwover, eredit instilutions like banks
and insurance companies who oflen want fo convert their short-term
investments into cash in order o answer the demand Drom their
depoaitora or creditors, often suffer heavy copital depreciation, on such
GUCEEIONE. .

40, O the other hand, when there ls a rise in stock priges,
private deslera put on Che meverse geer ) they liguidate cheir holdings
m bullion and eommedities and push into the stock market, this time
ag bulla, Here sgain, they iry Lo corner amd rig up the markel with
a view to profit by price flnetustione. Watching the upward trend of
stock prices, specufaiive investors oo are atiracted. Even genuine
investora glao may be tempbed to buying sliock o sach circumstaness,
After having the marksls ripgeed up to unworrvanicd heighea, they
euddenly relcose the corner.  Thus ab every turn they are found o
upset the orderly funciioning of the market and at evory such fAne-
tuation Lhey, being experis, loot the real investors, credit institutions
and speculators 0f lesser eXperience, _

60, Even if thess mamipulators fall in their nefariows activities,
the actual loss will not be on thern, It haz already been mentioned
that the bulk of the cepital they uze lor thelr speealation is obtained
feome the pubilie, by the tssne of shares, by accepting deonsite and rals-
ing credits from the banks.  If the menipulsiors lose in the (ransae-
tions, the loss ia tranaferved om dhe publie, bor B they zain g large
portien of the profit iz dnveriably approprinied by the mansgement,
Thus in either caze, the public §s defrauded.

- Arbilraging.

#1. These independent frms also carry nn arbilresing hetwesn
murkata. Thew slilifully watch the trends of prices In different markets
and benefit oy them.  In towns where stock exchanges and curbs exisl,
side by elde they direetly participete in the business on the street
markets and indirectly do business on the exchanges through memkbors
on haif-commizsion basils I iz theze unregulaie] facilities coupled
with the lack of rules to maintaln a minimum sehedule of brokersme
and to enforee delivery and payment on lhe strest markeis and over-
the-counter markeis, which breed ao much of undesivable arbioraging
betwesn the organised and unorganized market.  Often such unregu-
lated arhitraging iz found to give rvise o 8 tradn of maloractices in
the zecurity market.  Usually i€ nullifiea to o loge extent the efect
of collective repilations on the atock exchange. w practice of such
unbealiby arbitraging 1= found o influense ke price movements to
the delriment of honest inwvestores and cradit, instilelions.  Oflen the
members of the puhlic sre alen led inle the viclous ehwele of such
nahealthy speeulation.

G2 Mol salileficd with their copious gains from atock  rmarket
nanipulations, these privale firms and deslers have alse operated in
the: Beld of compamy prometion and share pushing, and they have had
aome part in the stagging operations that have hean going on n many
Indian  citiea  sines 19902 In complivity  with ner‘.uﬁ: managing
spenckes and #lock exchangs miembors they have been playing a part.
not anky o rlg up the price of the vew ismues of shady ventures, hat
also to get auch issues lisled on stock exehanges,

: -
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(il MANIFULATIONS BY OUTSIDE OPERATORS TNCLUDING
C0MPPANY PROMOTERS AMND IMERECTORS,

What is Manipulation 7

A% v manipulation i meant *a planned effort by on individoal
or geoup of individeals to make the market price of a8 securily behave
in zeme manner in which i would pol behave iF left to adjust itself to
pncontralled or uninapived supply and demand.”  The object of mani-
pakation iz uzwally to foree the price of & securiy upwerd 5o that
holders of lavge blocks of shares may be enabied to dispose of their
howdimgz mdvantageously o themselves,  Manipulations may also be
organized by forcing tbe mackel price down, either as o part of the
campidgn on the short gide of the market or to facililale covering of
stiiacd cormmimments  alresdy  outatending.  Thus manipulation  deli-
Lrrately mierferes with fhe fooo play of 2upply and demand,  Generally
groups of lndividuals or corporations, eombine temporarily into a pocl
for cRITVILE oul mandpulgtions.  Opdons are widely ovsed by these
ponli. Huch manipulations had bsen very common in the Gnodled
miates dn 1ae ninewon twenties and eavly thirtica,  Menipulstions have
been empuorel] very widely in eonnection with  ecmpeany  financ-
ing, as also the secomdary distribution of stocks.  Bome of the American
minipuwletions-—the Hadie Pool (182%], Fox Theatees Pool (182420,
cle—have become notcriogs,  Manipulations ln Awmerice are generally
corried vul on the floor of the excnanges, but 2ome were opoerated out-
gide the exchanges, Many of ithe operalors were not members of e
slovck wxchenmes but they were able w use the machinery of the
cxchanges.

Fanipulations in lndia,

4. In India alzo manipulalions heve been a common Tegture for

many yeara.  They are worked up mostly by members of exchanges,
snd aomedimes Dy owksiders. Symdbicales are olien fecones] for ohis
puvpase, Lo Indis too the operators have been working on the goili-
ity of the pubiie by using variols lactics for cresdng  arbibiciad
mareel achiviby—such a3 ' waeh sales ™ soal *matched orders * intended
for ereating & false or migleading appearance of market activity, Malse
tumours, colivaions, [ake teapsactions and the Hke have besn em-
ploved, as also publicity throngh the pross and through nows bulietins,
matker reports, e, Those who have Inhicwed the course of the Indian
Ivons racket in 1337 will reanise what igenuily could be emploved in
carsying oul mandpulation and for working on the gudiblicy of the
Alitic,
: 6% Idanipulations have been worked wp also by the divectors and
other officers of compantes with the help ol atock exchange members
wsing mEide indormation | they rig up or aows the merket in tho sharves
pf their own companies, and make large profits.  This has been done
chiefly st the first aale of securltles; it iekes place aluo in their
sulpseyuent sales,

Sharp Practices in Company Promaotion

. Alihough securilies come info tho crganized stock marcket
only after imsue and first sale, these latter sre also as much a part of
the securily market 1o the widger senge. urther, as shown above,
owing 1o the absence of investment bankers and Esuing heusss, mem-
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bers of stock exchages perform some of those functions (although nat

gy virlue of such membership).  The issue and lse sale of securities

are Theredore greaily inmevmeshed with the working of the argani=ed

%,tﬁ:-:lik market, and a great deal of manipulation has wken place i this
i —

87. Bharp practices by promolers of companies and their friends
ar the siage of issuing and fresh sale of the companics” securities have
bopome very comumon o Indi, cspeviaily during the last few vears
when large numbers of companbs were Hoaled for utilising che big
wi e meomes reaped by some people. Although eeveral of the
companies were foated with lughly  indflawed capital atructures, a
tremendous demand [or shaves arose mong che credwlens  public,
uwing 1o Lthe fush of idle money in their nands.  An appetiie for
COMpaEny Shares was also WRlpEsa U iy 1he Fiow ang aceounls appear-
ing w prospeciuzes and in newspaper norices regarding the mew issnaes,
Thus betors allolmont even bBetore issue, somelimes, shares came to
be szoid provacely at a hign premicm. 'This gave an apportunily o
COpany promoicrs Lo carry on oslegEing U operations of the most
chjectionabie kind and thus reap large proficss. Bubs=oquently, the
focts oo Lo e koow s goal prices sodioenly slomgesd, o betors Lhis,
munipulators had sold gway their haldings and the gullible pullic was
left to * hold the Dakby)'

B4 The ingenious technigque employed by chese clever company
pramoiers to hoodwink the public takes many forme, and considerable
information abowr these has reachad me. "l'|:'|.-|'.-_'r' show clearly 1hat In
this conntsy !_“hr_-'n cannnk e any safely 1o Lhe invesior, s TIE BE sraith
day-light borvglary ta allowed o go on. The poor man iz sent o jail
tor enrmmittimg 8 petey theis, bul those who make millions by deliberate-
v deceiving e public woe scldeo bauled wp

9. ‘Uhe preadalory practioes of  Lhese mischievous COTTIRREY
promoters ought (o howve been pippe=) om the bod by & viguant
Government,  odesd chere bos been g Copial Issaes conceod by the
Central Government sinee 1943, but that control parsued the matter
only 1l the consenl for fsue was given—and cven Lthal conlrol has
been concernel chiely with the anti-infllationary motive and has not
proved very effective in delecling che wicks wsed by many promoters
Ior deceiving the public.  In any case, whal happensd aftec the oo
ent waa no eoneern of any authoricy. Mo doubo certain returns hawve
io b subroltied pericdically to the Hegistrar of Companies of the
Provineial Governments, but ihiz has been aliogeiher neffective in
glamping nui the sharp practices Uy which company cpecatons bave
been deceiving their unwary Tellowmen.  In the result, the Gnancial
deslings of cwnpanies—san important from the point of view of indus
trigl deve opment gre almost as unregulated o the dealings in their
shares, and 1t iz futile to allempe soch regalation oy o haphazard =5ys-
tem of copital issue control o by & hali-hearwed provision for an annual
veturn to an over-workerd Proviceial Regislrar who has neithes the
equipment nur Lhe titne fore sach difficalt work.

Unegunl Voling Rights.

B, Dompany promolies have i heen emploving vartous devices
to keep voling power in theic own hands, A device commonly uzed
for this purpose i lo-issue Vdeferred,” or O founders’ ' oshares of low
value with voLing power equal 1o that of crdinary shaves, thus vesting
controlling power i a ring,  In a certaln application pleced before
the Controller of Capitul lssues, Government of India, it was proposed
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to allot to the managing directora 25,000 deferred shares of Res 1)
each ag agalnst 9,790 ordinacy shares of Ra. 100]- esch, and = both
classes of shares are Lo have equal voling rights, this would give the
managing direclors a deciaive majority in the company'a general |
budy in return for sn inwvestment of only 24% of the totel capital
The justification given out for such grossly dlspropertionate vobing
righis is thal this was meant to prevent men who worked haed for
slarting a cnncarn (rom helng ousted by ouEide Gnanciers who might
by up Lthe shares, But the remedy isworse than the disease,
Alibough the unlaimess of Uiis was palent, it was thought that
Covernment was ool justified in using a war-time emergency powes
likr Cepital Tasue control for efleclting drastic reform, whatever be
il desirability, Howewver, some Hmii was ondivecily placed on the
Direetors" freedom in iz matter, Ly laying dewn the rule chat
“izsues shall not be allowed in which (disregarding debentures sl
cumulative preference shares, the holders of which have speeial Figlts
which they can eet off sgainst any dissdvantage in the mattee of
voting pightsd it s possible for partiee who hawve aubscribed less Lhan
263 of the eopitel of an industedal coneern (and 33.1]3% capital of other
coneerns] o have more than 5030 of the vales”  Government 2lzo
objeeled in prineiple to iEswes ineluding sharea of 5 value of less than
K, 5= eact,

1. Company  peomolers have also been trying by various
Loriuous practices to undermoine the power of the shareholdsra hy
interiinkiong of companics and by various other swetiods, 10 sy ol
Do mocazary in thiz report to deal with all thes, seeing that s enguiry
into the defects of the Company Law is wnder way in the Commerce
Departmeent,

B2, It must be pointed out here 1hat ol least one stock exchange
In India has, by lnsisting on elrict listing vequirements, discouraged
same of the praciicess mentioned above.  The Leting regulations of the
Homhay Stock eehange insizt on voling rights being proportionate
to the amount of capital aubscribed, and an nfer o the public of al
least G050 ol the new Esues oud equitable lerms of managing agency.

Unfair Use of Inside Iolormation by Directors and other Officers of
Conypanies.

B Threctors, agents, auditors and clher officers of companies
have been found wo use ' inzide ' information for profitsbly speowating
in the seewritics of lheic own companies. Thiz haz been posaible
becauze, these personz obtain information hefore every body else
regarding changes in the economic condition of compenies, anc mone
partivwlariy, meparding the size of the dividends o be declered or of
Lhe issiee of Bonus shares or Lhee iI'|1j.|E:".rll||3 ranclusion of & fevourskble
oniract. Witk such knowledge in their possession i hecomes possiole
for them to speculate profitably in the compensy's shaves,

4. Imthe U, 8 AL effeetive provision has been maede againat this
in the Becuritics Exchange Ack of 1934, by the insistence under
Seclion 18, that directors and officers of companies and stock-holders
whio own more than 109 of any registered issue of stocka have to file
with the Securities KDxckhanoe Commission end the exchange oon-
cerned a statement of each sieh sseurity, wgether with such changes
of camership as have oecurred during each month. Moreowver, any
profit reatised in thiz manner by such parties by using inside infgr-
mution 5 recoverable from them. In Canada also full provision is
made for prompt and public disclosure of such transactions. In the
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1. K. enquiries recently made Ly the Cohen Committes diselosed
gerioue faws In the eompany law in this respeet and this Committes
hags strongly recommended thar all such trensastinns by directors and
other officers of companies muat be disclosed promptly and an amend.
ment of the company lew I thls regard I8 alresddy  twefore the
Parliament.

G4, In India, swech gpecial leglslolion kes not been carcied ot
sl ni proviaion exists in the prozent company law to bring io ook
directnrs and mansging agents of compantes who make auch wnfaie
vse of inslde [nformation.  Stoek Bxchanges could Insist on listed
companies giving publicity to matesial eventz lke declaralion of
dividends, bBul their admonitiom often f8lls onm dead ears.  The
President of the Bombay Swek Exchange, in his speech on 14th June,
1047, giver glaring inslances of leading vompanies neglecting to give
prompt publicity to declaration of dividends snd dssue of bonus
ghares, In the case of the latter, the Presidenl slates that * in cach
amd every case where bonus or “right’ shares have been issued,
informacion has leaked out well in advanee of the officia] announcee-
ment.”  In the resull the reaping of unjust profita by “inapiced
uperators hag been very eominon. It e a pity thal this hes not canzed
the public indignalion that it deserves. This iz lurgely due to the
lack of understanding of the faet that the profits thus made by com-
peny directors and ibeir friends are extracted from the pockets of
the investing public. Such ‘inspired ' npergtors are oo better than
the: eomenaon thief, and muat be pul down in the public interest.  This
may not be possible by merely amending the company lmw | incessant
co-uperalion of stock cxchanges s necessary for carrving this oul,
and such eo-operatlon can only be offective if careiesd out under the
puspices of some competent aulhocity, 23 in the T, 5 A, which has
the perzonnel &nd the data becessary for scrutinizing the predatory
ped ivities of ‘inspired” oporators, from tine to time,  In apiie of organised
effects made in the L B A mizschievous action by company < T
Pos net been altogether atopped in that eountry.  How much more
belpless will be the cnndition of the investing publle in India if no such
precautionary measures are tiken



CHAPTER VII,

THE ECONOMIC RESULTS OF THE INDIAN SECURITY MARKET,.

Hawing deall wilh the functioning of the security marker, we
may now ciquire bow {er this markel has sueeesded in carcying
put. the objeciives counciated in Chapter V. For o full answer 1o Lhis
question, a thorough stalistical study of the problem iz essential ; hut
¢intistica regarding stock mesketl vporationz in Indis are meagre, as
shown in Chapter I11,

Corroct Evalnation of Secoritics,

2 The firsl and foremost function which atock exchanges are
experiod io fulfil i= the eorrect evaluation of securitica. Evens the
rel sunerfivial study of stock market prices in India will shoew thal. -
prire fuctuations heve boen a pronounced fesoure here,  Without
eny change in dividends of companics or in their bresk-up wvalue, or
in intereat rates, prices of stoclk have been violently fuctusting, largely
kv the manipulations of speculators,

Price Fluctuallons in India snd abroad,

3. Thiz abowve can b= demonszivated in vacious wava, At the
cutsel we may compere slock peiees in India with similar prices in
other counbries. In the following table are given index numbors of
the market value of industrial shares in six prominent counteles .—
{Zee alzn Chart A Iscing page 86 showing nrlce Lrends in the T B,
the U1, 3, A, and India, and Appendix A to this chapter giving monthly
price figuras.}



INDEX NUMBERS OF MARKET VALUE OF INDUSRTIAL SHARES.
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4, It must ke admitted thae dhe period taken for the comparisoas
in thiz abowve dahble iz one of war i which many of those conniries were
exposed Lo seriouws external dengers. Buat ot iz eignificant to note
thal price Ructuations have been much more violent m India then
in counlries more exposed o danger-ex, the T K and Avstralia,
In July, 184R, the Indian Dndex zeond at 200 a2 compared to 108 In the
T and UAA. Tnedia in this Tespe hia hehaved more lke TPranee
toan the more stealy Anglo-Saxon counirics,  This may e due partly
tr malional characier, Bat the unzadisfaciory functioning of the sock
mitrket had moch to do with i

Price Fluctustlons in India.

A We may now make a more detriled analvale of the prioes of
stock In Ladla. o abreimes roasans, wo mav cxelucde from our enalysis
the p&rh.'ld when Indin was threatensd by the Japanese invasion,
becguEe price fAuctnadons are inevitable in soch porids of natinnal
damgrer (although in countries exposed o greater rizks lke the . K.
panle was kepd under more severs conteell Muacther, duaring the
eRTly wearzs of war, siock prives were also influeneosd by inflalén in
meneral pricas. Such influences hecame weaker after 1he end af 1044,
when the riska of invasion subsldsd ool when the advance of
inflation waz kent wnder check. 10 miay e even moee fair Lo ke
the perdod after the end of hostlities. The one dominant feature of
the whole of thiz neriod 13 the wild Anctuarions in steck prices.

B, We will first take the oricss of ten of the aetive counters In
the Tndian stoek markes, Chert B (lacing noage B85 ehows the trends
of the agaregate valus ol these fen seouritiea (moonchly plactings) aned
of Lheir aeperegate dividemds, Conlesast the fregquoent amd owide Jloce-
tuations n Indlag stock nrices with the Saarly even tenor ol price=
In the U. K. and U, 3 A PFloctuatlens [vonn year o vear can be
goudied m the following table, (5ee Appendiz B o this cheprer for
rletalled fgures.;

TATIT.T 2

Trends in share priees (M0 seearities) in eerftain swnnths From
Mareh, 17934 o Docemher, 10346

T [akhs: af Bs)

Bhare price

Year srd Monihs fazoreEnte of 10 Ihvadenid
sECLIIT TR,
1951 March 53 11,42 a4
1936 - .. . 1a,06 3T0
% - . 12,12 400
1937 W .. I3 84 (ET: R
1538 i .. ML a 12,2
%30 “ £s . A147 1T
1) i .. .. 2524 16748
ifd] i .- . 2R.ET 1905
194Z .- . 25,05 1,
1841 .- . .. 3;{.&1 IT?.E
18444 - o . 36,47 71
Tiads " . . R R B 1GR4
1945 Augmast .. : 14,5

1146 . - . B2AR 1362
1946 Deoembeer Bt s ] -
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7. The Ructustions hrowght out in the above tahle are often
errabic and l.'-"'ll:]_ Belwezen 1934 and 1937, the scgregane value of the
ten stocks actoally trebled, althongh the dividends did not even double
ducing the saime perind.  During the 2ex two ¥ers, REgrepnle values
feil by more than & thisd, although dividenda fad heen mounting up
in the meantime. In war time, dividends conatinued o mount up,
Tt slocic prinﬂa Tapped bahind, On the cther hand, in [048, the
prires of gecurities want up ta high levels, although dividends remaln-
ed statlonary or falling. Tt iz fully realized that dividends ace oot
the only basis for the svalustion of stock, bur it is bound to be the
chicl faclor, The wild Avctuations in etoel prices in India arve doe
Iargely to mischiel of speeufators and syndicates of them operaling
in their self interesl.

& The effect of surh aperatlons are seen best in the prlee Auctua-
tinma of dadividual solps. The Tndian Tron and Seeel Compeny's
ordinary shares rose from [a, G-0-0 par shaoe o June, 1034 to Ba, i
at the rnd of March, 19037 (more than nine Sirecsd and higher up o
Ea, 78-12-0 on April & although o dividend had bwen paid by the
company i the meantine T8 then 'l o Re 2270 in June, 1941,
although En thet year Rs 57 lakbs was paid as dividend. The share
apmin roge froon Ba, A0 15400 in June, 1044 1o atuonat Ra, 70l Tely, 18548,
ithongh in the meanthng, the dividenad had flen from Be 445 lakha
i Ra. GR-1 lekhs.  The opiziz in the share marker pesullinge from the
cragh in Tndien Ivone prices in 1037 hes alresds been deslt with
(Chapler Tl The same soeip played g lasee part i the orash of
Aupnst-Beplember, 7948 alsn, (Bee Chart O page 000

Price Fluctuations in the posi-war period,

N Parhaps the elfects on peiee fluctuations of unccocealled
armulat‘r.-n ran be geen bost in the seeucity pelees in Indiz during the
neavly two veare afier the termingtion of hostilities,  Thiz period
witnessed  suecsssively & sudden Boom and i"-l.'“ﬁ‘.-‘_'r' alump in share
prices,  Tho Weosnormie Advizers index nantwrs of varlable wield
secnritles roso from 260 0 Mareh, 1948 to 215 by Ausust, a vise of
e in fve months, and then the index fell hessdlons fpocee monlth tn
maonth 1l i reached 23%% in Froheoare, 1847, After the Duodgred
{February, 19471 1he fall pealn Beeame perdd amd it stood at 215 in
May, 1047

10 Tf we take a few individnal scrins both the hanm aned s'eemm
will appear more glarving. From the folloering table ean he geen the
irendd of prices in oalm aetive acvdoe from Saptemobor, 1045 o May,

TAREE 3.
D TDogoker . Taty  Denperal | Iodinn Butrabiur Howrsh
Dreing.  Theid,  Hank lren Cial, Jke
L) L3 SR (30 (1 ikl
1 2 a 4 1] =4
Eenr., 1545 A B 2552 200 41-11-0 AR-1.0 - 100
Maw, 1046 R 1 Lt 2740 ET-4-0 [ T41-10-0
Aug, This R P L RAETHED 3020 T FE-12-0 1TL-F-0
Peeremiogn  rine
heiaween Sept., "6
and Ang, 1940 af % Lo &1 Rl AT
Sept., 1A . BERS AL 21490 LR b nl-i-n 14512 0
Tub., 17 f 2450 30 24110 43-4-1 i iy 1126 G
Mar, 17 1,110 Lo 2,532 RIS ERE] S kR k] TR0
Pergentage  Toll
belwern Ang, 8 i

and May, IHT © Y m_/'lll w FTH, Ay A
-
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11, It can be seen feom the above table that between Sepiember,
PE4S and Augusl, 1948 the prices of these active counters mse from
4% o k1%, Subseouently belwesn September, 1948 and May, 1947
the swme sceips slumped from 25% W 60%,  Most of these price
chanpes were wneonpected with the dividends, profils, or general
prospects of (e oompacies concerned.  They were largely due to
certain extraneous factors aod the mischievous wse of Lhen Dy groups
of spaculators,

12 Varipvg causes heve been assipned for both the opweed and
downwsnl movement in prlees. The cheap money policy [ostered
wilbhiout any provislon belng made for it heing in profuctive channels
brought sboul a diversion of vast finds info speculatinon. As usuelly
happens, this biom went up tw giddy heights and & erisis amnd price
decling imevitably followsd. At this time come communal Tisks and
political unceriminties, social uneest and labour treables, and made
the Investors shy.  Ontop of ali this eatme an unexpected budget and
urwelcome tax messures.  All these indeed had their effect In stock
primee. But thiz docs not toll the whole story. Both e boom and
the slump wrere sERraviled by the manipulations of speculators plying
for privace prafit. The upwand moovement bogan by the hid for
monapelyr contral by powerful lnanclal grouns and was worked ap
b;r the mischirrons activily of zpeculators asszisted by the ignorance
of mutzide operatora. Similarly when the slump came, persigtent
bear activity, chiefly by steck cxchange members, aggravated It A
pamic was warked up by propegands, and availing themseelveas of this,
short-ge’lers plaved haves in lhe marker with thelr Baradllar tectics,
In other countrics, stack exchange suthoritiea teke a boeld lne om
auch occasions and safeguard the netlonal intercst; but in Lodis,
atock cxchanges exist for thelr members' benefit, and even those
rxchaner suthorities who prolesz concern for public interest guail
from talking firm aclion when such aetion injures the pervate interest
of themaelves and theic members.  Nor iz thers any public authority
in existones to remingd slook exchanmes efeciively of the country's
inferest.  Tno the result, the investing pubile L= being mulcled from
time ta tme, and eanfdence In corporats investments has been shaken,

Funidomenta! Weaknesa of Speculation.

13, All thiz is evidonce of Lhe fundarentai weakneas of specula-
tion az practised in Indin, Oaly well-bnformed shrewd  apocalatoms
call evaluate scrips and discharge the imgpostant function of [orecast-
Ing walues. Most of the spooulatars In Tnedia, whether insiders or ont-
sbderz, have nefther the knowledge of facls nor the experience necded
far ewch buasipeza, Nor gre there suilabhic agencies 1o olve the infor-
mation required. Both optimism and pessimismo cateh easily and are
often puslisd to unwarranted heights.  As a shrewd obeaever puats it
“awilh the siightest chanpe of semiiment, Iakhs and lakhs of shares
are thiown on the market, or taken of the moerkel @ an event which
ordinarily would have meant only a Auclualion of 4 snnes or B annas
prwives a rise ar fall of a3 many rmipees.”  In spite of {he catastrophic
sl in mereral prices of the eprly thietes, the orice of British
securitics (ordinary shaces) fell enly by onc-half.  Pot in Indis, wihike
ihe menerzl prices were remaining moere or less statlonory, seeuarily
prieca tordingry shares] recarded a B2 per cent rizo bebween Ssplember
1245 and July, 19405, and soon alierwards bran a relreal a'most as

recipitately.  This has bappened befoes ihe war alao.  Hetwesn
1034 and 1937, the prices of ten leading epenrllies ieebled, and within



[ %0

3 year I‘-T'-:E mame prices fell by 42 par cont (zse table 2 alowel, Is it
eny wonder if shread manigalation: ame semnbed 4o utillss such oppor-
tanilies for their selfzh profic *  In such siecurmstances, to leove stoek
market o lhe free play of sperulators s sheer aiustize tn the
mvesting publie, i
e We may sop [rorn these facts shove that such *w

wild " fluctuations have prevented he 2ecUrity markel ?: lrﬁlﬂ?:tﬂffglrs
fulfilliag the objectives for which they function. Turing the pepiosd
under review. at anoy rate, lhe matkel bas [alled Lo ovalitaly thege
gecurilics in rertns of their real worth as represented by dividends
and earningy,  The funetion of discountineg fotuee :-a,n11:|':,g;. has alao
been badly. parfaormed by the markel during the perind. 11 is clear
that speculalive forces have been operating erratieslly ang have made
the slock market a source of maladiustments, No doubt eontnious
marketability hias been provided for the seouritics, bul Lo secure these
&t the expenge of price continully 5 of doublfa) advantape

Snfety for und Equity in Dealings

15 Esmential for the suceess of aoy stock markst is the aafety
for and equity in deblings.  That neither of these has been cenerally
fulfilied in the deslings of the curk market and of the ndeoendes)
firms has aircady been made elear.  The position of the great fosjorcily
of stock exciuingea I8 no better, as they work without definite Tales
or seltled practices.  On most of the slock cxchanges in the countey,
equity in dealings between members and clients (& aon-cxistond, as
shorwen carlier, and as for safoby i 1 o'ear, from the wide Auctngstions
tn securicy prices amd he provaience of manipolations, that the pablic
s exposed o gevicus risks when operallng oven on the organised
seourisy market in Indin. In the vesull, @ violent antinaihy tn sloek
brokees aml exckanges has arfzen in many sections of the public wnd
thiz has frequently beon ventilaled in the legislature of the countor.

1h.  If we like the criterion of directincg the fow of savingsa into
the most profitable channels, it may be found that o this respect lan
the resulls have boen unfavoucable. Speealation eculd e an im-
portant factor in dircoting the ffow of savings to the best advantage
of the malion, bBut swech results have not always fellowed Inoacksal
praciice due largely to the urge for selfish advancages ansong epecala-
tnrs. In the fitst place, mueh of the sneculative trading bag been in
the izaues of old-establishei commenies snd mey lead fo credesirable
developmeants.  The hoore in established enterprizes caussd by such
o lemdeney has proved Rirhly infurioes it eoanteies THie the 7750 4
Thiz has lately heen the experlence in Tidiz ton. Seepndly. wrhen the
smeculator turns tn new asues, atlention hes often been directed an
the makive of immediaie gaines at the cost of the nvestor. Varinos
muestionahle practiees in the Aeld of company promotion have already
been dealt with. BWo douht some of this misdirection of enlerprise
g due to lack of & netional diection tn thiz matier bul this cannnl
be veged In excuse by those whose patricllem bas been preally
eommended.

Has there becn any Inepeace in the indwstrial {nvesiment hobit 7
7. Poerhaps the one critesfon by which specolators” activilies
shigpubd be judged, at any rate in ihe case of Tndia, &0 the oresent
junclure, is the extent to which the anmual Anse of savings hag best
directed o industry and buosiness. as against traditionel channels
likr husieding in precions metals and speculalive land purchases, We
kave not gof adequate data for formbog any accurate conclusion about
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thia, The figures of anthorkzed captlal are indeed impressive, but ot
en paid-up cepital, It i2 true that doring the Guve vears 1040-1 tn
10445 I:ﬂEE lost wear for which statislics are avallablel, the paid-up
capital of jolnt eteek cotnganies in British Indin increased from
Ha 2Ri-0 eroves Lo e 380-7 creres, an incrosse of Tis 7.7 crores
for five vears, oF an average jnceease of Bs. 135 ofoves per wear,
Having regard to the tpemendous inerepss in the money in circula-
tiem mnd bank dennsits (Trome Be 435 crores in 1030 o g Hs. 2,000
croves in midedbe of 1945—a five-fald  ineresmel, (his expassion In
pRid-up capital esnnot be regrarded as anvihing shariling, seeing that
m cerlain earlier periods. when thore was no nflatien, langer annual
increnses of paid-up capital had laken place. No doobt the classes
that derive profit from company Aotations and slock exchange deal-
ings have put in a part of their large war-time carnings inln indus-
tedes ; bt there is no indicalion Chai the elazzes farmeriy siven to
hoarding their surplos incomes have changed over to o industrial
Investment,

18 On the ather hand, there is reason o chink thatl in recent
vears poople who opeld save for the reiny dey have Tecome moee
reluctant o invest in compenr shares, and this iz doe firatly. to the
exeessbve flurtisations in the stack markel prices and the heavy Tosses
thereby Ineurved by those who invest o them, and zecondlv, 1o the
ntischiewons stapgine operatlons by which company sromoters hava
e mwaking nordinate pralits af the expense of honest Iavestor.
Im the ressule, ome Fears Lhe ineentive armong the middle clagzes 1o fnyvest
their savingrs in corporate enlemeise hies had o sel-back, and judg]n,ﬁ‘
from the tremendons inerease in land seloes and bollion ntlees and
nther indications, it does nob appear thal anv larpge chancee in the
direction of middle class investmenl has taken nlace. This s
silidalinn whivh must camse serings moncern e theee (and who is
not 71 who gre keen on oraising the livine elandarde of the masses
im this country by carrying out o long-tecos nlan,

Efeet an Credit System, ete.

1% Wide fluctuations fn security prires have their reperrissions
necezsarily on the money market and nn the credit sestemn as a whole
Thiz haz heen fdlustrated notakly in the mecent histoey of the Tnbed
Blates.  When the pelee of securities rise, the rredit of ihicze whn
ko' spouritios inerease and this t2 an sddition to their suechasing
power,  That this faeter has had some effert onoinflation in thia
epunlry in war time there cannot be any dooht When for instance,
the takal walue of shaees of 5 Caleutta companies rose from Tis. 1148
rrocrs in June, 19410 ta Ba 2808 croreg in Fupe 104f—or when the
rice of an equity like the Indian Iroms rose froam Ta, 40 o June, 1044
i Fes, TOOin Fuly, 194A there i8 no douhs that those who own these
stecks hed o laree inerease in purchesing praer and, although some
of the holders may ool have realised these exirn values, many mwst
have done sooand in any eaze thiz made & large additlon to the toedal
purchasing power, which when pitched against gosds n short supnty
was bound Lo aggravate inflation. Tt was on acecunt of this that
gteme werg taken by Cowermrment tn enrh gocoolations in the stock
market. ot unfortunstely they ware altoPether inadenuate to attaln
the ehd n view

20, Inthe TT S AL ihe slock markes bonm of 102720 eulminated
in & erash of wnpreomlenled magnitude Tt i true that Indis has
not #0 far exporienesd such & serinns crisis.  Bul thie most bo chee
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to the fact that stocks and shares constitute o smeller proportion of
the wealth of this country thon of Ameries, and ali bésuse the
proportion of persons engaged in atoel and share dealings 12 alsn much
LI’-I'L-E“E‘.-.‘._ Corporale wapitadism g slill in s carly stages in lodia, and
although it bas made rapid siridez in comiain parts of the country amd
amang eertaln sections of peopls, the greal mejorisy of penple o Endia
are 2Lill engsged i agricoltiee and ruesl oceupstions, and I s oot
liltelv Lhat any erigis in slock markess can lead e such serious deve
lopments a5 Mpencd n Americs and elsewhere,

Stock Market Crizis and Banking.

C2L0 In Burope and Ameries erizes in the ztock marke have had
seriola reporelssinnd on the banking ayvstom.  This 98 beoauze the
Panka give Jarge credils for stock market operations and lend freely
on stock and bonds as collateral,  The conssqueneeo iz that when thera
i3 & eragh in slock velese, the seeurity of banks iz endangered. Thus
the cragh in bond nrices in the U3 AL o 1921 resulied in the hank
crisis of 1855 which Lronght about the roin of 15000 banks or nearly
half the number of Banka at the time in that councry.

22, In Tndiz rtoo, banks have been lending for stock market
aperations, bug such oang are still wol a laege proporton of the funds
ed 0 slock dealings. This i3 beesuze the funds emploved on the
glock markel arve lavgely derlves! from private sourges. There s
ovidence, however, that durdeg the laat fowr weats joine ateol benks
i Imefia have hean piving advances mere freely om ghares. It was
clatined i 1946, for lestance, by the Chalrrman of the Punial Mational
Hank that * all banks, big and small, go in for @ considerable propot-
tionm of their loans snd advances ageinst the seeurity of sharea”
A thoueh achedet=1 banks' advances against shares had been greearin
receplly, ther Bave nob come Lo be any large proportion of the tota
advances made by those banks, “According to slatistics collectsd hy
the Hezerve Beok of Tndia, auch advenees against sharmes by &3 sche
duicd banks amounted o Hao 40 erores on 24th May, 1944 Dl the
total advances of lhese bznks on the sams date aroounted o Os 371
‘eborps, The proporticn of advances on shares to the total deposits
was algn soall, The marmin on these advances varied from Below
G per cent to gbave B0 per cenl, but on the bl of the advancea the
margin gllowed was between 30 and 50 por cent.  Considering all
this ahove, ihe pesition of the schedulal banks n this respoet cannot
ke ennatdersd spricuz.

a3 Thp non-scheduled hanka, however, have been more reckless
in giving advanecs cn stocks,  What kappened in Caleutta in 1948 in
perhaps significant.  During the war, numerous mushroom  baoks
had sprong up o Caleatts, taking sdvantsge of the cheasp money
polley. Thev extendsl their operations by means of propaganda,
pxormatve adverlisemeniz and lavish enertalnmends on the coeasion
of opening of branches. A gosd part of thelr rapital was used In
speonlative operstions on gicek exchanges aid in snme CRzge liberal
arlvanees were madie on shares, sometimes withoul sny safely tmargin
Ro Innp as [resh dennsite could be abtained Trom the pbilie, i
tanka were able 1o indulge in such reckless operations, hut when share
prives om the Calewatta Steck Kxeharse hezan Lo slime heavily,
nothe memth of Senlember, 1948 Chey found o dilfieair 1o meet
the demands from their denceltors. There k2 & beliof that it was
pertly the abruptness of the Heserve Pani's action that precipitated
the crleis, Dut it must be admicled that the IHeserve Bank mude
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bveby wifort to seaist the hanka 1n teouble by purchasing Government
securitivs hald by them, bt meny of them—one of them & schaduled
pank—hed no eligible paper aa they confloed vhemselves largely
zilvancee againsr company zhaves. One of the hanks was grantad
moralorinml. Hul in-aplie of such measures many benks —asbout 80
of them—had to elnse thair doors.

24, The activitles uf all banks, sspeclally non-scheduled banks,
should be carefully wacehed i fulare and pecurate statiztis should
e polleveod.  There may not be any dmmadiale danger, but it @@ clear
thal az the Chairmean of the Punjab WNeoonal Bank Les statod @ Wih
ill-developed ateck exchanges, unlicansed brokeess gnd the guilibie
publie anipated with the desice oo et rich quick, there 18 o danger
af the sprepd of speculation monia.” AL preceulons muel bo tagen
Ior keeping such apecelative mwasia ander control and the Hegecve
Bank ecan do a great deal in thia mwailer,

Widespread Tax Evasion.

25, Had even a small Cmction of the large speculative profits
made twen going into the public fiae thereby ozhtening the general
wax barden, this might have been some compongation r Lhe NGy
lugses stock markel apeeslations bave inflicted on the pobdie.  Buae
thiz has not becn the cose, paeily owmg to the dificaliles in the tax
machmety and largely owing to the tax evasion skol of the classes
engaged o slork macke: operations  Perhaps in no other couniey
b osuch kil been aticaclsd oo the sineg mas kel evideniiy the Ligrne
there & noel oflen worth dhe candlo, Dot in luibs ae the gpains nave
been Large, the profession bes become popueliar with o small boat s
fivential clage, whnse rare ingenuity bas been gystematically used as
muaht for hoodwinking tax-codlectors as for deceinng their less wary
Lellow-man, ’

2G. Tex-evasion from stook market galos may be comaidered
uniler three heads . —ii) Condract Stasaps, (W) Tronsfer Stomps and
Lill) Srceme Tap,  Conlract slamp 8 e ed wadertdns duy o he pad by
wiixing stong o the contrpel “desd " o make b lopzd aog vala
the stock and share twade.  Colossab tex evasion has been laking place
under this item owing o several resons.  No GOVErnment machinery
hes Lesn devized for eollecting stamp duties and g3 matters siand
at present, the payment is lelt Lo the good will of the wadera and their
clientz, After the promulgation of he DILE. %40, much trade was
in the two leading eities diverted from the organised slock exchanges
1o oulgide marckets, where they are frec froon the operation of any
sirict Tles.  In particular, dhere was an unprecadentad Eroaih of
speculetive business o the sireel marker and thus a wery huge
volume of trade completely cscaped the starop duly. Even among
the stock exchanges, many being fmpecfeciy organtiesd, it bas nol
been easy to collect the stamp duty from them, thelr bueiness belng
almost like that of the street markel,  As for the well-organizerd
elork exchanges, alrmnst gl their &

trinde iz carried on betereen members
thomaslvas, amd they have cieverly managed to evade the stamp duty

by not enlecing into any formal contoaels but by passing memos
hetween thien. The avstem of passing of *snid ' oodes and * boughl
notes was devised to awaid the legal executlom of coniracts, so that
1the traders mayv evade the stamp Jdoly, Tt moust be sald in fairness
i the recognised siook exchanges of Bombay and Abmedabad thet
they &t sl tried to cooperate with  the Governmeni by
nc-LEent:ing eomtract samp doly in respeel of the transections that
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peased throngh their eearing hovses, But after the pramulgation of thi
Defence of Indin Hule 2407 i i doskbtiul if dhey have co-onerated Cully.
Fowven if stock exchanges co-aperate fully with Government, it might, he
ditficult for them 1o collect any large part of the stamp dutles sacing
that only four stoek exchangos (now threed in Indin maintain clearing
wremngements, and even they employ this machinery aaly for active
counters LG outl of 2545 listed serips in Bombay Stoel Exchange, 168 out
of D14 sevips on the Indian Sicck Exchange).  Dvidently, therelove, a
fabge amount of wrade has been escaping cthe stamp duty. It = a
Provinemal souree of revenue, aod it iz for Provinelal Governments 1o
ritiesrl measures for collecting it

27. Trapsfer Stomp:—LUinder thls head, lox-evesion hea boen
much Iarger, cwing o the witde prévalence of blank transfer throwgh-
sk e pouney sl Lthe aceumulslion of such iax evasions has coniri-
biutecd extensively to the mflationery pogition of war tima, 43, under
hiank wransler, securitiss cn be trensforred to e vencdes, without
fliing uo hiz name in the teanafer deed, it = possible for him Cvendor
i otuarm o seil e e seeurity o another vendes withood registra-
tion and pavimentl of transfer stomp. This process pees on till the
seourity g intn the hands of & genuine nvesior or till the stege iz
reached when the company deciared the dividend., Thoz, tho prae-
tice of blank transfor not only aggravates specilatian as shown above,
but b alse degrives the Government of large zlices of revenue doe,
urder the Teensfer of Peoperty act, Under that law, for evary
transfer of stoeks and sheares from peraon to peraocn, Che Government
iz cntithed 4o gt an e celsrem stemp duty, for the recognition in e
change in the owrmership Dy the teansle: and regisisation in e oo
pany's hocks,  OF the total drade i the stock exchange it has slesady
bissn staded that not Jess than 80w 90 per ceni. of the business is
spesulative and s matlers stand todgy, travsfer and registration of
aecurites & not necezsary and deey ot take place L the share reaches
& goneiing investor o WL the company eoneerned declaved the divi-
dend. This practice is o vogue even in lhe ease of short-lemn
imvestnrs, such w8, hanka, inanrance companies and other Investooeol
lpstitutloms, who hold secorities smong theis lnvestmeniz,  Cages ave
nut. unmemnaon whergin scripg have bean changing bands for a
rmmbier af  years  seithout ;_[a'_t]n%. ciEiered by the holders. 'This
latter pogition iz made poezible by the practice of some companies
peying dividends w2 the ho'ders of sevips wndder Blenk trangfer through
hrokeora and banks,  Thet means that shares might be changing kands
many tirmes withouo paring even a =ingle stamp duty.
.. 28, Imeomre-tax,—Such  Lax-svasion 12 por confined to ke
Frovingial ficld of revenose, It =2 egually pronaunced in Che important
Centeel beod of inoane-lox,  The evadion of inpome-tex avi=es mginly
from lark of anditing of the member-lirms by the authoritics of the
sloek exchonges, AT the comiracts on the ;_-.};.Ehang&h are doglers’
contracts,  Of thess, ag shown above, nof less than #99 are members'
awn johhing which hzs eiber o margn of prelit or of Jogs, The
chisf malpractice reported In his connection, 18 that by kool adjust-
ments and by fletivious entries of leansactions st mutdal agrerment
oo Lhe varlies, the lees side g alwavs kepl in cEcess oo eScps
ineome-tax.  Another method in veene 18 the practice to make entries
of tranzactions in different names both in oniracts and o benles
wiidle the party is the same, Buch malpeactioss have oome (o light
in Caleutia, in connectiom with certain dispuies pmong brokers in
that city, I is also reparted that somme bookess keep double seis of
aecounls, one sel for the purpose of meome-tax and the other set for
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thelr owi use. Fvasion has become a fine art in Indla, and highly
shilled technical help nas been veed for it It s o thousand pitiee
that ingernnty which in Western eountries has bean largely copoyed
i make technical advaees for the welbaee of man hne i India beon
Letely vaad for dodsging the o collector and somelimes for deceiving
une's feliowmmen.

A2 After the praomulgation of the DIE. 92-C, most of the
speculative buameda was dovectesd fram argandsed exchanoes o grrec
markets and to privae firmes, as shown above, ool evision of iocome-
wx became moch essier o mom cominon. Aalrhough the turnever
ol Iiaivees nf The Eatnd ooecket in Coocwlie b= Gelisved 2o be as much
asg ten times thal of the stock exchange, and zthoegh i 2 known
that miny members of the seck ckehange hode been operaling on
ihe [Katni Lon, only one person o Calearra, aceoeding 1o the Ineome-
ax Cornizsioner had declarcd sn nesime frarm this line of busmess
tor sesessmeenl Such owa: the extont of evpsion in the malber of
Inoame-tax, ai o time when shave dealings had assumed lavge pragpos
vicns and hoge inoomes had been made on theam, I faet, 2@ Ehe vase
for tax-evasion thal temple o ige pombor of porsons b engage
stock-speeulatlion.

The Outeome,

AL Thus, the operalzon of the Indian sceurily markets has had
unfavourabie vezuliz on publie esonomy s well as on peivawe, The
darvge volnme of uncantmollel specolation coupled with frequent inter-
gevence with the froe play of supply and demand &y mendpuintive
foreee have Jed b owide Hecioations of prices saod have hod serious
repercusziona on the eradit sirceture, The aieck market has failed to
provide zalely for angd mgoily in dealings and hos not proved an
ellective pgency for the divection of the natlon's 2avings mnio the most
produetive channels, Bach oo dlzorganized condltion of the stk
market has al=o brooghl chool wilespread 1% evasions under various
hesda.

531, Aa hes been shown above, this staie of things is Doegely doe
wothe recent development of the wnerganised stock omockel nansely,
the sieest markets and independent frens. Owing o lack of reguls-
tivm nf Lhale operattons, o gres! gart of the securities trade has gone
intg e cutgide markers,  The intreston of these unmeegnlated marksis
bias done grest herm e the patlonel economy. Bul oewen soooog
stock exchonges a large number have been operating withoul any
definile rules o practices, A few stock exchanges are indeed working
under cdetailed muleg and regolatio but even they have not besn
able tn eofaree thoss rules cffecltively.  The rubes of an [nadioiicn
may be perfeet, but of what avail is il, su long as those rules ave oot
carrigd oud im practice ? How 1= i thas the Imilisn seeority macket is
il romaining o such a ehaobic eomdition ¥ In omy opinion, (hice
lundamental factorz  are respoosible for i, oomey o (3 kack af
cxporienee and training amang the: greal majority of members of che
gwock exchonges, 111 a gemeral caoee for speculation and gamboling
in the coontey oand (60 eonbiooed  indilTference of the Uentral
Coverpment (o safeguand publie ioterest i this Important macter.

A2 Therg is me doubt that emong the membess and codlios-
besners of our leading stnek exchanges there gre soveral men of graol
finaneinl shrewdnezs snd mtegrity of charecoer. Bus e business
stanudards ol the groul mujoriy are extremely low.  Mre, AL D, Shoodl,
Giter Lwelve wears’ exporience s oa stock broker staled: "1 oam
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eonstrained to admic from expariener the truk of what Dr. Johnsos
omee zabl thal stock exchange s Lo laar rafuge of a degparale man. | .,
Maty of them (brokers) are guite misfits and should be congidercd
entirely uncquipped fue the busingss of a stoek hroker " Most of the
mernpers of the atock eschangee do not ger” proper training befon
taking up thia prufession.  Any man of mesans could purchase a can.
ar & 3[1&]_‘9 ol the stock exchange withoul any previons cxperience 1o
bis eredit. Memberslip s also porty hereditary,  No edusational
vlandards sre inalsted g, Membsrship of o suock exchange carmies
wilh it heavy responeibilities, bul it is oo much e et such peopoas
Ly FElGE these functions properly.  With the majority of the members
in this eondition, it would be an extreme’y difficull tesk for the manag-
ingr board to maintain standords angd enfores rules and TeRulations.

wi The more fundarmental cause iz thal the crase for speculation
and gambling bas Teen foo powerlul In this couniry,  For ages, cer-
Lain classes in the country have atilised theis intelligenee and ponteness
lor devizing the cleversst metheds of gambling, and, thanks fargely
to the lntrodection of oo alien legal system favourlog the sorvival
of the fivest, they have oulwillsd the law eonrta end have bess abile
to amess large fortunes withoul putting forth much labowr of o really
productive kind, When people cowd cosily make such fortunes by
speculalion and pumkling, whal inecotive is there for then o engars
im the more hum-drom, and often risky, work of prodoction ¥ Those
who hivve Lusted Uhe fouits of gambling will naver give W up, especially
when public opinion lemtes it,  In this way eolne of Lhe brainicsl
pecgule i the couniey bhave been olevoling Chisir cnorgies to take the
bircad out of the mouths of dtheir fellowmen,  Io i3 these olassas sl by
tnat wtilise the securily market, whether as brokers on the stock
vxchanges or as independent dealers plying eurb markes or doing
gvor-thi-counter tricis Tallerly, ootsiders have slse been drawn
inta it by the lure of easy peafil and many of them have sedulowaly
followed e example of the prolessionala. Hoome have inclersi sl
hesvily, but @il the zame the mleage of essy prafil sl haunling
theera, Lz thiz way, pot gnly in Bombey and Celeoiia bt also in
mofueail towns, large aumber of pragle have becn eaught up in this
whirlaring of sporulation.

34, I is wree lhal some of these classes bove laely teken to
industry, Duc one has reszon to doubt i what atoracted them i the
legitimate profn socreing Froos the allicient peoaduction of aome com-
modity (a8 the case s with dndusteialists i Wi mooce sdvanced
countees),  Or, 15 it wm often the chance of making dogidfol gains
T liancial jugglery of the kiond descrilesd earlier in this Chapoor !
Fandit Jawahaval XNebrmy throw oue g significant idea in hizs specch
gl the Asseeiated Chambera of Commeres an Coaloviie in Jenuwary LT
* post of oor imdesiedabiEts” he eatd, v oare hardly dndustrialists | they
ape finaneiers.  They were buymg up industrics here and there, bl
tere was hiodly any industey about that.”  In fact, this &5 the very
keynoe of the econotoie history of Indip in recent times, and this
largely secounts for the industrial Packwardnese of this country
Thiz alse partly explpins the decline of production afier the war
While the war was on and profics weare large, they went on praduning
erirnhios ¢ b with oo sueh Liege profits assived Chey ave looking for
cther wars of cmsy money making frocoters of companies, &=
shiven abows, are monsk interesied in the profits they conld carve ot
Ly * etagging ' ghares, but when I comes to bum-deom producticn, theie
inleresis seem to flag. Buch things have been tolareted In thile country,
owlng to the Ieck of o steong publle conecience.  There & only one
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WAy Lo attract thiga :‘.‘-E..lpie L their Ieogitimate occugation, aad that 1s
to make such financial Jubn_.i ery difficult and shamefol—diffcult by
satting wp & competent auchority to aupervise such zetivities, and
shatnctul by rousing public conscience againsl it.  Fortunately, the
riwdeeal change in the politieal statuz of Iodis has made such an
asmseriion of pukdic right epsier taan in days when under the un-

contrcliel sway ol ovessr feire the rich weve eoabled o gel leler
angd e poor lett to reTROiN peor.
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AGGREGATE DIVIDEXDS OF TEN SECURITIES.
(Same as Table 2)
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CHAPTER VLI
SHOULD THE STOCK MARKET BE REGULATED ¢

1. I has been shown in Chapter V lhat the working of the stook
market In India has resulisd in frequent cuthreake of uneonirabled
speclation coupled with interference with the Mmee olay of supply
and demamd by manipulative activity,  Thess have nob only mede it
difbcuit for the sock market to function satisfactorily, but have had
alen seriows reperogssions on pational economy as a whole. L0 pow
remalns for ue to suggest remeadial mensaes, ;

Abolilion of Stocl Exchanges ?

2, According o one school of oplabsn, the romedy Tor this i o
abolieh all slock exchanges, or i the allermative, to abollsh ol speeula-
tion armd eunfine the stock market to investooont teanswetions only,
Mg shown in Chepter IV, In the staee of cepitaliam ol which we have
arrived, capital has o be aceumualaced mescly by ocorpoerate encerprise,
and i such entlerprizes are to function efficlently, their securities must
be frealy transferesble. By closing the stoek markst, we will nok
abolish all speculative dealings in stock, because ao long as human
nature retaing what it i3, the heleoalion 2 zpeculate and ganble
will alsr remain, There 12 onfy ene way for stopping stock spoeuala-
tion altagether ; and that = to abollish the sestem of orivate peopecls
and adept full-fledged seciallem or Sovictiamn, Ho long as this 35 ool
done, the rght poliey will ke Lo boing spronlation wnder contesl, as
has been done more or less successfully inoseveral counirios.

3. To abalish all speeulation on lbe sleele marlet and o eonfine
dealings to pure invesiment iz not practicable. Only by having & large
number of dealings in sheres can @ “ free market™ bhe created, anrd
1hen only can corporate enterpeises Aoorish,  Thiz will mot be e case
if pure inwvestment slone 12 oallewed. TU 23 trus thal specolation s
liable tn degenerate lnte gambling which causes ssrious evils, But
on this peound to gtve up speonlslion iz not wiss,  As Mr, (dn
Khan points out: “The speeoletor has a useful and probeb’y a
negezzary fupciben ; the gambler i2 & parasile and 8 mnisaneo,  He d:
tolerated only beeauso it seema imopossible Lo aholish him without st
the same time doing damage o elvments the preservation of which
ig of greater public Jmporlinee than its obliteration.™

4, Further, it & wery diffioult to draw a line of demareation
betareen epeculation aml l||l;.:|1'n'|;|li:|'_|g'; it iz difficull o say whers SFE‘-.'!U:E.-
tion ends and gambling begina, I propecly regulated, epeculation
can render & necessary servier, 15 has besn shown in Chapter IV, IF
apecilation e earried on under e vules and proctices of o well-
organtzed siork market, i can perform these services efficicntly, and
eoulld grestly help the process of copital formation which 13 moat
Impeatant, especially for an under-developed couniry ke Traliz, Mor
I it wise tn do geay with sl apeculatlon on e geoumd that i iz Fahle
to drgenvrate into gembling o this l= almosd like destroying a valn
able forest. becawse it harbours polsonons soakes, As Van Anbacorp

: “The [res speculative markel & oin dsclf an element of valoe,
and if it 8 destroved the lovestor would be chicfy injured, while
future capitalization for (he develomnest of the coonlry woald T
paralysed”  If speculatlon has such uses, thuse who appely i have
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to he dizgelpline for fte peoper vse and seolety has a dutr ta sse fhal
rravision B miade for speculalor not being mimased,

Rasilalion—An Iavasion of Private Hight ?

A The abelition of the stork market or even the foral elimina-
tion of speealation being oot of the quesion in the existing soelal
oeder, mme kind of repulacion of that market most be eonsidesesd
eszenilial to eea that the stosk marked fulfils its praper funetions.
Varinus chjectionme have haen urged agalns Goversment interferemsees,
The very right of Government. in this matter iz qrestioned on grounds
of orthodox theory.,  Stock Bxchanges, they sav, being ' a cormmercial
tady, Governmend  doterference in ils workineg i an invesion of
private right= " Bome have stated that such interference 2 not only
undesirahle. but even danserous.  There is a zerions misanpeehension
behind thiz argument.  Those whe urge it forget (ov perhaps do not
reallzal 1hat stock market deslings unlike most otber irades are
vitally connecled with the banking svetem and the credll skructune ag
a whole, Its intimate eommection with the price steuctuce and Che
lemg-terrn capital marthket has sleo to be taken inte acpmant.

fi.  TE has beon explained in Chapter V how the stark market afects
the safely of banking snd how in the U, 5 AL the oollapse of bond
mrlces in 131 Ted ta the closine dowmn of half the total number of
banks and how even in thig country over o hundreed hanke in Calentta
alone were in tmuhle by the dédbacle in stock prices in the latter half
of 1946, Tt is not anly the dacline in sscureily values Ueal ame afecting
the banking svatemn snd the credit strocture. When stock  prlees
boomme credit also is rmde fo exnaned by the vast demand from trecders
snd thiz 18 one of 1the aerious infalionaey factors which have to be
taken into aceount.  In the T & A, such eoncditions proeed fatal in
1928-20 and although eondifions have nob got =0 bad in India, they
hawve ofter been bad enoogh amd iE is wise that precavtions should be
taken in thme agalhet theic beosoming worse, in the poblic nterest,

7 It mav a%an he rertnembered 1hat the endowed fastitutions of a
erantrr—achonls and colleces Basnitals, olaees of worsh'o, charitah’e
institutions., ete—have a special etoke in the pelees of securities,
hecavae o mood part of their endowrnent: ase invested In securitbes.
Therelore, anv collapge in shaee preices leads (o dislocstion of sueh
impTdaui natlonal natitutlons on which the lves of millons of peopls

R The Intimate conmecilon hetween stocl markets and penerzi
tmadnese ennditfon muet alan be taken oo account in this comnectdon.
Stock moarkets are wow vightly eonstderand as a barometer of husiness.
Some ever olaibm (hal thls marker hae a causal elfect on the economie
weather, “The extent of such influencez iz still & matter of doubi. hat
it cannol e dasled that rhe etock market i3 a vital factor in bwsiness
activity anl “a powarfol hdlvence both sz a depressant end as 8 ati-
mlant of husiness aetivity in paneral”

1. It = ezzential, in the best public inierest. not to leave entirely
In nrlvate hands an economte inaticecion which is intimately connecled
writh aur hankine svstem and s2n elesely intermeshed with the gears
that drive the wheels of aur indostey and commerce,  The follnwring
rofclugion waz arrired st by rhe Research Balf of the Twentleth
Centusy 1Mand n TS after an elnhorate stdy of Ehe Amerkean pecuTity
markat = To sllow the mechinery  which regufales  this  witnl
function to he operated as the privaele propeety of self-inberested
pergonz suhject to liklle effective check other than public opinkon,



i 104 )

creates o preposterous siiuation which should not ke allowead to
eontinie” Tt a2 far the people o sy what function they want the
stock marker to perform and in what manner it shoald be performed.

10, If it da granted thal the stock mearket should be properly
contralled in the pablic intersst, the question then ardzes as 1o who
ehould ecmtrol it. Chief among those who are concerned with its
working am lsspera and bBuyers of securities (investors and specula-
torzl, banks and lenders whe finance those dealingsz, and  Bnally
brokers gnd dealers who work a2 agents of thosse whn Doy amd sell
In viewr of such mwulliplicity of Interesie it i not fair that the conteol
of thia stock market shomld be Jeft entively in the hands of one Bection
among them: In actosl practice the control of stock exchances has
eame Iato the hands chiefly of speculibors who earn a Mving by lurning
to quick profits the fuctuations in prices which they themselves bring
aboul.  This elaas, according in many, &re “ the vers lasl of the whole
eries or groups to be et up as g governing Blne™ Tz it in the national
Interest to leave the eontral of atock exehenges enticely in such hands ?
Whoever may be wnrkinm the etock market. it iz for the people af 2
Ccouniry to say what functions they wand that market to perform, and
in what manner those ghould be performed.  Viewed in thiz light the
claims of Htate legislation and Government sypervision stand on un-
apgailabie grounda,

I1. The importance of the stork market in the national econormy
of & contry and the propricky of 1t baine reenlated by the Wational
Gavernment. has nowhers boen mare foveibly brought et thas in the
T8 A In respect of stock exchanees, the Conoressisnal Committes
m the T. 5. A. has stated that * their resnliz are 52 beoad as the hsei-
neaz Interests in the eountry, amd affcot dn their rnst intimate and
Impoctant business relations of al’ peonle thereof.” A kesn eritic of
the exchanmes referred to the Mew Yok Stack Exchanee as ™ an
integral amdd inseparable part of the national financial avatem, s
impariant ge any part of the whole avetem as important @z e bankes
therselres * and atated that itz guoetatlons are teken by banks ali
over the coundery as a basis for loans on seeuaritica, Courts of justice
in every zectlon ficure theiv damages on the ouetetions of the Mew
Tork Stock Exchatnge These ouotatlons comstitnte  evdidence of

valwe,”  Thiz aame argumont applies equally strongly to stock market
in India. *

Ineffectivennse of Government Contral,

12, Amother line of eriticiam & Chat the stock market caneaot be
effeclively controlled By Oovernment. [t is true that in the past
unzuccessful sttempts have been made in many eoontries to stop
variouz forms of speeulation like short-song, and if such experinents
did mot suecesd it waz becavse some of them were fll-ponegived andd
tadly administersd, There 12 nn dnuhe that Government in those
daya hed little equipment Ior such waork, Tt l= true that the onsuat
Lovernment depactments are even foday ill-equippsd for o proper
regulatlon, parlly by lack of sxperl koawledge and parily bocause of
the hahitual deleve of Government deperiments.  That Govermment
cauld pouip itsell for merforming such work effliciently haz hesn
detnnnstrated by the U 8. A, where o peemanent Commission assleted
by an expert staf i3 now functboning,  The work of this Commission
during the Lest fwelve years gives the le direet to sll facile tauntz
regarding (rovernment's incapacity to supervise sach a coroplicsiles
thing as lhe sk exchango,
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12, Hut there are still peaple in India who will not take nole of
thls. They still quote ad nowsensn from the writings of J. E. Meeker,
who was economist of the New York Stock Exehange In the daye
when that Exchange lought hard against slock market eontrol Ty the
Pederal Governmenl which was then being pressed by oo geowing
public opinion in America, They alss quote from the antiguated
memoronda of ceclain members of Uhe British Aoyal Commission of
18687, Sinee then, much has happened in bath the T, 8. AL and the
U. K, The New York Stock Exchange haa got eompletery recongiled
to Faderal tegulation and is working wery smicably with the Govern-
tnent Commtaalon soneerned, although o thorough reorganisation of
that exchznge had o be carried out, at the instance of the Cammissdon,
In the U, K. too, the inlervention of the Hoard of Trade inethe stock
market has had Lo T geeatly dncrcased in recent years, and if n the
matter of the London Stock Teecbange, the intervention hag ned gane
o the extent of the U1 5. A, it is because that Exchange las by Jong
snd bitier exporienre learnt to discipline beell and acl in conlormity
with the highest public nferests Thoze whe gquede Britiel practice
in eupport of their views st not forget the material dillerence of
environment—encizd and economic—between the T, K, and this, or
any other country for thal matter.

-

Btock Market Control will bit Industry 7

14, EBlock marker conirel haz alsn besn dizapproved by certain
crpanleatlons on the ground thet it woull prove infurious to the
developrnent of hdustry., For instaner, the Iudian Chamber of Com-
merce, Caleutta, in their memoranduom, states lhat any sttempt at
vegulating the stock market i3 inoppoctune “ comsidering the wn-
developed state of India's coconomy' Y Trdia™ it s poioced out,
s &l I a state of lofaney in regard fo her developiment. of indus-
tries, amd ronsiderable capdtal d yet voquited bo expond its Lodustriat
respurces.  Any messurve that i8 prejudicial de the fees acguisition
and growth of industrial capitad showld not be adoptod in the pressol
atate of Indig,™ Thus, itz conbended hal the ioveiiment habie orill
be hampered by Qovernment segulation of e stock market, On the
other hand, i must bhe clear foom Lthe facls vecounted in the oourse
of thia chapter that the stook macked as it now funetions hes not been
sorwing the best inlerests of long-term investment.  Sorious [oases
have been repeatedly incureed by peraone investing in the shares
of mnf:mm:_ martly by the irresponsible conduct of many members
of etock exchanges and parlly By feaudulent practices carried oul
chilefly by outside broker=. The growdag anti-zocisl activitica of
manlpulators and their violent inlerference with the forcee of supply
and demand heve eonclusively demonsirated that thinga conld not be
sel Fght by regulation urderl: kien by the eteck market glone, Tharefore,
megulation by I'Lilg':l- orered aulhorily has beoome essential in Che
public interest, and only thus could long-lerm invesimant be poled
and encouraged.  Condiliong have come to such a pess that interven-
tion By Government has hemome essential o the publie inlerest,

] 13, As for the repected contemiion thal stock marken conbrol
i5 premalure congidering the undeveloped atate of India's ecsnony,
ome may inwvite the [adisn Chamher of Cooocesce 1o atudy the
experienee of Japan (o this matter, Tn 1803 Japan wag indosteinlly
not i a much more devaloped state thien Tedla then, and the firss sluck
exchange in Japan had started only in 1878 Yet, firmly beot on
ensuring & healthy growth of ovestinent, the Government of Japan
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metitufed a very sirict svetew of regulation s2 early as 1593 and
elronglaencd this vegulation further 'n (914, (Ses Chapler IXL It
miay bero be pointed oul dhat the contml inatitoled in Japan 2 much
made rigorous than any form ol cegulation that s being recommended
im ks report. Yot Japon bhad a phencmenel econormie development
gl then snd becsmwe one of the prestest ndustrizl nations of the
workl,  Hather than stoek market contral baocper investment  in
Japan, it clearly geve a poaitive enecdeseement Lo nvestment D
indugtrles snd teade and thus Buit up the economic prosperity of that
* CEuntTy,

Stack Markel Fovours Contreol,

18, Tt iz noteworthy thar the authoritiss of our elock cachanges
have [ately ahown keernness aboot some regulation being inteodweed
into the stock market,  Whal ey want, it is trae, is Chal Oovernment
shinild place sane check on their eompelitnre —orher stock exciinges
and the over-the counter marker Trom whom they heve lately gol
much trowible. Cfien thels complain: smack of the nelination o pul’
out the little mote feomn the other fellow's eve while & big beam i in
theirs,  We buve o vigw thig question from the aational paint of view
ate? ol with a vwiew Lo enahbling cerfain aectlons of the markel o
obitaiv & manopoly =20 that they may indolxe In specw’ation all e
more effectively, and mors profitably to themeslves. We are familiar
with such speial plending i other fielda, and show'd e goarded in
cur action. Tt eould be eastly demonstrated thal some of the steps
they plead for will widmately prove fo thefe sws delrimont.

17, Mitter complaiste have been made [rom oerlain centres
regarding the unfair eompetition from asighbouring stock exchonges
Thus ung of the older exchanges complaias thet the younger vivals in
the town, not beloe ander the seme ateict cules sz ftmeld have besn
unfairly competing wilh it by vumleseotiine in mepaed o brokorgoe
conmizaian and even by allowing in thelr premisse guestiomahle
busingss ke pambling in differences. Tt 2 alse allored chil the rival
sinck exchanges allowsd forerard dealines while the wrar-tinue han wras
on, thua taking swray the basines: Som the exchonge which sirictly
counformed fo the orditanee, These are zcrious allegations which 1o
Covernment oun ignore

16 Bwen micre severe gteleiores heve come from stock exchangs
authorites regarding the unfair eompetition methods and mischisvouws
ramipulative practices piesaed Ty many mlside dealees. The Atlay
Committes ondemnad them az ' a nulzanees and & danger te the pabiie
and wented (hat thay should be suppeessed. The Gombay Stoek
Fxchange authorities, epeaking of the nefarious operetionz of svnei
eates icplore that the “ the secretlye burglar ghould be havled up”
" Transaiions such e these™ they wrote in 1537, " msst he bannad by
lagds liure ag 18 done in the Dailed Siates”  Covermnment Chew aver,
must alss comteo! the mischievous activities of campany directors amd
aents whn are able o eoerr on soecnkation moce efectively oot Lo
the soricus Injury of the investing public

19, The stock cachanges are nalurally eager that the outgids
markels that comnele with them must be suppeesed,. Mo doubt the
unfaly competidion st he dene awoy withs Bol for this it i3 nod
neceseacy lo supprese them. I fhey e propaced o work ender
provet premulation, they can e siven s fle'd for thefr operation without
their butting intn the feld of steck exchanges. Owtside brokers, or
\he over-the-coumter firms, e still caveving on 2 vest business in
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the T, &, A, without cawsing any injury to the siock exchanpes, 5o
they do in Londemn, plthough to & lesser degres.  Tat this wae anly
poeshle aftor the Securdilez Exchange Coomilesion in the 113, A, and
the Board of Trade in the U, K, cleanzsd Che Augran stables wilh a
firm hand,  Omiy by eimilae action here eould & proper aver-the-caunter
markel be ereated it of the presenl predelory stack Sohhers

Stock Exelianges alsa must be beought ander Begulation.

2. While the stock exchange sothoedtdes gee keen abogl Govern-
rent keeping a serlet eontrsl over street markels and oulside beokens,
they desive chat ther shauld ke feft Teee ta earry nul thelr avoralons
a5 it aule them. (e eon wnderstosed ek a0 desime, but cannot
spprecinte it wory much, On o the sdmbasion of the stock exchanses
themselves, there are sarious blemizhes nol only in thede ronstiution
bt in their method of working,  The stock macked, as aow oonstibuated,
cannak. reguilate itself properiy even for scouring e own navrowr ends |
evin the argenised stock exchanges bave shown fheir Incapacity o
waork tagelher for securing their own enda.  Howr then ean they ssoure
lo the investnrs and the publie those impertant interests wrhich it =
their righ{ to seoure from the stock marke: ?

Firslly, the exizting erock emchanges cannot prevent eompolitons
apringring, up in he same wwn, even in the same street. The remlts
of grch Ireedom have hesa amnly demonstrated in the last fow poars
Only Government regulatfon can st Fight 120 evil, which is now much
felt by the stock exchangas,

Jecondlr, even belwesn siock exchangzes in the varfoos eities of
the country, uniformity of rules in vecaed 1o the canduct of busines: s
eeeential if the stock market i to function in the Dest interests whelher
of the cxchange meambers a= of the pehile, Stk sochanges in Tndia
aa is well-known, are working af very differenl levels of arganisalion.
some with folly written and adequale rales, others with only partly
wrilten and very inadenquate miles ver athere with ne aritten roalea.
Eome are hardly distinguizhable framostrest mavketa, A few of the
cxchanges have Todrly elvler listing pegialons. olhers hivve prictically
non, It is in the best intersats not cnly of the exchanges, bul of 1ha
public fo have uniform miles of business theonghoul the eotnioe, and
only Gevarpment can effectively see 1o this

Thirdly, 1t 13 oot encugh to have proper fi'es: for dealings balween
members . it 15 alao esseniial that those vales should ensure equity
betwesn memlercs and Lheie olionls, bebweer exchanges and e poatlies
panarilly.  TU ke hieen eenlained in Chapler ¥T (o 200 o nost
slock exchangs: in Indin have mede no provision for adegquads protec-
livn tn the pablic in their deplings with theic menbers, amd how
seriomg pyvils have resulled feom this,  Ewver an the tao stoek exchanges
which heve mede some necyvisian foe this 0 their roies, things have
nob been well enoagh. Been in the 15 AL, whare exchanges have
heem teaee coreful in this moller, Government had o ndervens, and
elaborate mles bhave bean deawn up under the Seeurioles TRehange
Aot 10%E for reculating the thirty-zeven roationships in stock ex-
charge dealings—batwesn buyees, sellers, lenders, ete,

Fourthly, nor i3 it enough o have the minsd porteen gnd upeto-date
eules earteg] [eern Landan s ®eer Yok o thew mest ples be eeforersd
rffertively.  Loxity o enforcemens of males has heen o serioes i
nf the evils of our stock exchanges, even the bizgest among Chee.
This iz too well koown and admitted. It 32 neccssgry booseo thal
proper Tulze are ool ondy mads bt enfarecd in an institation which
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i witally comnacted with e hanking and credll svetem of the country,
“eo intlmately intermeshed with the gesrs that drive the whole
thduetey and commorce o the councy”  Only Doverament eould
digcharge Lhis heavy respomsibality to the pablice. To lesve it as the
private property of scifinterested persons would be a zerious develie
tion of Government's duty. .

Fifthly, any such regulion of Uee stock martket will not be
eflperive (ps shown o peres B3-64 of Chaster Ve withoo rnitrolling
Lhe dealings in thedr own stock by divectors and other oficers of com-
pamies amd alsn the activities of company promolers and wnderwriters
in viher words, the sphers of contral of any authority remalating the
elock markal must exiond w company lewr and capdial dssues, Lo, the
whole investment market.

Guvernment’s Bespousibifity repnrding Price Flucluatinos.

21, The sbove are esential responsthilities of Government, and
are ao reeognizerl cepecially in coundries whers, as in Indiz, many
gtock exchangos gnd outsicde markets ply 2o lwrge country. Dol in
thie preseTt conditions of Tndia, Qovessiment has 2o Furtler and
soe that the tendency to wild Quetuations in stock pelces which has
been long prancuneed in Indle st be effcecively  counteracted by
puitsb'e aetion. Tt has been shown in Chapter V1 abave  how
gpecalators and symdicates of Lhem have been taking advantage of
boorrs and slompa 1o meke unfair geing by delibevalely cigging up or
deprzsing prices, aften workivg upon human seatioents,  The
twelve months betwesn April, 1996 and May, 1547 have witieszol a
ereat deal of such maniseiations. and fheir memary must be sl frosh
in fhe publle mind. The Bid for monepoly eonteol by preserful
firancinl intercsts had ils pert in exagmeraling the hoom of the
mad PG ;. likewl=s the poswerful hear actividy capecially in Boambar
had & great desl tn doowith the Tandslide in pricez 12 May, 1947, Mo
donbl peoleoeed peliticsl wneertainly, wgly communal sgquabbles amd
a bitter pessimisrm ghont the (uturee had much to do with it bl Chese
leetors were used o cavdlal advaniage, noosheer seli-intevest, by the
unofficial marker in Celeutia aml Tee the nowerinl apeculatlve gangs
af 1he Bombhey market.  IC was for the atock echange authorities to
eonfileract swch antbsocial aellvity, but thewy found themeelves -
effective m golng against the self-interest of Che great majority of thete
members, inchading themeelves, The Celeulia Sleek Exchange fxed
minlm priees for goma of the aetlve aounlers, Tt those prices did
el beeome eifeelive owdng o leck of eoooperation from other stock
verchanees, even from @5 own memhers who 8730 operate o the Katnl
rmarket just otzide the stock exchange, T the meantime, &z bBear-
selling activiey went on unremliting v, prives of serize were pushed
drvam to vneonscionahly fow fevels, and Tarpe maing were reaped by
thise wicked apecnlatnre 8l the ot of the investing public,. One
wonders iF these individuals are any hetter than the vuliuves Daal
gorgs human gareas2 when, Lo Umes of cholora ar plagie, sleesis are
Elreean with dead bodies,

22 T any Governmenl regarda sach anti-eocial behaviour wdth
aquanimity, then one wonders whother Government hsa & peal
raison flegre. 16 1= the clear duly of ane Governmert worth the aame
to protecs the nvesting public from guch apeculators in ahares by overy
rossible means.  This & nod merely out of pity for the invezting pubills
bt in the wider lnterests of the countryr. I8 i alse necossary bhecause
the crux of all econouic planning 2 eapital develnpment and this
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& only possible by encouraglng savings. Whea the investor iz
allovwed by e e shobbily treated by insdiutions which work undes
the protection of the law, & it any wonder if he rushes to the hallon
market (mole that o May, 1247 gold priees rose to greal heighls), or
pushes up the price of land by compouing with cuiivaters who aog
Lrus constrame 0 bocome landless aboures ¥

23 Cound the Governipent do anyuning ellective in thiz line,
ok 17 a0, how ! LT s net clpmmesl that Goverumenl could staodize the
prives ol socurilles, Vhis s seither pogelple, nos 3 a0 deseable even
U pomsthle.  Bul Government could help to maintaln prices within a
coraimn Fange by prescribang and entorcing suuskue celling and loor,
when oeRaion s for the satme When prices rise seyond a reson-
alle level manpuislond must be wgileady walched, and fuciner
Prece-rise must o dseouraged.  wn the auber hand, woen griees ae
pushed down by persiswent pear-seiling the imvestor must be peariened
i buy boldly and the bear-zeller must o2 caught deipping. Tac
extislence of proper vestmenl trusts guided by enmpetent men and
vulect to state rogukation would ke & great help in carrylong out such
plauz,  Bwven o wherr absence, mouch con e doene to glve heart to
imveators by allaying their uneeasoned tears in tioes of pame. e
wtinnsg can alsg be made for conrolliog the sphers of short sales, as
hea been done in the U5 A, 2ot for corrving oul suelt 8 pun, oo
existing (overnment depariment s competent; a4 high-powered
authary fuliy equipped wilh ithe nocessacy koowledge, as in the
Lo AL will nave o oe ereabsd Loy this, poo the effort i weell wisth
Lhi cost,

x4, Trnere are indeed persons still who doubt the wizdom of
interfering with the forcez of supply and demand.  Leave il In the
marker, 10ey say, o delermme s prices.  For normal fimes, ioedoed,
this 5 the only Wige couvge, Bul ave Dot the forees of supply and
demand subjesued 1o powertul manipulanons o ermeal omes @ flave
nol the speculatora worleed up to heir advangge, mischisvous hopes
ab one junecore snd vnjusiibed fears at anosher @ AMer all, hawe
investons In India got any amborhiaove source of market inforostion
i order Chal they may Booer toe Loge posibon of eoneerns ¥ 1L Eomme
pubdie authority will ai least provide such imdermation w gutds the
wvesting pubiie, it would be 8 bhesing,  Buai it can go further and
zaleguard 1he torces of supply and detand from che step-moderly
care miven Lo them by sewnsn speculators, What bas een done m
e UL S, A by the Becuvities and Exchange Comomission givea ample
justilication tor s hope

26, Let it be clearly wunderstood that this i3 not usurping the
price<idelermination function of the =teck market, o ssfeguandiog
the markel from exlronecus infuences 23 that o may Dofl e fungion
propergy.  Even the President of the Bombay Sock Exchenge, who
5 a stowd champion of stock markel autonomy—even of the aanctiiy
of ite prico-delesminmg funcilon—wlmits that there e oconsbons
when Interferencs 3 neaded. © Of course,” he says, © minumum prices
have thelr use, tor o an eineErgency thy sl as a ll:ll.ll'lqu_Il.l:l.'- whph
prevenits the life-biood of the marcket from ebbing away.,  When un
loresecm  circumstances threaten the price structore wilh collapae,
lear and panie are rife and preseoce of ono el eool ecollectagd Lk img
are thrown to the winds, as investors, speculators and operators all
cumbine 1o Gol it one dineelion oy wishing w sell out olher koldings
‘gt the best geailsble) AL sueh p: poment fxslion of mUnmwen
prives, like swspension of trading, raises a dem which stope 8 rune
Wway market and iniparts to il & senee of stability and equilibriom by
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providing a breathing space for mobifization of cirurage aml sanity
ol outlook."  THd oot sn oceamion for chis arise durlng the rew months,
before June, 1547, when * by fear and pante * and by contined political
uneertainey, 'the lfe-licod of the market was ebhing away ¥ Was
it oot then necesssry ool ondy o Ay menkmom prices g lesst for the
mogt active serips, even to threalen o ospspension of the forsad
marked ¥ The Preasdent of the Dombsy  Stock  Ixchange indeed
reminded Govermmoen! of the gravity of the impending siluation, by
a ptrongly worded welgram o Whe ViesPrestdent of the Interim
Governioent, bt the politizel altustion made it difewdt to take any
vifeotve meisnree, Hothe worsl fears of the Stock Blchange Pregident
did nob matertalise, it was due not e anything done by his exchange
or b other ecrchenges ot because the uncertaindles were ealmed
by the welcome politleal sectlement arrived at by the party leadaers
i the councey under the ead of the YViearoy,

26, To those who doubi why atock market pelecs should be ao
Juealeasty guardael while mosl eommecity prices are not, a referenee
iy be made 1o paras 6 o 10 of this chager, where it has been ghown
that Buctuations in swck market prices afect secionsly the banking
and eredit wratom of the conpiry, and thet they concesn large Duro-
bars of people through the varleas endewed  institutlons—schools,
hespitals, eharitaile etliovions—which invest their resoiroes lerpely
i geedcities. Mot ooly ihe mterest of the investding public ot of
the national #connmy 22 a whaole demand thad the sleck merket shouald
be goarded from pefacons mlvences and be helped wowork in such a
way s o diacharge these importacl funetions expeeiad of i,

Ullimate MAim.

27, Our ultimate ajm st indesd be to place the responaiHlicy
for repulation fully on the steck exchanges themselees, Dot i che
present chaotic condition of the stock marvkel, authorities of the
exchangss are belpless in rectilying Uhings, withous the aciive inter-
ventiom of Goverment shrough a competent auachoricy.  As the
reqrgmniaation proceeds, the exchange awthosities will themselves be
able o manage without external inwervention and the wmork of
CGovernment i thie Geld will taper off.  Bul the paee of such progress
will depend oo the alacrity wath which Gowernment carrics out i
nilial tash.

Government Repulation irled in Tambay since 1S

2B, As mentioned in Chapter 1, the Government of Bombay made
carly attempls at regulatiog swock exchanges by passing the Hombay
Securities Contracts Contror Act (1HEG),  Bul Lhis At ls wery delec-
tive pned hes not precussd the gosd thao was expectad.  Firatly, the
seope of 1he Act 18 loositer] to transsclions other then rewdy delvery
contrnds,  Buch madeguate powears of contral were oot ealeulated
L fegaksr Government regulpbon effociive op usefol Secondiy, there
was o precizion ovon regarding the ciroomscribed powers of coolnn
assutmed by Governmesl.  The ready delivery conlract lizelf waz not
properly defined, &z bos been shown in Chapler TV, and this also
made the Qovernments powers vagoe and  inefeetive.  Thirdly,
vnder the Act, viodalion of any rules made ithe wonbracts coly ooid,
naf ilegal. A3 there is no penally alteched o viowation, the law eould
eaedly b evaded, as il actually has been.  Fourthiy, the preseribed
mode for exerciting Goversment contrel was unsuitable and eves
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harmoful,  Hules of stock exchabges inchaling additions 1o and alterna-
tinns theresd must be agproved by Gownment.  But such appgoval
could e given only alter the lapse of & month alter publicalion in the
premie.  Thiz prevented urgenl action being leken i emergencies,
Powers asswned By [oVernment were VEEUC in DIARY - wiye and
although Gevermment has power o withdraw recogoitlon from che
slock emchanges, such o chimsy weapon @5 nol of much use. Lo the
resuil iU has not been pessible for Government o exesclse any peal
cunirol even over Lhe Do ecogmised stook exehanges, and here was
niching Ly prevenl pew stock exchenges froon springing wp and
warking in deflance of vhis law, And this iz what happenod

M. The Morigon Committes, in BT, sugoestod metaln asentiol
modifications o the regulaiion, bul oo substantial part of il bas yet
been given leglsiative saoction,  The Governmentl of Bombay had &
bl tn repdioess in 1239 for regulating stock exchanges as also bullicn
and oiher commodity sxchanges, tut an the mnbresk of war, the parly
(Comgreasze) that prepaved the hik went oul of ollice snd begislatlon was
shelved,  This bl bas tetegy Been vevivisd ol s pow befure ue Bomliay
[epklature,

Ineffestiveness of War Time Contrel

A Asshown in Chapiee I, acke] up by the sremendous inoreass
in the money income of cortain clagges in war time, numandis auock
exohanges  and octslde ficrms eprang up in oties like  Uhicwcs,
Ahmedabad god Lahore, and o large merense of sieck dealings took
pizee o inese  upergaoized  aml  unregulaisd Blarkere.  When
mspeculation in commodities wes controlled g3 oon wilb-lofationsry
mepsarg, money Hed oo the siock markets. The Do L Rules 40
goughl 1o Femaiste thiz by the han pleced on forward deslings in the
srool exchangrer, bul thig did nol kil sueh deslings ;) they were only
driven aut from cegulated o woregulated warkets, and heance tho
colosesal proportions nto which the Ketni maeckel and other curhs,
and wulzide firms grew, 1o the greal detriment of regalated and roeog
niged places of trade. O course, there was nothimg o prevent ihe
very members ol regulaled exchinge: froam carying on forbidden
Lnsaciions in cwsicde markels. Thus law wes sel ar naught,
Oovernsnent's mevenue elalhms were ll'i:t'l:li'.“pl.ElJ. undegr foan,  The LK.
hes lapaed and the conditions ave what they ware before 1943 eweept
that mmoral grandands i the stock markel, never very high, have
grreally detericraied, This wap domonsicaied o the stoel market
Doom worked up by the reckless speonlalers in the middle of 1548 and
which seriousiy menaeed the sciety of the bonking avetem bezides
causing considersble losses to genulne investocs.

Keed for regulntion siill exists,

1. There is no doubt, thet during war tme 3 steicter remulation
of the stock market should have been carried out dn Indin, as it has
been in countries ke the U, K, and Avstralia.  The reselt of inade-

. qjuate setken in this feld can be gludbed on Chart 4 Iacing p. B owhich

chonws the trend of steck priees In theee different countries. Had a

er regnlation been underwken, the post-war boom snd debaghe
mlght have heen more ciliclently controlled, 1 not avalded. Bl to go
further aml argue thet the time for reguladon j= pow pest, does nol
appear convinelng, Mo dowbd the stock market i for the momant in
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i rather chiitenod condition, and the volume of transiclions iz ald
down, bub this mev change with settled political conditions, and
especially i any economic plan iz launched, there may BEaD e uo-
bridled specolation and over-trading.  Therofore, the present may he
the right thme for devising methods of control fov the future, for
regrganizing the sreck macket and itz various seclionz into a Rurmo-
riious whols fitted for fulfilling dose imporent funetions whicl in other
gountrles are being batter foliilled by the steolk maorket.

232 Fuether, if the prezent confused atate of things in the stock
markel B allowed o contlnue. the savings of the country may eonlinne
t0 Bovar into hoarding and other unpreductive channels az they have
fowed for ages, and this mayr be a sericws handleap to the long-tecem
eoonnmie plans mede lately for improving che let of the mizerably
poor peopic of this couniry.



CHAPER IX.
METHODS OF CONTROL IN OFTHER COUNTRIES.

Imperfections in the securily macket of the kind mentioned in
Chapiter VT have ool been oonfined o Tudoa, Any deep research is oot
meeeEEaTY 4o shavw that in yewrs gone by, there had been unbridled
specnlalion inormesl of he sdvanesl conntries, and that serious conse-
quences followed,  Bot the Qovernments of Gwes counteles did not
allowy such & condition o remain for long.  They bad o otervens and
by legizlative enaciments and adminisbmtive armnganents cthey have
peEced @evere reatrictions on e freesiom of speculators and heve
therebyr beought order oot of ohaos In Chelr security markets, IL s
for us in Imdia to slady Ceis expeciences and adopt such laws amel
administrative armangements suited Lo the condifions and  reguire-
monis of this ountey,

i Foraign stoek marckels may be clazaified pnder owo groups
aceording to the degree of Stale regulailen exstied om them.  In the
hrsn eategory conse Losadon and Amelendam whene Suate vepulation is
legst. In ihe secoml are Parls, Heelm, Pokio and MNew York with
varyving degrees of Blale contrel as will e shown below.  Somewhere
ketwaen the twe is the positlon of South Africa, whers a falely com-
prehensive low was enacted earcly o the corpent year (19471,

l. Londen aod Amsterdam,

3. Itz true that in connlcies wheee stock market deslings began
esrliest, ie, Amelerndan aed Londan, the need for regulation wag long
[ound unnecessary,  Anthough s eary aa 1TEE oo Jong after stook
dealings bogen in Foglnd, an Act of Peroiament was pessed ™ W
prevent the infmears practioe of elock-jobbing,™ this trade was oot
scamped out. Omochie other liend, the sock brokers in Lonilon greer
in oumbers and nfluence snd as carly as 1800 they established the
lLondon Stack Exchangs, o voluntary unincorporated ssseeiation with
ne Charter nor ony Act of Parllament shiclding it,

4. Under the Deed of Sattlament of 1802, a2 modified by a similar
Dreed of 1870, the administestion of the London Stock Exchange s
veared in ters bodics, namely, nine Truatecs and Managers (representing
ihe Company) who maintain the Exchange building and equipment,
and a Comnmittes for Oenoral Purposss composed of 30 members w
are i cherge of the regulation of business, the eoforcement of eles
and the sdmission of securdiles, Az shown in Chaper 10, this g¥atem
of dual control has lately been modified, ot ool deastically.  Various
efforts nave been made o bring the London Sleck Exchange under
aome 2ort of Slale regolation, but owing o the high teaditions of
homesty sl clfielency  established by this autonomous body, the
wisdom of such inerference was again ond agaln doubzed. A Ruoyal
Conunizgion o LETT made s sesrching crgquivy into the constitution,
vustems and practicss of e Stock Exchonge and a few minor modifi-
aticns were recommmended.  Some of thess reccmmendations wore
velunterily carried ool by the Bxchenge, bub no egizlative enactnent
vwas foomd necessary for this purpoge.

f. Bn long ag the spcurides trade was confined Lo the Stock
Exchangi, stebet diseipline was maintainod wilhouwt any official inter
leremee, But with the expansion in recenl years of speculative
potivity, a large number of independent degless aroze in London and
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over them the London Swck Exchange had no power. The Roand of
Trache came to be oomweroed about the shave-poshing aclivities of
private dealers, gnd espoecially &ioer the Hatts Crash of 1920, oonae-
derabic ateention was direcled on the subiect,  An enguiry into this
matter was conducted by the Board in 1537 and as 8 result the Preven-
vion of Fraod (lovestmenty Act, Vs, owas gossed cmpowering the
Board of U'rade Lo omako gtringent rules for the proventlon of Freud
in the share-pushing sciivitics of private dealers,  Althoush the
Bosrd's authority wnder the Aesc covers anly the over-the-counter
zection of The wloek marker lee, peivale fems oand  dealers), the
power thus emercized iz of oo extensive and detsiled claractor, au
idicated by the rueles (ser Cnapter Mib eonoecicd with framl, pon
Tulliinent of coniracts, 83 subjecting conicpete to unkoown or YEEUC
cassthitiuns, misuse of customars' fued and seouriies neld wnoaer sado
cisiody, or hypotbzcation, ineguicible rensacions wabho clients, un-
firnited use of credi, e

G, The Amscerdans Stock Exchonge Las also long preserved the
Lradition of aoanomy, cEcCpt thal I Lins pow one FOVErDmenL repre-
senlabive on ita Hoarmd ol Direciors. Thus the two oldesp stock
exchanges in the world see both almost encirely seli-poverning,. In
London, hawevar, although L main siecl market e alifl an aucoe-
norneis bady froe Tromn Govermment coniral, aldiempie had o be mace
|FII&'|£ for regraiating private dealers,

i In the presenn crrcimsionoss ol thia coundey, we ane nob in
5 poziiion o falaee the cxampla ol dhe U, K, (nar of Hodlaod) s tis
maticr. Lo bath those counlrics, stock exchiangoes aee old-getablizhed
apEtutions sarcving vnoa grest teadithon amd pondocted by mwen of
great fivanclal acumen aod wtegriey,  The Mval Commission of 1877,
alier & sssrchlng ey, found that the Commitee for General
Furposes of the lapdon Stock Bxchange had 7 acted upelghtly,
DLonesily wnd wilh o desioe oo do Jostlee”” Such searchimg onquiris
bave ot bocn ennducted in bodis, e padging from the lide chat we
Lo cbout them, mest 67 the stock exchonges in India are in quite
a diTeren condibon and ther aperation, n= snown m Chapler VI calls
fur serious public comoern In ogeny ways.  Hatlonal characteristics
du wary from country to couniry.  Mercly by adepiing vhe rules of a
well-condueted ztock exchangs abaoosd, another country sennol lave
coually well-conducted exchonges, It sl depends on bow the riles
aree enforecd, the Kind of perscs operating e, tweir crainiog and
cxperignee, amd the motives il impe] theme I s not necessarcy to
rmlprge any more ot s, 83 & great aeal of daa vapanling 6 have len
govem in the lag twe chaplets,

1L Paris, Berlin, Tokjo & New ¥ork

Parig-—4.  The elock markat in Peonee iz gz it were, sncenirated
in FParvis, Thoere ame three branches of it pl cccepying the same
bublding : 451 the Porgeet, or offictal arkar, oceuples Lhe interier of
the Bourse a boilding owned oy the Clly of Pariz and rented by che
brokers)y | (il the Osulizse, ur eurh markei, gpemies on he siepa of
the building ; and (4i the Warels Forg-cale, ur foe market, whisn ton
althosigh vnorganized & located In part of the colinnade of the official
exchange building, (It should nob be concluded that gl these throp
are gpmpeting cochanges | they ave nor, a2 will be shown herealter).

B, The Margoest b= a monopoly operating under the givse control
of thee French Government | [0 possesses o logel monopoly of the bgsis
ness of buying and selllng for wthers the securitics officially listed,
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All the Important practlees and repgulations of it have been enacted
into fow and they asee adminlEierad under close Govermment Bupervi-
sicgi,  The mernbesship of the Moveried B lmined by decrae 1o @avenLy
pEmE who e ao dlicial beedy ol atocs brokers ™ (as they ane
vasblend s, They arve apgeeinied by e President of the Hepablle, but the
members thus appouned have the right o inteodice thelr successors
when they retices The Perguer iz the only stochk caochange in Eurepe
i owhich membership has a ransferable wvalue similas 1o that of o seat
ul the Mew York Stock Fxchangs,  Buoo nommess must be Frenchmen
vl st hawve sevved anapprenticeship for a specified perlod.  Even
then ie approval of Lthe Minisuy of Fmanes g reguived for appoloc-
ment ae e

10, The governing body of the Porguet 5 a Syndical Chamber
ol elght members eleceal by the *stock-brokers,’ bBut this Chamber
ez wr work uvocker the supervision of the Ministry of Finance. The
symthical Chinnbor haa we powers. 1o may summon steck brokers,
eall for themr records and ovaer them lo ke messures of safeguard
in i Ltheir finanoal geesivnn 18 wesk Aol thege meagures bave
biecvane  neecssary boeinese of the prineiple of collective responathility
ut sloek hrokers-—sadidesite by wheeh s mioant a mdiual guaranies of
soveney wharely lhee ilabibtes of defBodlieg mombers ame met foom
vhe gencrel lunds.  (This praclice, however, iz veluntary zod not
prescriced by dawl The exient or che supervision by the Minsioy
of Finance may e sgen by e facl thal munimum beokerages and
comugeiong [or the varlous Lypas of bonsactions are lised gy the
Munstry.

11, The Caufsse, or cucl ke, deals in securities which are
not qualificd lor lEung on the Parguwed, However, securitice dsted
an the Mavgeed can mige Wodealt in owhen the coulisrs 0 bankers 7
adain allienl staternent o counter-gignatuee from a ' slosl broker
lor which the Liler iz cmbitled to get part of ihe brokersge.  The
Cleiieds woadminsaersd by o syndicae constituted of vankers, which
malintaln rubes aod pesfessionil deeipline smong che operators of the
ke,

12, The Marchke Hors-oote, or [ree markel, s in a more un-
crgamnimen] slabe Lhan the Ceediae. B, even aere, somse regulbations
Tawe biesn inteodues] for e ccnduel of bosiness gince 1925, Cranse-
vans mn this froe marked are permitted only in 2ecuriies betwesn the
tiene of therr issue and their ooliection on one of the olher markeds,
Cerin inaetive scourities of small compenies are alsg permitled o
b djequt im,  Thue, all the three eopstiucenis of the Paris susel market
barver cach s own sepacile Lewd and are probbited Bom deabng mthe
EATNE securities a3 hes been happening in Indi,

Berlin—13 In Germany ewock exchangss ave subject o very
deiled Govermmeni vegulotion, A German Foderal Lew pepulates
sl stock exchanges and therr rulos and regaletions. Stock exenanges
cxriled b ostablisherd only with the permisswn af the Siate Government
which musk appeove their regulations aod s entitled o suspend them
i foumd meeessary. T Berlin Swock Fxchange, which is much the
largest of Che Goroson Soock Baciaoges, s andey the sterer aupervision
ub the SBlale Commiszioner (appoinied by the Prossian Oovernmeme)
who is respongilble for the enlovcemwent af all laws and regulations
peroaining W oexchange,  He s o work in co-operation with the
Chamtber of Indosiry and CoOmmense, a aeml-governmental organtsa-
livm, Swok exchanges in olher Slates e alsy under BupereElon of
the Commissicners appoinged by Lhe regpeclive Blale rovernisents.
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A Commisgioner 1s 0 watch the trassactions on the
&ttend the mectings of the various comn

14, The mansgement of the Berlin Stock Exchange 15 in the
hamds of & Lnard o Diveciors COMSLLINE of 21 amembeTe o wrhom Ly
arg Chosch By cho mempers of Lhe ciinange and 4 appoiioiess by e
Controalory, Chamlser of Lluary and  Lommerse.  Uoe Hoard ol
Lhrecliors 18 Wy carry on 118 CLneuens Sunect o 1e aelpiad SLLEIETY 18101
of the Btawe Comioissioner and ohe Lhamber of Indeaoey “anad -
merce, A elose alliiaiion bevwesn the Lanks and stk cEChaiges 15
u notable fearure of the Berlin Stock bxchange. Thia iz frue more
ur dess of the Continenc as o whels : b, s viermatyy the allilianien
dmpunts o complete dommation of stoek exchangss by the banks.
Hanbing corpaumocns orm oo lavge part of che 1emhbersbip of Lhe

Herln Hxchinge and wanssei the grsater patt of the commission
business in aocmriiies,

1% There are siricr  regpulations regavding  listing, On  the
Heoard of Admisdons comemen with dabing, one-hal] of tne members
musl iw persons not profradiomady dealng N serurities on Che
cuchange.  There is plzo o aystem of otlicial price-fiving eoch day,
under e supervizion of the Slate Uommissioner. Thare is only one
utfiedal quatation a day for omch SERUrity in the cash markel.

Tokya,—Ik  Umder the Law of TR0 as revised in 1924, Government
vomiral of the stack markel is even moce complete in Japan  Govera-
memd he2 power b senction che establishment aned suspension of
exchanged, o leense brokers and o appreve all the regulatioos snd
tke appomntment of oflicerz,  Governmenl wmay mlso lake power 10
tnmpsst the books of the exchanges and of the brokers, When
ey w@re Joint 2iock oonpenies-and most of then are such—
they mogt depoeit a guaranies fund with the Goverturent,  Brokers
it len, most deposil a substantial sem witkh the exchange as part of
il Fuaraniee fuwd.

17. Thern ig also & usigue system of prico-fiving,  Huyers amd
scilare may agres on certain prices, but when the auperintendect of
tho exchange benis the wooden clappers at the eosiram, all the trades
are concluded @t the @st pelee reeorded.  Trade is carvled om ondy
i listed securitics,

_ floor and j= 1o
itiees of the exchange,

. 5 A

18, Before Federal lewislation was carried cur in the T 5 A,
many of the States bad liwe designes o regolate one or more phases
af escurity dealings, and althooeh in thiz work they had che -
operalion, in interduate cases of the Frderal Mol l:']_n"hn:;e- Degartment,
there huad been no ooverall regulation of Lhe sccurity mackel The
weged for Federal legislation eame 1o be fell sarly in the pregent cenlucy
prid became urgent o 1913 during the momey teust (Pujap investigacion.,
The stock market crash of 108F and the exposures folloaing on it
grrenethenad the hamils of those advocationg Talerst [;_-g-ls]s::l,u:.n far
vhe rectification of widespoend abusca, In April, 1932, the Henate
sdnptod a resolution to carey out an emguicy into ibhe matler,  The
eoming into power of an Administration favouring stock market
riform ked by the dynaoic persomality of Fresident Hoosewrelt pH'I-"Ed the
way for ensrgetie leglslatian, amd enactment of the Securilies Act
(1909 and the Securilies Exrhans dct (100841 waz the resull

18, The formoer Act was desigzned Lo prevent misreprasentalion,
daceil snd olther froudulent practioes In the salc of securities H_I.B
& company law, rendered neceesary by the inedequacy of, and conflict
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bedwean, the State lows ozerst’ng on companies.  Under the latter Act
(Securities Bxchange Act), a comprehenalve system of regulation and
control was imaritiuted aver the stocl exchangea and other atock dealera
by meking registration of all stock exchanges and dealeres compulzory,
by fixing margin requiremente, by imopesing reatrictions on ﬁc-rlw-
ings by broldrs and deslovs, and by probibiliog mandpolstion and olher
amiises In seenrities trade. Buch eobtesl was L Be earebed oul over
the whole Geld of steck exchango dealings. Moz only stock exchanges
LII.I_t the curks which funetioned in most cities, and the numeronz
privaie (ealers enpgeged in © over-the-oounters ™ dealings wore thus
bmught under strict control. 16 was ool that che eontesl of securily
dealings was not enough for the regulaion of e seourity marked.
The dircetors and officers of cornorations were Tound o make unfde
vee of *jnside " information for manipulating stock market peiees and
therefore gteps were alsa wken to provent mob only divectors and
officers of corporations bt the member stoek holders from earrying
o1t mauipuLu‘.l-:m.-: wilh Ehe help of inside information,  Provision was
alzo made for making available to the publie, information regarding
the eondilion of corporations whese securitize are listed an the stock
rErhanEes

20, For the adminiatration of these two bazic Security Acts and
ather Taws cnpeted aince then for eontrelling the stoek market, 8 power-
ful Tederel body, called Securities and Exchange Commission has
heen ostablished under the Federal Oovernment,  This Commission wis
glven wide powers to spspend the registration of stock exchanges and
tr call for information of any kind from meembars of the exchanges.
And seh powers have Besn owidely and steictly eercisad, ag the aoc-
cezzive reports of the 8. B C. will shaw. The provisices regarding
the conteal of the stock mavket credit—marging, ete—are adminis-
Lertad by the Anard of Gueeernoes of the Paderal Tezerve Svatem,

21, AL fusl the Corunlesion adminiatered only the tan Seouritias
Ae's menlioned abave,  (Securiiles Bxchange Aot was smended in
10%5 and 1838, The 1938 amendment permitted the formatiom and
repiatration of MNetiongal Seouricies Associations which would euperviae
the atandarda of conduct of their meonbers under Oommigsion regn-
Tatian.)  Subeeguenlly, Che fol'owlog foor Acts wore made and they oo
cpme b be sdoministens] Ty the Comoroizsicn —Poblic TlGe-holl iy
Clompany Boor 1933 ; Trust Tndesiaee Act, 1550, Inveastmcnt Company
Act, 1040 and Tnvestmoent Advisers Act 1040 In addition, wirious
fuhction: tader Mational Bankruptey Aol arve alao performed by the
Cormenission.,

2z When the Commission began work there was eonsidecable
oppoeition from the steck exchanges, but gradually the usefulness of
the Commizzion bormme widely vecagmized and today the relatlonship
betwean the Commizsion and The stock exchanges i guite harimonios.
Importent achiovernenls mn be claimed by the Commisslon o reepeet
pf the rerrganization of Lhe ailmindstrative struciures of 1he eXClAanETS,
winption by the exchanmes of sogpested rules for the regulation of
varioue phasea of wrading, wontrol af the nse of credil In secarity
rrangactions, the systermalle sueveillanse of the wolume of trading
and 1he moversent of seeurilles' prices to eliminate  manipalatlve
practices, the eantrol af shorl-selling. the diselosure of tronssctions In
o eommEny's steok byl offiears, diveotars and prineipal stock-holders,
regletration of bmfers and deslers and the improvement in the
sendarde of eonduct in over-the-rrunler Business,

39 The Comumbssion eonsists of o Chairmen and forr members,
They are appninted by the President, by and with the ailvice of He
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Bemete. Mot more then three of the Commissioners are to be members
of t_l"lt: same political party. The Commission 18 assisted by taive
aralf officers gnd wen repfonal adminkstraiors.  The tolal atoff eeeceda
1000 persong. . The whole of the 17, 3. A 1z divided inw ton sones,
each wilh a regional administrator.

B

Lessons from Abroad.

24, Wro may now deew some conclusioms on the experienoes of
foreion  eouniviee regarding slock  market reform. An important
Iezzom 1o Be learnt from the forcign exchanges deslt wilh abowe 3 that
the whole seeurity meclet must ne brought wndee Qovernment contenl
n gomne wav.  In Franes:, althopeh the Boorze has threo seetlons and
the degrees of contenl over the different ssctions warics, cach operates
oveT a demarceted field pnd éoes not compeds with the other. In
Gearmany snd tho U7, 5. A, the whole markel haz been avelematically
brought under control and iz made tn work harmoniouwsty, In no
country s enntrol exerted over gome seclions of the market snd others
left entleely free to lodulge in anv business it likes.

#. Beeondly, the noture of Government control exserted and its
cxaet degres differs from country e couniry, In Paris the Perguel
Iz established a3 a Government monapoly ;i Berlin the orpanisation
gud operation of the stock market ave subicct o detallsd Grvernment
remilation,  In the United States, legislation haz been corcied owt in
preat cetall and an effactive sdministrative organisaiion has heen
establizhed for carrying out the ohijectives of legislation.

26, T i for India to see what kind of state segulation o eontrol
1 required here. In Prance, as mendibmed above, stock exchonge is
a Government monopn™y with  oeotbershin Umied o 700 persons
appointed by Government. Sueh eontrol by publie servents of a trading
imstitation Hke stoele exchance may be zonited In the conditions of
Franee, whore the Government & closely identliled with pEI?r]j]E. I
Tndia o, the cfodeeie of 1he tvoe evalved o Framee iv fami’iar,
ezpecially fn the Tural sphere, and a partial justibcatibon may he fownd
for Government conteel oering to the selfish cze of stoek trading by
certain olagses. Yer one wonders §F il would he possibic to have in
Indiza, at least for eome lime (0 oo a EOVETDIESRL nr Eovernments
whigh could eifectively administer stock exchanmes. The experience
of price contenl in Indis durlng war time is nob fevourable o the
adoptinon of a Government monopsly over the stoek market.  There
fore, it may be wiser o legve the management of ook exchanga: to
privote Bodles, hut resulate them in the patioaal inieezst. This may
b done either as in Berlin or preferably on the lines of the T, 5 A,
Tt may - be moled chat chis was what Japan alse did and Tapan did (his
lomg before the T 80 AL by landy steps adapted 1. Altkough in the
& A, aystematic regulalion by Government stoacded only In 1934,
in nn other countey perhaps bz ropulation boen more svebemati

Indin and the . & A,

27, The security markel In Indin today has moch in oenmen
writh the seeurity market n the 17 30 A beloce the lemlation of 1033
and 1 In the T 5 AL then, o in Indla wow, thers were throo
sporiona of Che stock markel and the Isck of co-ordination bBetwesn
these three (although mnch less then in India soed peved the way
fur unbridled specuiation,  While the siock exchanges worked under
definite Tales and cegulation, most curbs and over-the connter finms

-
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dich net provide similar eafety In desings, and consequently, abwses
WETE LOCHInL, .

28, The curh market in New Yerk, it is true, had moved into a
respeclable building in 1821 and had alsa accepled a constitution, thus
bepoming & repular elock emchenge. Rut befure this it greatly
yesemihled the [atni marke: st Coleutty as it has workesd in the Isst
few yrams. Curicusky enough, this similarity {8 ool only in the nature
of businees, fot alsn in the exiernsl appearance of the tnacleat,  Mueh
of the busltess there was marely in the nature of gamhbling, mot unlike
thal of the purb markets m Todia, Mdanipalatory practioes were enti-
mon in bethocurh markels. OF enmmon wse were *wazh sales” e,
gales nf securities by which no griual payment or delivery wis con-
renplated. and “matched grders,” nzing twa or move bmkers one to
by and the other to s2ll the same stock at the sune time. Both (heee
practices were used for vigging up priees and swindling the pablic,
The follewing s [rom & mecort of 1020 :—" On the curby, thers are 0o
restrictions whatever,  Any scourily tay he dealt in aml any obe can
meet there amd make prices. "

Ag for external appectance, the following description of the latlay
v the well-knoan Toelish writes &, G Gardmer, 1020, fts in sather
well with the Katni ¥Market at Caleacts :(—" In the streel & josiling
mess nf human beings, fantastic’ly parbel. wearing rizary-cnlmured
caps like fockors or pantalonns, their hewsds throemn back, their apms
exbemded high az if in praver o some heathen deity, thefr fingers
worliing with francic symimls, thefr volces erying in GRonised frony,
ami at & hundred windows in e prest babldings on either cide of the
street little mroups of men and women gestleulated back sz wildly o
1the maob below, 10 i3 the oulside market of kMamrmon

20, While e Mew YVork Curh Market became respectable by
secepting & conatitution, the ameller earh markete in other cilles
rontinued more oF lesa in the ofd condition until thiy were amalgamated
wilh e nearby stock exchange (s ot Loe Angales snd San Francisos)
nr dissolved {az at Chicasod urder the diveedion of the Seearitics and
Exchange Corrsnission,

A As for Lhe over-the-counter firms, Uiz troe thiet, unlike those
in Indis Luday, the frms in Amerien had aven in hoge days conlned
themsalves 1o diztributing stosks of eomparatively small compantes
whose fssues were pob lisled oo any reeular exchonge. Yot they hed
sttracted o Jarge elientele espacially interesied in oil, mining, motar
and other highly speculstive astock.  © Uneesteicted By oany of the
reciplinary cules eoforead by onr regular exchanges and unhamperad
in many ftates by milequate supervisory legislation, 1he operatinng of
many of theze promoters reached aeandolous proportions.”  (Huehbner),

A1 Tn Americs too, Lthe stock cxchenges themsolvos funetloned
at different fevele dn those dave, a2 in Tndln today, The HNew York
Stock Bxchaonpe, then &3 now, has been on o high pedestal. Byven this
exchange bad shorteomings amd ihoess hoad to be rectlfed after the
Hecurities and Fxemange Commission came into being. Yet in mnst
I:'EHI:S';ETI:S the Mew York Stock Fxehanoe was far shesd of the other
exchanges even Melore 19320 The lEting regolations of the MNew
Work Stoek Fachange weore the mest comprehensive, whilst lisiing was
not so osleid, o eome cases barcdly observed, on the smaller stock
exchanpes.  Some companies fefused even to give essenital informa-
tHon an seeariiies when regional exchanges asked for them,  Many of
Lhese cxehanpes peraritted rading s secnsitles listed on the New York
Stock Exchange, and thiz led 4o arbitreging wotil New York peobdioited
arbitrpbing with demestic markets, Bimilar differences are scom e
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Indiy today between the two recogniscd exchange: of Bombay and
Ahmedatzd on the one hand and the imperfectly oresnized sxehanges
of the amallor centres on the othior,  The difference 35 pectaps arider
although in India ne single oxchange occupdes such & dominant poat
tion as the New York Slock Kxchange 'n Americs,  There oo, as
in Indi. stock cxchenges ootside Mew York then carvkad an trade
chiefiy In loos! izsues, bt writh the ernsclidation of industey into unita
of national imporianes, this distinetion  gradvally  disappearad. A
similar developtrent had been taking place in India alse in the last
fewr vamrs, at ey rale within the orranized stock market. Bul out-
aide it confusion st prevails tn 8 decres not paraileled o Armerics
or any other civwiilzed countey in modern times,

42, In Armerica then 52 In Tndia neee, the aothoritios of stoek
exthanmez kernly confended thet outaide Brokerz wers responzible
for the grass abuzes in stoek dealing=,  Thoe Mew Yorle Stork Exclunee
repeatedty argued Lhat whatever offorts made by 0 to eontrol mani-
Platinna weere large'y nulPAed by the fact that onlaiders werg wsially
responsible for guch unsavoury operetons,  The authoritiezs of the
Itormbay and Caleulia stock exchanees have wsed the same arguments
frequentty.  In both cases, the claim 2 goeatly exageeratod,

33 The selizh use of inelde nfoemation by the direcinrs and
aments of companles I3 an impardant canse of e secions ahbuses in the
stack marker in Tradis, as showrn o Chaster Y10 In America too, befiee
1824, directors and offivers of companies had heen using dasbde infor-
rmation Lo Ty on manipolations in share prices, sometimes with the
aid of gtock eochange members,  Contetoperary reports give seathing
acenunia of the dighaonest practioes then prevalent in America among
thosa parlicipsting in company  admdnbseeatione pool  paedicipation,
prantinue of optinns, tradivng of officers and directors of & corporation
in the shares of their ows cornoration, vee of aohaidiary eorporations
and mansgoroent and gervics onntract as omeans of indivest profic
imeluding bonnz and manasement profil shering schermes. So I ga
manggement iz dbvoreed from ownerghip, the termedatinn & oalwars
prosent Lo Bonefit at the expenze of the less informed. Te Tndia oo as
shown In Chapter IV, snalogon: evils have been aperating aml hawve
hecome serinua 0 Peoent Teabs,

34, A similarity i3 also noticeable bobween the two countries in
resavd i the conveetion hebweson the stack marken and hanks, Both in
the: 1784, and in Trdla, banks do net eseev on stocls gxchanese huainess
for thefr elients and their connection to the stock mavket i3 thet thy
peowlide shors-term eredit %o stock brokers and make leans oo securi-
ties as collateral. Fwven this can b2 a rmenace a8 has been ehown n
the easn of the 11, 8 A In 1533 when (housands nf hanks fatled &5 a
result of & evash in bond priecs, But that iz a diferent matter. The
pinint hare ki that neither in Tndla oo fo America hanks perform a
fumetion analoemuz to that of heokers 23 o0 the eomtinent and o 8
lesmer extent in the U, K. Perhans this iz due o the comparalively
uidevelopad aoncdition of braneh hankiog fn both America and Todia,
In Americs, therefore, beoking honges from gitles have specad oul into
the towme all vound by openifng out branch firms, In India elty
brokers' branches have nal sproad oul in thiz way and local deslers
and firms carry on oves-thescounter husiness with leeal clisnte 1F s
likelr that with the expansinm of frensport Agencies and with the
extenzinn of wire syelema, adin will alzo move in the same direction
= Armerica.

a6, The analopy betwern the twa countries goes mueh Turther,
The position of the Fedetal Governument of the 1. 5, A, in 1934 In res
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moect of slock exchange repulation.was very much like that of Tndin
ab 1he present day e gpter X, para, 18-211. Ia the LU, 5 A
many of the States had Teom time to time paseed laws designed Lo
reglale one or more phases of security dea’ings and moet of the
states had thus atlempted to repch Uhe move obvions forme of security
fraud, Then, as pow, the grost ol of securlty dealings was n the
Mew Yok Block Fxchange and the New York Curh Bxchenge, and =
wag there that a wxlesprosd aglletion for Federal legizlation started
az early 3 1914

A5, In India too. B3 had already been shown dn Chapter 1 oetock
exchange dealings had t=en [or long confined to Bombiay, Caleutta and
Ahmedabgd.  Hombay for long was the storm-cenire, and it was there
that the first attempt al inlecberence was made az shown hefore,. The
need for eontral actlon soem came 1o e et a8 in tha T 5 &, and the
urge became powerful afier the experinees of World Wir 11,



CHAPTER X
THE NATURE OF REGULATION.

Having examined how in other eountedes the atock markern hae
been brousht wnder regulation, we are now in g poeltion to consider
the methods by which suitable regulation tay be corvled out in [ndig,

The ¥Work before Government,

2. In the first place, as as boen shown before, the cntite securicy
rratket in Tndie sbould be broughl under contegl. The fulility of any
;ﬁguj;tf:m b leaving any secion of it anregulated has alreadry beeh

0w,

I Booondly, iL s not encugh bo take power aver ane clgaz of
dealings enly, as the Bombay Covertunent did in TR3%; poraer musl
extend over all clazzes of dealingz and all stages thevenf, go that anfely
in dealingz and equiiy between partice mey be seourcd, in e best
intcrests of the public, Kor iz it cnough for Government o have
poawer to appeove rales, but must have alen role-meking  power,
Bxchanges negleoting to observe roles may have not only to be warnes!
bul even superseded, should necessity arviee, Crodic facilities  for
speeulation will have & bo rogulated.  Egually neceszary is the powor
in curh mandpulations wod ponl sctividles | espeoialy o dizlucbed times,
maxitaum and mindmuon prices of 2ome seoirilics mey have lo be fixed
and epfurced in ordor to check ke anti-sneisl activities of mischieyos
aperatars bent on msking privete gaine ap the eose of the puhlig,
especially in limes of panic and political uncertalnty (as in the last
fowr Temths),

4. Thirdiy, fov carrvlng o a comprebansive rogulation of the
showe kimd, it is ot sufflelerl to bring the security market. alone under
regulation. Remalaticn will b ineffective = long as the company
direcicrs, officers gnd agenls ran, by uaing inside Information, mamni-
palate stock peiees and theroby meke unfair gmfﬂe-; w0 0NE @5 Conmpiany
promotarg and their friende are allowed to defraud gennine Investora
Ty vartone mgenicus stagming melhods,  Thizs eou'd be partly done by
stock market legislation, as 1o 1L 8, A but a stiffesing up of the com-
rany law is alin neogssary for efective peeults.  The Company Taw,
in spite of the armendmend of TR is g2ill ol of loopholea, and he
control of Government over the working of companies i3 quite nominai.
Reomirna of a =t gre indeed perindically made to the Hegistrara of
Companies in the Provincial Governments, bul oo compstent anthority
serutinises them, nor have any effectbos steps been taken b detect and
stamp oot the neforions pecivities by company divectom: defranding
ikeir shareholders and inveetora n theis shares, The control of caphtal
imsiies was started as o owar-time pessure againgt oflation ot has
nok. =a fer been attuned for belping in the plenning of investment.
Thue, nnly by an over-ail control of the whole inveatment markei—
capital @msues, compeny  leatalions, company  oamggement,  abare
dealings—ran the teo nomeroas evile sketehed in Chapters V1 and VI
be kepl under control.

Need [or Effective Adminisiration,

H. Inthe past, maony important laws enacled by Oovernment have
proved luefective owing to lack of competent machinery to administer
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lawe and to carcy out the objectives of leglelation in the naticnal
interes?, Often an over-worked Government  depariment wis e
frusted with additional duties, and cepecially in the raze of importand
adminisirative mettere in which urgent decisions are needed, they
have proved ipelfeclive and dilatory, This is parily because Lhe depart-
ments lncked expert knowledme and had nn definite jdeas before themn.
Henee the complaint often heard from  commerclal bodies ineluding
stock exchanme suthorities about “ cutzide interferener: from such slow
moving ponderous bodies as Government, which ame addiliooally
bapndicapped by the lack of expert krowiedse of lhe stk exchange”
Ezpeclally In the eose of the stock market sz Bre. J. W Masker,
furmerly Eeonomist of the New York Stock Exehange points ool :
“There s the very bmportant necessity for swift sl expert desisions.
The stock exchange more than any business organisalion on earth
demands instant aclion,™

Example of the T, 8. AL

fh. In these circumsiances, the onlv way of efectively mreyving
out regulatlon (n this lmportant field iz o set apoa high-powered capert
body, cquipped with ;.'I} the krorwledpe and experenes requisesd for
mekng quick decislons and enforcing them effectively.  This is what
hag been done in the U, 8. A by the Seeurities Exchange Commizsion,
an Endegendanl, quask-judicial ageney of the ederal Governmont, sm-
powered to saery out nearly all the functions mencioned sbove, and Trom
1894 whean it was establizhed, tt hoz eaccied out thess fonciions with
ajaceity and vipour.

7. The Commission has been gronbed wide and  far-yeaching
rowers.  Thoze extend not only to Lhe exchangas, but alzo to the mem
beas of these exchanges, to the companivs whese securities are Jiabed
thereon, to the officer: of the listed comranies, ard nob leasl Lo the
engtomiers whn £rade with brokers,  The impovtanes of Pre wock of the
Commizzlon can be sten from its action vegacding (1) manipulatios,
My unlale vze of inslde information by company civectors, (i) over
the-counter markets and (v slock exchenge roorganisalion,

& 1y Manipulafion  lncludes  various  guestlonable  practices
cmployed by pools and peofessioaal apeculacors, and often winked at
by exechanges.  S[ectons A, 10 and 11 of the Beceeities Exchange
Act of 1934 prohibit manipaiation and empoesse che Securilies
and Kxchange Uommission tn regnlibe manipulative deviees. Under
Fection 8 pertadn svecifleally  deseribed  forms of  nanipalative
aetivity are prabiblied, These are transactions which eroale aeboal
or apperent fracding sctleity, or which raise or lower prices, i they
are efcoled for inducing others w buy or 321 Practives like * wash
gales " and “ matched orders " offected for the poarposs of coeatlng &
{alsc or misleading appearance of geiive trading or a false or milslead-
ing appearance wilh respect to the market of a sceurily are declased
illcpal.  Porsone eelling or offoring secucities forosale ace prohibied
from dimssminating falee inforrmation o the ellect that the prices of
security will, or are likely to, rise or fall hecanze of market aperations
eorciucled [or the parpose of ralsng or depressing the prices of a
security.  Pereons selling or purchasing secovitles are prohikdced
from making lalze or mislosding statsnenls of material facts writh
kmowdedpe of their [alsity, regecding secupities for the purpose of
inducing e purchase or sale of such gecurities. The Commizzion is
crnpowered under Scetdoos 10 and 15 to adopt rules and regulatons Lo

&
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defing and prohibdt the uze of naw farmz of manipulation which tho
Commizsion might encounter from time o fima,

4 Under the authority thus vested in thern Che Commission his
ornpted yules and regulations fos £ eaing serurily markets [eoan arithcial
influenees, thus ensuring the maintenancs of fais gnd honest markets
and allowing prices o be establisned by suppiy anid demand,  Thea has
necazaitatal a systematic survelllanee by che Coremizsion of all trading
nosecurities.  Mothods of great subilety and complexity hed to be
devized. A prelmminary nvestlgation is carried out by the fying
yuiz " which i desdpmed suher to discourage inelpdent mandpulation.
When [aota justified g more extended enguiny o formal investigation
wis earcied ont.  In the early years of the Commission a fow large
gcale mandpulations wers delechisi and some of these reulted dn jail
and other penalties,

0. (it Unfaic wee of Inside Informatlon by Company IMrectors
and Mheers.—Effectiva provigion haz been mede by the Act of 1881
for dealing with variong sharp prastices resorted to by the directore
arnl edlicer: of comnamies anl their frienda,  Under Section 14, direc-
lors and officers of companies (wheee shares are resiztersd for Lradel
anil steck-holders who osmn more than 1005 of any mesistered izsue of
slock have o Ale writh the 3 B O amd with the Exchange g statemaent
of each auch security, gelher with such changss of cwnership as have
copurred durdng each monh,  Such persons ame also peehibited fom
cither aelling short or zelling agalnsl stock. peromnenily beld, of the
isgning corporatinn. Any profit mealised by eorporale insiders fmm
certain ehorl-termn pranaoctions 12 recoversh's frorm them by the issaer,
and under pertain eonditions by a eecuviiy haliler alsn, :

17, Ansther line of advancs has hesn in making promptly avall-
able to dnvestors all infosmation regarding the poaition of  Che
rompanies.  Under Heetion 12 (which forbids leading in @ scouricy
unle== it i megiatered with the S0 o exenplad from cegistration),
the Comtnizsion insizstz on detailsd selurns boing submitied to them,
not only annual ceports ok coreent reports in the event of eertain
rnilerial chanoes oocerring nthe alfairs of the company (oor, deciara-
tlon of dividenda, eted o e prompily telegraphed 1o ie The Commis
alenr hues alzo power, wnder Bacliom 19 (ad (20 o the Acl e susnerd ar
withirlser the registration of o seeurity if the d2sues Tall lo momsly with
the abeve provision.  These peovisions have bess furlher gtifened up
im war-time, by the sdoption of new rules

14 Under Bection 14 da) che Commission i3 also suthosised ta
presoribe rules concerning Ly mlivitalion of proxies, ece. in connertion
wiith listed sconrities, and Lhe Cormmission haz made atrier regulations
under thiz in the peblic interest or foc the proteciion of fnvestors
Thesy regulationg, let 0 he nofed. [eefitate active pocticipabion by
seoprity-holders tnothe affeicg of their companies,  As a lwege nomber
of seenritles ave nol listed and aro teaded ecelusivelr in the over-the-
counter marketa, vesh legislition hea been inllaled for bringing the
Emues of such seeurities alsn under the above peatective provisinns

(i} Owver-the-Counter Morkets—13.  The reorganbalion of the
ever-the-enunter firms was & priwe coneern of the Commission.  Under
Eection 15 of the HSecurities Bechanse Act, 10034 the Camenission has
wide powera to repulate the independent Armes and outale Teokers that
form the over-the-counter markel.  Under @t the Comimiazion is aothor
ised o make ruleos for the regulatlon of all transactions by beokers and
cealers, for megialrstion with the Comelasion of hrokers and dealers
and for the cegistretion of sscuritles for which they make or create a
markel,  As there were little or vo meliable data regaeding the working




( 128

of these markets, the Commission begdan by making detalled engoirias
e e subject. Hubssquently, the bends of the Commission were
stremgthened by the additon to the Act, of sub-Sccton (o) Lo Sectinn 15
mekmyg more delinie the cule-making powers of the Commission, 1t
miskees nlawinl the vse of manipulatse decoption and other froodulent
aellvities amd grants te the Commission the authority w define such
uevices and cuntrlvenees, A further mmendmenl exwended the Come-
mlsgion's powers s ag luoensble iU 10 preseribe means to prevernl
minipulative scte exeopt if exemplod seoavities were invalvis,

14 Utilising the powers thus eonferred, the Cognmoiesion for
rrslgted comprehenzme rules to gulde the peivate dealers and brokers,
Ingpections by the Comrnission disclosed varlous impropes praclives,
anch ag, failure 1o keep adeguate reconds, to make the requred dis-
closures in conflvming rapsmclons, eie. Mooy instanees of serious
rleuse uwf cuslomers’ securilies have also been Unooyvered.  For
matanee, there were unlawlul hypotheeatton aod other Iraodluent
iramarrlions for hringing secrct prolitz to orokors [misreprasenling to
the custormer the preiee paid fer the purchass of scourdiics or price
recpived by selling securitics).

15 In the U, K eguslly stringent steps are being token by e
Buiaerd of Trade under the Prevention of Fraud {lnvestioonis) Aet, 19998,

() Reorgnnization of Steek Exschaoppes——16, Under Sectiom §
of the Sceurities Faxchanpe At the Commission was empowered Lo
register as Natiomal Secustiy Exchanges, those exchanges thal come
1p tu the reguirernants Gaid down by the Comedsaion and o exempl
thowe exchanges whose registcation Wi not necsgsary, owing to the
Timled volume of their dealinga,  Alter a searching enguiry, 21 oul
of ihe 25 exchaoges wheh hind applisd for cemizirolion wece declaved
mgloomal  gecurity  exchanges,  This involy soveral nergers  anid
digzohadons, Binee then further mergers ook place and the fotal
number of pattomal Sccunily eachanges came down w100 Twenly-
van exchenges applled for exemption, and eight were  axmpied
aepardingly. Others withdeew their applicavions and dissolved.

17, An imporiaat line of reorganisation attempled by the Com-
migsiomn waa in regand Lo the conslitation of the poverning boards, It

ras foumid after @ carelul cnquiry that the governing bogrils ware nof
g0 copatituted as 1o amume effechive and substaniial degrec of respon-
sibility for the eondnct of their busine3s,  The Commision, therciore,
recommended 1o the Congress lhat the governing bosrils chould he
mare truly represeontative of members sand memberg’ pertoers and
that the piblic also must he reprezented on the goverting committoes
amd in exeeubive affices.  The stock exchanges must be reoosnized a5
public inslitutions,

15, The New Yark Slock Hechange was then as now much the
Jaemest of the American Exchanges, having as much ag 955 of taz total
wrngver of troda i the couniry,  The resvganisation of this exchange
was found a maost difficult task, The enspension of the firm of
[achord Whitnoy & Oo. for Inss veney oocisloned o thoeough Investige
Licn into the afairs of 1he New Tork Block Exchange and this diaclesad
the presing need for @ Whormigh reargantagtion of i Accordingly in
g, o cadicelly reviesd comstitution was adonted with g oa'd prestient
wihn muet he o hon-member,  The adminlstralive slrocture was greally
gimplified and the number of Elanding commitices was reduced, from
17 to 7. Provision was alse made for diregu represprilation of e
pubiiic on the beard nf governars.  Hubee uertly, shuilar reoeganisa-
i were cpered out in the Chicazo Steck Exchasge, in the Mo Yok

Curb Exchange and apversl others.
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hie Prohlewm Facing India,

I The problems facing the inveatmiest markel in India Lo day
pre nearly tue spme ; the eosditions are alen analopsue, Theno as o
gt deal of phuees 1o be reclificd and 1he cantlicling claims of compeot-
ing esfive have to be reconedl=d, Ondy 2 high-powered bady Jike the
5 B LU ekl rectify these evils eflectively,  Some of the il'.‘-:‘i]:t[ln:t'i]‘ﬁ
gtock exehanges will have wo b gl - others will bave 1o be pllowed
o disnlve themngolves.  The constitution azd mles of most of the
exchanges will have o be revised ard proper miles, as far ae pussible
unifornt for the whale country, will have e he meade regarding
membershipy, contract, sottlement, clearing, lsling of securitle: and
not 2easl the powers of the grverning hody th inervane in the market,
., suspenslon of serive, swipengion of buylog-in and selling-out mles,
angpension of shorbselbing, clesing of the macket, ete. The voles gndd
regiations should aim al proecting oot only memberz boe also the
public,  Eguilable aod uniform practice must be the suprsme aim of
Lhe rules.

Inadequacy of Frovioeinl Actlon,

A Crgr m bkl way ool the stocke market be receganisod Do
dizeharging the besvy pusic resgonsibilities  falling on i This
connil b done mecely by legislaiion, The nost slringent sialule may
ROl GUrry ol LhS pobpoee uniess 1L is mlininislered by oo enmpatant
avthoriy  whih peesey over the whole countey, 1T is generally
gasunedd thet i1 would be sufieient for the Ceolre o legishe
rdtinkaration oruld he mansged by ke Provineol Governenents,
Bur no Provingial Governmenie will o able to carry out effectively the
ohjecis of thiz leslzsiation,

In the first piace, uniformiy in the rales of businoess of the stock
markels in all cenlees in che couniry hae beoome essential becouse,
much of the trade in stock exchanges all over the couniry i m Laer
tarket counters. M i3 in thelr prices thal the wildes, Huctuatioos
ari=e, gnd it d2 these that cause serons loss Lo the lnvesting publle anl
affect the eredil, straeture of the country,  Although (hee larrer markels
in Inda are many mundesds of miles apart fron one another, any
gorions disturlomes in one of them comununicaies itself to other exe
changes alae, To take a vecent oxample : the debacle of share peices in
Calenily during the latter half of 1844 had s repercussions immediale-
I3 on Borebay, sithough the wechnieal position of the latier mirkst was
not uafavaerstie thon,  Simikely, the Bombay market bas also in the
past gwerted active influence on Caleotza, Thiz tendency i ao fre
auently noticeable that it may now be mnsidered a oormal feature.

Sacondly, it Is 1his ghove feature of the etock warker that makes
prowineial aclaon altogether madeguats to curb priee Aoctuations amd
o eounteract the manipulative pelivities of powerful financisd groops
which are nften aut to Joot, B it is sgreed that both the bhoom of July-
August, 1944 and the slump suteequenly should biave beem kepr under
contid, it oalso follows thet ondy a powerful Cesual asthoeivy, conld
effentively enrry this oot Similarly, when powearful pools of spronla-
tors operate o an sll-Tndia seale o vig up or push down the price of
sope aclive sorip, the Provineds: Government will be abaolutely help-
I in pountoreeing such foeees, Tt 2 essential that this should be
pecognisel, ) )

Thirdly, the same iz true of the mischievous activities of company
peomotgrs and the directors and other officers of companios,  The



[ 1929 v

Provinctal Governimenis recelve reports from dofpanies, bul Lhere i3
ng eompelent machinery o soutinise delails, and even if there were in
ung Provinee or bwo, il would be ineffective if other Provinces did not
have such machinery, Therelore, i the company low iz to be cffec-
tively wsed for zafeguarding the interestz of the investing public, o
enteal suthorily = ésssen il

Fourthly, uniformlly in law and vegulations hae beoome neceasary
evab i the self-inlerest of stock exchanges lhemeelves, Do e abseoos
of uniform eonirgl By a Central authority, 0owould be fowod pricetically
inpozzibbe o carry oul urgently reguired measures of retorm, 0T,
lor instance, Bombkay wanls o inlroduce any reform in the method of
business and i that aflects vested interesrs, thore may T oo wholesals
migration of business Lo seme other conire,  Exampies of the meon-
venienees caumed In Indiz in thiz vespect have been glven In oo
mxEmasinelum placed Before the Morison Commiltes by the Bombey
Btk Wachange  In 1035 on the recommendazion of the Government
ol Bembay, the Bombey Stock Exchenge passed s resplution chat
Lusiness in two Goverament securities should be allowad for purposes
af fortnightly settlements tand not mwonthly as previouslvh  Huo this
reaniution remamed inoperative, on account of the lear of compaii-
tiom from Calewtia whore the brokers did business on the basis of
mamtiuy deiivery,  Another instanes 5 regarding aetion ageines blank
iransfers.  The Morizon Commictice, aithough decided on making
blenk trensfer a bad delivery. was faced with opposition on the ground
thet it wonld drive business from Bombay to other contres. The Com
mittee hod therelore te admit the difficulty of the position end expressnl
thisir wiew that ¥ uniformcly all over Indis is o desivable end to have in
Trdad."”

Soerious dilliculties n this respect were experencat in e I, 50 A
Teforn Ui Al of 9G4, B DHEE when the Oty ol hew York attempled
Lo bnpose o very moderate sales tax upon stock exchange transliers
anil o leence tax upon brokers, the New York Exchange prompily
informen] the Cicy that ic would move o Newark, Xow Jersey and had
actually beman e propore §an excinige building there, and o condial
invitetion was expenced o the exchange autborioes oy dee (overnor
ol Mew Jersey,  The Ciy of Mew York bad oo other alternative but Lo
regcde from the tax. Bimdlar situalion? heve arisen bpeteeecn State
agovernments also, Eepecially in Indin with numerous awonomons
Aabes lving interapersed with Provineial sreas it will be, it hes been
toand, easy Lo Move o the neigntiiring territory ahenever nn:,"rh'ing
inconvenienl is  impozed on oany  instiution.  Mumerous  recent
gxamples of Lhis ean be cited In respect of many matters.

Fifthly, divergence in priccs betweosn exchanges will also cowse
variows evils like arbiaging.  The slightest diferonece in prices
between exchanges will be eagerly watchod by speoulatora and niilized
for arhitrage Imensactices,  Such sransactions hove already  beon
gomg om in Tndia, not ondy betweoen distant mackets, Tl bebwesn
near-by exchanpes in the same town.  This also strengthonz the need
lor a lil_"E'n.t['-EI] authozity 1o watch ]:.ri_{'n-trnnﬂs ancd obther tendoeneies in
ihe natlonal interest,

a1, Tt follmas fromt the above that for the efective supervision of
the stools markst oob only Ii::g:lsluli.-'_'a'.u_f_.'r.l.l ur.lmm'.strath:un_mlmu o]
central,  On the same tolten, the supervizion cannot ba effective unloss
it oextends aver the wiole meopraphica] area of the Unwion, inehiding
Tndinn Siates, if this is poazible by sgreement.  hor can Company
Law be administered in any other way, i It iz to provide safely Lo
investinente and thus call for the maximum savinge to industry,  Only
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a Centeal authotity eould put an effective check on the gharp practioeg
OF comgaiy poacnolers al thie ostation stage and of divertors and othec
|-'|-||-'|3'l:'l1:f gl subsequent slapes, snd provide Tor religble wedermation
veganling companias o made avidlabie to lnvestars, Uiy i tliis way
voud imvesiments e omade zale and the sharchnlders be Eivion sote
Fold over company manageinenl. .

Need for an Expert Ageney, A National Investment Commission.

L2 Ewen in the Central Government, no exiaring depariment has
v CAPECLEee o nercsgary eqipaent, for hringlng ordar aut of chess
In this complicated Deld, for reconciling the powerful competing
ageneieg operating wad for keeping under control the slrong vested
inieresta which ave beon ereated by the ineston of Government in
the past. Oaly an indepandent aml guasi-judie:al authority with the
Tallsst powers of supervizion oould discharge such a funetion, and in
ks we cannet Bul follow the example of the U, 5. A, The romerkable
wiork of the Commession 1gxetchen) alowve] eold net have besen done
in any nther way,  In the U, K. some of thet work (2 belng done by
b old cstablshed body, the Hoornd of Trade ; bot as shown alove it
Lunden in respect of the sock market is chiefly regandlng 1be over-he.
counter firms The positlon o regerd to the Indlan steck market is
fundumenteily different.  Here che jine of action reguired is mame oo
iems the anmie ga frand necessary in the 17 3 AL T have glven my muosl
anclows eonshleration to this problem, and am eonvinecd thet a
Mational Trwvestmen: Commuission shaald be estahlished in Indla for the
supervizion of the eteek marckel, B iz alzo my coneidered wiew it
the =ame Commission shou'd Be chocped with the adminstradion of
the: Company Law and the capital lsswes contral, becavse only by the
co-ordinated comora! of all the three fields conid the inveshrent market
b proporly supervized in the pnaticna! interest.  Perhaps & Comrotasion
of threy membaers eoald cprey out the work, witk the help of @ eompe-
Lent =l

Dalancing of Investoient mat the Urgent Problem.

Z1. o his Bodger spocch, in Febroary 1946, the Fipance Member
i3 Archibeld Howlands) siated that che estahlishment of & MNatlonal
investment Board was under considesition, " for tho plaoning of
investment, both public and private, with a view to scouring the
Tul'est and moet advantagesus villisition of the cconsmic resources of
the eounivy.” AL that time a similar peopssal was being actively
comedered f‘r}' H. B G, Lor the U 1L, bul ewlng to practieai fifiealiics
in obtaining the statiztical data required for such delicate decisiena,
the ides of Talaneed invesiment hes heen shelved for the present gven
i 1R UF, B0, aimad ol thit theee eold so fer do wes to give statotory
wanelinn by the war-dme contral of canpilel fzmea, 1 auch iz the cass
im ik 170 B, hoeew could gmvthing in the aature of advenced planning
af investreent ke possible Inoa country Hke India wiibh such sore lack
of statlatical dats ¥ Henece e slow progress even in the comsideration
of thiz eubjeet.

24, The planning of public investment ks odesd more important
i India, and will have to be attemded to0 Buat in the field of peivale
mrastment, the need for making investment safe by the carelul regula-
tion of the steek macket and eapital Bsues and the proper sdmindstes-
tion of the Company Luw is much more urgent in the case of India,
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Wehere the varions agencies of lnvestmenl ave worlking very insatis-
factorily, a5 alrsady shoen. What s therelore moee Urgent b L st
tizht these more ndamental matters, ’

2 T fact, ene may go further gnd state that in the prezent condl-
tiome of Lhis countey, to atlempr anyibing ke g balincad nvestmeodt
without making fnvestmient regsonably sale 1= like poiilng the ot
bifore the fwas Inothe LLEAL 4 serics of measures were leken, osprs-
clalty after Uie Wall Blreet Crasi, to mabe investment safe, by tie twa
Bpcyriny Acte lodd and 18R and by alliod leglslation cuncerning
investmoent eompaties, banlropoey, publie ity holding rompanies,
ebe, AL thesy were sntrosted oo powerful by o admonisler and
s a resull fvds in than feld arg now rare amd investoent his almest
Lo Sooi-proof,  Tn the Us K, e the Board of Trade, hes been
doing nearly the s regarilng company  administralion agd lately
the shoek maizen olse The cocent repart of the Coben Comomocies:
shows Lthal the few leaphales el for sharvp practices will alss goon T
closed, su far as possithoe

26, Cleariy, our urgent task in the lield of private inveslocent 2
s do what the UL K. aad the 15 5 A have long age done.—-ts make
investment safe so chal eavings may be encouragend. This calls for &
more high-powercd body than s Maolienal  lovestinent: Board, an
Investmenl Commiission witly zemi-julivial powar over the whoa of
corpariale ennerprize and at all the stages of - cBpLal IS2UeE, cominy
promatian, undererlling, compuny acministeation, and not st e
trache i cornpany shares (ol securities as gowhole), Thiz 12 the mose
camential prebmonary Lo any attempd an plaoned ecanemic developrment
in this pauntry.

Keed for Rasic Legizlalion as First Btep,

7. 0§ the plea puot toewand abeve regarsiing the propeiety and
the urgeney of repulating stock market findz suppoct, owr Immediste
abepr men be toocarry cul bezie lemislation laking ol least the fieat stops
in reovgank=ation,  What is argently vequerod Bz For Goveriient o rass
cozplate power to regielale the stock markel. by means of registration
of sioele exchanges snd Leensing of  independent brokers, and
wro oereale o Mationel Ineestioent Commission for careviog  this
et The Conodission will bezin by drawing opo delsibel moes
Ior the rvecepaniation of the sweck market and then (after any
appeovel necessary: carty them oue. The Coomdsaion may  alio
Lok owver 1he Bdminislraiion ol e new Act for the cootrol of
Capilal Laaues, and adsn the Indian Companics Act whirh it is hoped
will moon beoamended after Lhe present enguiry by the Qomnmarce
Departrnend, I thiz way, ool anly can immediate steps be taken for
thie urgenl swork of recrganizing ihe steck exchanges, but provision
cam alsn be made for the co-ordmation of, and & simuolizmeous advance
in, stoek markel control and Uhe admindsseation of Cormpany Lear and
Capatal Izgves,  ‘Thos the whole lovesimment marcket of dhe countey ean
b ponselidatad amd maebe o snbserve the best inlerests of planped
eeonmic devalopment,

Leghslation : The Constiiutional FPesition,

28, Cenmtral legislation therelovess the immediale step reguived.
Dol the Government of India Act, 1033, does mob mention stock
prehanges noany of the twee Legislatve Lite attached to Schedole
VIL., It ks becn consirued by some that etock exchenges coubd be
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e tem 27 of the Feovnui) Lis e, Trads and Commorce
Bevanien o sramE #.  Lhis apparently s & clear caze of cmission,
: i grounds menlivned above i banking aod insurance hove
Le2en ‘lleIIDEE-Ié" kel El.']'lt:"'ﬂ.. s sho el ators ket .r].:-a"'_ng\_..;' lewe
been,

g Linder Section 103 of the Government of [ndia Act, 1534, the
Central Government could obtain the eoneend of the Provineizl Goveri-
wenls b Jogislete on subjecis nemtioncd W ihe Proviogial List
Furesuping this line ol appraceh, steps hove already Leen taken by e
Central Governmaent | FPoiznos J.'ll:-]:q;l_r:r_r_l_':r,l:: e ablais e oonsent of
]J:'u'."._|1r_:i.:'|£ Governments far Contrel tegrizlalion, amd mearly all the
Pruvinecial (movarnmenis nAvy alT'E'\'EIJ to Central ||_'\i;i::|;;\-|:_i|_'||-|I 0T
rescrving chelr vlght 1o conbrm their consgent alter the bzee of this
repart, It ls hopet thal the consent chos grven will oo gvalled of ol
“the edrliest possible apportucliy, @o that the wrgenily renguired recrg-
Iiselion MRy CRNIMmencs eariv.

3L Assurming that Lasic legizlalion may thog he cmried oul,
will thig ba B-ieq‘alillh o aulborise Lhe Cenoeal Government to 282 ug a
omnilsslon to adimlnter the Act ' Te s for the Lemizlative j_Ie-p':l_rt-
Tlenl o express an apinion on this

A 1 may however be pointed oul that o the O, & A tog, thers
izon manlipn of slock marker dealings amony 1he funclions alloted
Lo the Frderation. As the Siaies posgess vesidlary powers, they had
bien legisleling on osiock exchacges, but sinoe DL Uiy oead fo
Central action in s field became urgent,  Espaciaily alier the Wall
Srepet erash of 1830, public epiolen stroongly Sevonren] Cenral regula
tiom, and after Hocsovelt bocame PFresident, Fedeval legislion beeme
woeeiiled fact, Butb it must be poted that the power tat the Falieeal
Lovernment now use o vepulate exclianges resle oo e Croverounanl’s
gutharity to eontrol the vsea of the meils and ol varvious agencies of
Lrgde and teangporiailan in bofer-Slale ooswmerce. The Securitoes
ecnange Acn of 159534 appeals to other governmental powers also for
tedieral sebion Gsee Beciion 2 pooagsaphs Lo 41 The Act azserts thar
the prices of seeorilies are Lhe basis for determining the amount of
cortain taxes gwing Lo e United States, chat manipulacion of secertty
prices produees nnressonahie expansion and dwrechion of the value of
credic availgbie for” trode and  transportation in inler-Stete  com-
merce, and preveniz a feiv valvation of collateral [or ok oans
and obetruels the effeciive operation of the naticnal banking svstem
and the Faderal Besorve Svstem | also excossive securities apeeulation
cnd manipulation produce national emergenciee and national unem-
plovmnent and disloegrion of mrgr-Stabe trade aod commercs with the
reanlting tardens of sxpense o e nalional gosernienl

320 On the strenglh of such powers, Lhe Pedecal Government o
rhe 17050 AL s vorreled ool nol anly detailed legishion regarding the
Lende dn securitles, it has also set up 8 high-powerer! guasl-judlaiul
Bady like che 30 B 0 te adminizter ), as 1 was convineed that only
such an aulnorily coudd lmdndeter the law alectively,

G40 Mot of whal ds oentioned nothe above parageaph appliss
pr Imidin as owell  The steck market transsctions vitaliy affect the
vanking and dinanclal svatem s: a whale in Inidis glac, and affect inter-
provinsal trade and commerce also gericusly, The meils (Post Oficel
sre 1 India oo oeonbmallad I.l_',;l the Centrnl Oovernmens, So 1= the
Cormpany Law.  Whether this analogy of the 1 8 A kroldz in the
caze of Lhe Government of India Aet, 185 15 o e considered. TF the
conant reoeivest fromn the Provinees under Section 103 iz adeguates,
not only for legislating, buc for sciting up & compelent authority {o
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wdminister the low, the Central Government may take getlon imme-
distely.  If net, | recommend that, da view of the urgency of the
voatter, the Coverfinp-Gremeral's  powers (in his  dieceecion:  unoer
Section 104 of the Government of [ndig Act (19950 shoull be nvoked.
iy a declaration vnder this Section by the Coverncr-Oeveral, this
suthijent can be placed in the ronederent list,

Basic Legislation : Main Lines.

G4, In the Jegislation contemplated, the Oenlml Govesnneds
shoaeld take power—
1w vegnlare the stock morket by licensing stock axchanges
amid obher dealers in stocks ) o make Toles ang bye-lawd
for Lhen, and o sopersede and direstly administer e
exchanprs, if nead arises,

(i) o register secusities seexing Lo be enlisted on stock
wxchanpes,

LiY e fmmpress pestriciome i oudla, blank bmnsfer and other
ohjrstionable proclioes,

vivl tosdlminialer che laws thua coacted o veedy or by estahlizhe
ing a Commisson,

Jvr oo fin masgns fur sbock dealings from vime oo cime,

Cval el B Drokers” Dooky boaodit, to examine Che tinaneal
position and e call for expleation from brokers, i need
ariscs | arud

O W bevy o malea e on the sales of secuciles, principally Lov
raising the funds essenilal for meelng the cost of such
regulation.

Rule-Making.

4 Of courze, registration and liccnsing would necessitate cer-
Lain uniform fules belng deawn up for the regulalion of buziness,  This
can be done by izsuivy cules and veguiations,  Subsegquent legiabsaon
muay abso e necosmary, but it woulid b best to chery oul uch Jesislalzon
afler detaibed enguley by the Uomoosgion,  Deelsions on Dmporant
roasCbers Lke U pontiavanes of badll dealings, vhe lixiog of Cottp sy
mivging aml theie wdmimesteation, e curbing of blank trinsfors,
el will thus have w o owaie G0l che Commtission beglns 1o [unetion,
The shavp pravilees of company divceion: can be partly caclcied by the
provision regading registralion of securilles, but s will hove be be
foliwed up by sunehle egialation aml Dy promulgetion of adeguatc
rules.

6. For assizting ke Commission or other autborlts zet up, il
may he advisable 1o hive a standing Couned] of Stovk Exchanges eotn-
pu::j;.vj. of reprezemtatives from stork exchanges in diferent parks of
s,

An Appeal fo Constitulbon-Molkers.

w7, Finally, it 18 necessaey 1o streas the need or incleding stock
markel dealings in e Cenbal or Federal st in the new conslibution
ihat will seon b deawn up for India and for Pakistan),  The frst
duty of any Government immedlately afler independenee §5 altained
roust b ko lavmeh o oplan for sapdd econoiice developoent ao thal the
standard of living of the masses of this couniry, noew o low, may be
ralzed to regsonable levels, As the cepital neeced for this purpose
will have (o be raised mostly Uy oorporale entorprise, the estabilshment
of & pruperly reguiated ovestmont markes must De considered an
psgential preliminasy step. It is hoped that ihis aspeet of the matler
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will not eavape the attention of the constitution-makers, anid tha: the
tefert in the 1935 Act In fhiz regard will be rectified .y giving the
Paderal Governmant full puthoriey in regavd to the regulation of the
stock market. The reascns which perauadsd the framers of the 1935
Act o includs banking and insurames comgany W in the Fedeeal L
vt naw incline el suceessmes o nlsoe ateek market dealings abss
v the some category. Furiber, (o give (e Centee exelugive praer ovar
Comoany Taw eiel Copital Lasees and fooallow provinegs o reflace
for mot {0 regulatey dealings in company ahares will lead to serious
tmeengruities winch may prove deleterions when any plan [ economie
development iz launcho Un these grounds ehed on others already
menciened sarber i thiz chapies it hopesd LA v nesy romsnibnningg
stock market dealings: will b melnded in the Paederad Lis




CTHAFTER XL
LINES OF REGULATION —PROPOSALS.

TF it s lecided o oset un o National Ineeestewenl Cooond 23000, 05
supRested in the proviens chapler, it will be best to lesve to thal hody
the drwing up of rules and megulaticns regerding the conditlons of
registratinn of stock cwchanges aoed ouigide dealere, and the comduct
of husiness 1o be inzisted on,  Thes matiers will hove to e deciedl

In eomsmlearion with the srock exchanges. It s thorefoe proposed o
feal v this chapter wilh anly a Sew enlisnl points,

No Rigid Contrel Kecommended,

2. The need for bringing stock exchanges and antside brokers
under regulation has been stressed a0 the previews ehaplecs, Bt the
object of {he regnlation, et 12 e noted, will not e served Ty hringing
the stock exchanges cnder a pleld contrel which may deprive them
of the tnitladve neceszary for conducking exchanges suocessfuliv, As
iLds oL ser purnsse to make Bock cxchinges a quasi-Gevernonental
organization a8 in France and eldwhere we most make avery effort
to impoze respomsithility omoostock exchanges themseives lor the
proper dizehare of their funclions, the duty of Goesinment being
chiely to see that preper cepulations are accopted and steietly caeelad
auat. I axder to enable siock exchaners (o discimrege the Toactions
appected of thom, wea have o gee thet, they see properly arpanbod with
sultanle pules of bo=inezz 0 we hove also oo free tham froan e vexa-
tiote competitzon of curbh traders and free-lanee brokers, which s
lately been one of the chie! cavses of confusion in the stock market.

Re-ovganisntion A Tro-requisite.

do Upfnrtunately iz abiective eenmnt be immoediate’y carried
o, Because most o the cxisting stock cxchanges aes nnk properly
organtsed.  Some of tham have not even got wrilten rales and most of
Vher e no ifregquently stack noenforeing rudes,  Even some of the
biggest of them have o habit of waking the line of leas? pestslance, and
reaings Lo the pressure from inlerested parties malpractises are connive:l
gt.  For ¢ne reszon or ather, the governing boards are nften pob able
Leropurh the everwenoing speoudative inelinotion of embars, There-
fore, iU st he o aime fesdfe, Lo reargandse (e stock exchanges and
rewine their rules, in order to bring them up o ressonadle standailz
and Lo strenpthen thelr governing boarda for enabling them to cnfores
fheir rules ellectively, eepoctally in tmes of emersency | soeoandly, o
app'y mmnve nr less the qame roles noresard to the outside markels,
and Rdrdly o see hat each eection of the marken s allolied o deboile
sphere of trade, a0 thal wnhealthy ommpetibon oy nob Lake poase
batwean the tive

4 For cgrevimge aul these objectives, the mest egzential thing fo
i 15 1o give o monopaly ineach city to cne eteck exchange far chis bl
in theis listed seeurtiice. o those gities where ary egitbeate nead
ig felt fora secoul etock exchange with o 0Ferend Tist of securilics
tney opn slse Te given parmission o bmde, on Lhe Loes of eurhb
pehanges in the E.A, provided they alao work under approved rules
ook will net bt inin the legliimate sphere of the principal stock
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exchange, There can 2750 be room for independant £rrms to do over-
the-eountor buainess, tecanss large numhbers of compandes will nos heve
their alorks listed on the stock exchange or even on the curh exchangs.
In the UEA. i is catimated that & vastly grester number of securities
falthough not farger n dollar valued are traded aver the counter than
om the exchamgzs, and in the case of bonds, the grest bulie of trading
Iz wver the counter. Bug they must alse come under striel meguls
tione and these need not be slcicter then those now governing aver-
the-counter firms m the i K, —a country noted for its non-intervention

b, This will need o drastic modiflcation of the present position.
The prisent freedom—rathor licenee —must cowse, in the intecests of
all.  Thiz i& ke only way by which the gresent canfuslon in the Indian
stock mackst ean he ended. When an organised market working
under strier rieles compete wlth unergenized markete which are nsd
under such regulation, non anly will the busziness of lhe former be
serioiely affected bl the dlscipline maivtainesd i them will be
veakened. W hove alrepdy seen haw when cortain vigid sules were
impozed on stoedl cxechanges inowa-lime. the buzingss of the onlshle
markeds swelled at the onst of the organis=t market,  So long as such
conmpeting markets continue, it will nor te puesil’e o cRrCy out any
proper regulatlon.  We have therefime no pllernative bat o make a
drastic change in this matter.

B, The at=rve steps may he possible in che principal emdes witleh
have their exchonges gleeady.  But what abont the smaller oitiea and
towne wiere there are no atock exchanges tnocator for the needa of the
vukldic.  In eawntries ke Englaml and He'land, chis diffeulty does
nol Ariga, becalse Lhe oities gre &0 Jaroe Lial they rogross the connomis
1ife of the esunlry. Wor are the distances hebweoon the civies very
lerge, anrl especiallv g2 communivationzg are breisk apd convenizal in
thnse omimirles, it s poassibie for membar s o opembe gven oatside
the cilis. Butb in Indfa distunees arve exivemealy large and there are
rumerous  Lowns which cannet afford to have their own stock
exchanges,  Bhould darmaneg arize for stock and share dealings 1z such
tewns. this has o he met aither by focal brokers fens o vewad b deal in
wll shares irvespective of whether dhey are listed o the oearby siork
cxchange o nol ; or, in the alternative. the member fivms in the lsreer
citiee muat be al'vwed to open branches in such toamns,

Competing Stock Exchanges not fo be permiticd in the same City or
Town,

7. A= haz heen shown hofore, 2ome of Lthe Jarger cities in India
Ive many stock exchanges working n clese vicinity, In Bambay,
ihere are two exchances and in Calentta three.  Tn Ahmedabad thers
wers six gnd in Lahore alsa Chere wiere Bva, Caoe of the prine pal causeg
of eompeting stock exchanges springing up in corain cilics was that
the rules of the older exchanges were conaideced ton atrict, It iz
beliewed, for instance, that the Iradinn S3tock Bxchunge, Pomhas, was
cetablieled, beoause the new members of the alder stock @xchonme are
not allowed fo do any other Business hot trade i stocks, S milacly
in Abhmedabad which had a atock exchaner sinee 1897, 2 new stock
exchange was started in 1422, with {he special attrociion that @ admits
in membership merchants and bankers, even Lwwvers and doctors !
(e Fails to see how eweh persons oonld be allowed to tuieage a stock
vrchange,  Other exchanges v the spme oty carty onopomulbiple
trade, though stock degling i the main lne. The esclier this i all
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etopped (he belter for the Tndian stock market and for the national
economy a: & whole, ]

8 The usuel argument heard in certain cleeles, namely, that their
city i too big o have coly one stock exchange or thal a single slock
exchange canned eope with the expanding busmess of a growing ciiy.
ie af the Mhmaiest character. On April 1. 194K, the Tandon Stock
Fachange had o 1t official list 5,283 securities with & neminal valua
oof about £22000 million and in its zupplementary lat were 4579
sepurities with & pominal valoe of abowet £1200 millinn. I thue a single
etoel excherige & able 1o desl in mose than 800 scourilies wilh a
nominal value of £25 000 million:. i there any polnt I saving that the
Bombiay Stoel Rechange with only 271 =cripes i ils 150 or cven the
Caleutta Stock Kxchange with 584 listed scTips cannod cope with the
comparatively small iainezs of these cilics 7 What shall one sy then
ol Ahrmedaten] ol Tabors, where Bvo or gix exchanges vsed o funelion
within the sarme sirest or maobhulla 7

9. In fact, the stock exchanges in India arc boo small [or coo-
nomic management. If a stock exchange iz 0 work eficienthy, it
rusl have a clegring house altached te If and must have ales an in-
Foemation =ervice and ather convenlences seguived for peaperly surving
the public. Thiz mean: that the velume of busipess miusl be large,
amd there must be a large number aof member-firms and many seripe
listenl For trade on the exchenge. The London Stovk Txchange with
4,000 eoernbers and 8400 goring on its Hst ean afford to have o large,
efficient and well-equipped lastitution which could give proper secviee
to the highly investmetnt-miladed popolation of that eity,  Similacly
alsn Mew York, Parls, Berlin amd olber cltles, Om the oiher hand.
Lahote with filve atork exrhanges Las not & single exchange which
van ke considered to have e mintmmm requisiles,

10, It ie oftenm argoed that to give @ maonspoly to nne exchange
ireome ity L= anfaly to others. On e same aeound ool it be segued
That two or three compeling reilway linea must be allowsd batwesn
two cities, Tot hath these positions are eondamned by recognized
croandiic lawe., LT 10 18 wasteiul o allow two enmpeting railway nes
helween Lwo cities, it is equally wastelul and snllseelal to allow fwn
or morg conpeting atork exchanges o the same oily.  Both are abormi-
nations to be avolded in the highest sublie interesl. This view 12 held as
almesl axiomatic in Western countries, but in Indla 11 hag @0 contemld
againgt many vested interests created by the pralonged indiference of
Dovvernrment,

11, There ame alss other positive evils reselteg from such
compesition.  Tf the competing stock exchanges inoa rity work under
different sels of rales, it will nol be possthic to melotaln proper dis-
clpline im any one of them,  Whatever steps may be fakon by one
exchenge for having an ordecly market can be eastly nal'ified Ty ihe
oparation of another exchange clesely working under different rules.
Even if the rules of the two exchanges sre sinmilar, unhealthy comnpeti-
linh——-even arhilrmge—cannot he avoidad

1% The mischevoes pravtice of multiplving stock exchanges has=
alrezdr cansad serions econorle waste,  This should have heon nipgsd =
in thie bud. Thers was an oppoel I.'-I:'l.i.t_'i-' for this in Hl'.ll'l'.lbﬂ}' in 1938,
when Govaramment nfewa] a monopely Lo the old Steelk Kxchanme | bat
1hig was nob availed of, whatever may be the grounda, T is now ime
for e country o stop this abjactlonghie pmactice, Proviston must be
can be, made for (e amalmamatlen of existing exchanges i they hava
heen working with proper Tules and regulalione.  Others which are of
the nature of the bucket shope should be abolished, .
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12A. Authorfties of twn stock exchanges in Ahmedabad zent
me memoranda staling that more than ene storls exchange shos'd he
permitted in their town ;) their represantatives also me: me to discuss
this question.  But T heve not foind it poesible to medify my meeom.
mendation regamiing this matter It any woy,

Deglstration of all Exchanges and Chiside Brokers and Dealees,

11 Mo atock  exchange. cush o mackel,  aotside  brokers o
dealers shoull be permitted withinul a Yeenee. Crading in stocks ard
sheces withput such regisiration muose he made egal. ss has been
deaane in the TDEA. by Hections 5 and 16 of he Swnrites Fachanpe e,
I, Enough has besn said ghove o show thal Chis resteietion
canoot be a legitimate grisvanee o oany one. T kanking ealls for such
regulation, gtock marke! dealinga are in geeader veod of it We have
seen how i the past uonregulated stock dealings hove led to over-tradimg
and injuricuz Huctuaticns in stock pricee. This eannot be provented
&0 long 82 people eauld trade in stocka and shares and cven organize
slock exchanges without their rules helng cxamined by some super-
vigsing auchovit®. A fow wvoars agen the U B owas Lhe axby counsey
{hemides Hollandy where stock exchenme tronaactions could b careied
on withmit much resgrelation ) even there sringeal conlzol hea lately
bigan estatlishen] B the Board of Trode.

14, Al stock exchanses, curh peackels aned independent brokess
must take oul Yicenom: guthorizing theos s trade in stocks and shases,
TLiceness must be glven vmder preserihed rules which insist on cortain
sbandard pracoices being obmerved,  Oely wiiie the previong opnscnt
of the Commizgion shauld stnck exchanges suspend the heying-ia rale
or gwapend shocrt-ealiing or elnse the markel for oore than 24 s
Proper contract farmes should be prezerited amd enforeed. Fulflment
of eoatreeis by payment and dativery shoald he evforeed whaiher on
wrEganised exchanges ar in the edside marketa,  The rules of licensing,
hl'“-'-"{"'-"".".'. mav have Lo viare as hetarcen diflerent rea-liczns nf the abopls
market. A ressanable fee ranes also Be chacgoe] g e orrinal poise
travlon and every renewil of Leence,

15 Members of o registered srock echange need nob fake gur
separate licenees fren the Government. [0 i croe that in Prance amd
Japan, meinbers azowell a2 the 2k eechanees have o ke ool
Heatees. Bt this iz not necssssary in the eonditions ol Ludi.

Organizntbon of Stock Exchangrs.

16, It iz not possible in this report to give detalled rales reganding
the roormanization of the stack marlet Bules ang vegulalions, may
bBe drawn un in datail in comsnltotion with the stock ssehanpmes
Heowever, somie imporiant ponta will be deall wil: here. W, a5 was
recomtmended in Chapter VITIL 5 Wotional Investment Cooninlasion wiil
he st up 1o admieisier the faw, it fiest dutr will be 1o declde oo the

Lfules and mepulations to b anlforeet,

Should Steck Exchanges be Iheorporsied ?

17.  Ags has bean ghows in Chapter 17 some of die slock axchangnes
In Ioadia e voluniary sszcctotions wille olers—a lereor number
ere Hmitarl Lability commens: Tt hiox bean held by soan: that all atnck
exchances should b orgenised as jolnl sieck compenies ; therebsy
it. iz chonght thal ihe affeirs. of the atock sxchangs should be
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wrder somee comtrol. Thie i bassd onoa cnisundarstanding. A
stk wxchange §3 fundamentslly different [rom o olher zinesses,
Tt doez not enpags tnoany trade Treelf but ooy gives facilities to its
members to trade (in stosks and sheres),  As e-:~'5,l1*-=-. ¥ atated in their
ehjeris elock exchenges are anganised * In fuenish exchange roonts and
other [aeilities for fae convenient fransaclion of business by their
members as bokers" I 1S therefors meore like s pelvate clubn As in
tha crae of ather privabe cluke, it is necassars to reguadale the activilies
ol mambers smong lhemselves by lefintte rules anc regalations
TTenre 1he uLhu abiect enumerated @ " te maintain a high standard of
comnmiercint honois and Intesrioy among hE' rnernbiers and e pn:-r1-:|‘.+:
and ineuleate just and eguitoble prinotples of trade snd bosinees"  In
other wards, 3 stock exchange does et diveet’s deal with the
public, nor tramsack coy o bugimess in ils cwn name Therefors,
nearporating i5 not eszentbal. The body that cons the slock exchange
may he either Ineornorato o oot @it mav e oa joint st company.
or b may fwoa owoluntary gsaseintion.  Undforminy i3 nob esential in
thiz regpec:,

Roles and Resnlations,

18 Unifermity, however, is esdencial in the methols of buginess
o the gtock exehanpes and other ooestitnenss of the stack market Jeurt
g-m:"lg_nﬁ-pg independent frns, etc 1, T oacher words, whasewer may
b the natore of their croaniaption. sbork exchan GCE TInst work woder
a ende of i ifrirrm, -:-l-:a.-_rl'- defined and swrittan rules and regnilationg
approved by Governmenl.  Government must have alan the oltinate
ower 1o add, ue alter or reseind any of the rales.  Itgeay he hest 1o
proseade the stock exchanmes with o sel of model ales In che event
af wn exchange Siling o chaerre ane of e rulas, Covernment shiould
hizve the power o enforee soch rles even b superseding as i the
case of municipalities. The rules shoull peovide access o U publle
for remedies against helr memberz, on an underlaking br the polille
That the verdict of the exchanpe wil’ be accepied sithnot demar- gty
should he rm:-rim:rl tn Lre drinsacting parvics, whether hetween mem-
bers gud clivnts or helween gartdes through members 22 azonts. The
relation hetween Droker-members and theis cliente should aiso be
defined in the regulations, 20 a3 0 provide safely to Invesiors for wheose
benelit the mearket 33 provided anl even o genecal public whe wave a
Large stake in the concerm,  (Sor Chepler V. parss 30 io 39 for the
camnlinl murposes o e worker] aub in the roles)

Ehogld Mewbers Provide Secariis ¥

1RA. Certain (undamenta]l roles wvast be insisted on in e Aot
igelf an 4 concdition o Heenees being sroopied to Steck Wxchanmes
Cne of themn 2 regerdive sceuritles fo be taken from membars,
Provision fur members of stock oo inges piving suretics o sericily
and oomlributing e oa guarantoe fund exiel in 1o legialatiom of miny
coumities, Tn the recent lagizletion in 5 Alvica (Ziock Farhimnge
Cantral '-q' 159477, vt .:.~1|~- ham an applicend for n‘enhc::‘-:“-zin to salisly
Frit Fio pesels exeesd fis Eabililies o the extent of mh leasl 250
hut he haz also to neovide suretiss or secority 0 che satiEfeetion of
1l comendites of the stk eXtHATEE, N G0 ammount nob le2s than
Lonod far the dischares (during the Arst thres vestrs of s member-
shiptr of hiz bahilities: arisiog oot of dransoelions entered in by him
. in respect of etocke snd shaves.  In the easc of thoge who are alrewdy
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membera, but not mmplated the period of three years, the amount of
reeurily will be proportionate to the length of the unexpised period,
In addition, every member has alse to contribute to o Find rapproved
bor Government) estphlizhed for the purpese of secu ring the discharge.
miver the cxoussion of the member coneermed, of anv lishility of sueh
me-mhur_ um L an amount of pot leas than £30060 arising oot of any
Lransaction, eotered fiio by him o sespeot of swocks and shared
Having rogard fa the sharp peactioes of stock brokerz (o Ledin, refercad
todn paras 1% aod 30 0f Chapter VT, it may be adyvizabls moomeake 3ome
guch provigions in the rules o e gdrawen up for Ueessing stock
cxrhanges,

Ootside Representalion on the Governing Board,

18 Should the governing board have on it representatives from
onside the stock exclinge?  Opinion: have ofien been exorosscd
thet It is advartagesus e have o the governing boad representatives
of fmportant comivercial bodies amd Banks On ihe London Stock
Fxchange, theve is o such outslde sepresentation.  In Mew York and
Berling and even in Amsterdam there is precizien fae outside TE R
septation. On the Board of Governors of e New Tork Stoek
FExchange =il twe repressntatives of the public aad a varymg ntmber
of non-member businessmen.  Bimilacly four members of the Berlin
Chamber of Commerce {a seni grvernmenl orcenisetion) are on the
committes nf the Berlin Stock Exchenge, In Amslerdam. sne sepres
santative of Government =it= on the Board of Dircetorz, T & howevar,
doubtful if sueh outside veprasentalion will he effective fur counter
acting the zplinlerest aof the ingide smembers, a8 members Sram sk
gide may asl always be gvailable to attend mertings especially emer
peney el ings, the nead {for which may fregquenthy arise in the eoucse
of the sinck exchange bosinezs.  The suspension of oornered] serios
or timely action to peevent o enrneor or a haminering when i€ i3 in
gight rannot wait till members foom ootside gseemble for a aoosam
The usefulnesz of satside eepresmalation will lzrgely depend alao on
the nature of experiener ragsesaed by the oulskde representatives,  If
gultzhle persops can be found on the spot, oulside representation may
boonseful, Tt may be advizahle for instancee, to have on the governing
boards of stock exchanges one represeniative of the sharehn'ders’
razociaticn. IF any, amd of the Provineisl Government, Finaoce Deparl-
mend.  Thiz wil at least serve as g restrainingg ainence,

President.

#. Perhaps more neressary than outside representation on the
grverning boasd s that the President zhowld be one whe ean heve
encugh  independence far enforcing sules ageinet the oresaure of

pwerful vesterd interests within the siock exchange Hoar this @ i

s mmanaged is to be epreflly consldered.  Inoany cese. presidentehlp,
al least in the larmer stock exchanoes nousl be o folltime appoiniment
for & term of years andd the haider shoeld not fuoction as member
during his peried of ofiee. 1 s alza for consideration whether Lhe
appointment and remcoval of the President should Rave the sanction of
Covrprninent.

The Mew York Stock Exchange has s Chairman as owell as
President. The Chairman iz elacied by the membarz to beld offies
for one vear, and must be s member of the Bxchange,  The President
i elected by the Board of Governors Lo serve at the pleasure of Lhe



i,

- (149

Bogrd " If he happens to be a member of the exchange, he st
dispose of his membership. The President s the chisf emerutive
olficer of the exchange anl represents the exchenge in public matters,
He appoimts warioes comanltiees,

Powers of the Governlng Bonrd,

21, fme of the cruclal Bmsues connectad with the wnrkimf of atnck
exchanges is regarding the powsers to be vested In the governing board
i (nterfere in the normel operation of the merkel. A (undamental
principle of stock exchange adgminlstration is thal except in certain
clearly definable cireumstances (here should be no interference with
the natural couree of the market., Az the Morison Comeniutes pat il
“ Bvery bargain muost be regarded as g contract (o deliver or to lske
delivery of a gtated smonnt of stock al o stated price and within a
stated 1imme," and anv failuee to smplement fully auch contract on the
terms of that contract, by bona fde money peymeopt, mwst autormstl-
cally and without exception he followed JII:I}" a pubble declaratlon of
default,

22 Tha apecisl casas which enllad for interfersnce by the Beard
nf Tieectors of the Tembay Soeck Fschange forroed the subject of
dispussion by the own Committees thal enguired inle the working of
the Bombay Block Exchange. [0 8 not necessary to o info earlies
hlstory. At the time of the engiiey by the Mariben Commilies the
governing bpard hed the following powers of inlervention in the
normil cpecations of the market.

1t Poeerer Ap suspend the selling out male; )

(0 Povwer tosuspend deslings in shaves and sesuritics subjzoled
tn hesr raids

i Power 1o suspend the boving in eule

[v) Broearar ko suspand dealings in shares and seedrlties in which
g corner bas been effected and fixed prices st which
sobtiement in quch cuses may be ofecte

Iv1 Power Lo cloge the mackel o ceriges whaether nalosal or
domieslic in characler,

L. Inoregard o (D), Le. suspengion of selllng out rule, the Comne
miliee gonsidered it undesivakle to give e prver (o the Boand, because
n hear mids when prices ceach o leval Dolmar falr markel value, a
stage’ must inevitably arelve st whicli the naturcal forees of the marksat
muglh operate and cheek the downward trend.  In these circumestiances,
11 was thought unecund in prineiple o intervene in order to probect
unwary or réckless bulls, whether menibers or non-nembers,

24, The Committes, however, agreed that it was neceasary fo
give the Board power Lo auspend baylog-in of securlties when eircum-
Elanees anpear to them in maeke such suspenslon desivable in the
gormal loterest,  When the markeet 2 aohieet G Besr raids, (L cannost
he =a@d that the netura’ [ovees of the markel ceazs o aperate, Bul
when an " offective corner ” has been eetahlizhed, the notoral (oroes
do s rease 1o operale, and seltlament of bargaing con only be offeeted
st opriers which will nol b diclabad oy individeals or geonp of indivi-
dugls whe may  have sveressfully broughl about s corner. The
Clommitize, however, ponted ool thet on any stoek wxchange which
Teslizes its responsihilities, vesort to sussension of the hoylng-in
rule iz only had o very excenlional circumstances. 5o far a: My
Worigan's rernblection wenr, this power had been wtilieed in Landon
only onee in thirty vears aond that wis 1o deal with o sltustion crested
by o lemporary OoIner, :
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2% The Commitice also thouphl that in the interests of 1he
gueneral public in periods of smergensy tha TBeard should have power
Lo angpend shori-zelling in oy sorip or serips with the least possizle
delay. Ut sucl: power should be restricted to occasions when the
prncral Body of vestors tepughout Ve eonnley v (o b protected
framm the anti-secial gelivities of ameepupulons ndividuals who might
attempt in wtilize a gsave national o Intrnaticna! silualion to their
o alvantage.

i In wes the view of the Commltter that in arder to ensure
praingt any Imoroper wse of the power of suspension of boying-in and
.ahﬁl'l-ﬁclling:'. that powwer shenhl be exerciast omly with the pooevions
consent of Governmend,  Hut Uhe Doaed sheal] have (e poaer oo elnae
the market for bwentv-loue heeoes wadou! che congent of the Govern
ment bt 0F eleming i8 ascessry [or a0 omger petlod the ennsanl of
Governmant must be ol loed,

27, The zhove vecornmendatlions wers in the main aceepled Ty
the: Derprning Boord af the Bombay $ipel Nechanges 00 T whnle
they have workerd satisfactorily, snd may well be edopted By oolher
stock eXehanges,

Forwaril Deahags und Bodla

25 It hag been shown in Chapier ¥ hoar facilities For fosward
dealings have been o potent sawse of creeszive speonlacion. 10 s naol
Viaimed that speeaiation would cense by the alosion of she cash hasis
Mir d5 It gur aim fo gtop all spocrlstion ;o whon we are interssted o
It adopt a systern which s comparatively lose liable 1o be uzed for
excegslve spernlation, The lerm seitlement by the very oainme—the
jone werdod i), facilicy for diferenciong and caeev-aver oo -—
londs dtaald 1o execssive apecelation, amnd lure people to i, as expleined
in Chapter 1V, The speculaloe may by foe the ong ascownd ool =11
shopt rJI'.Lrir'u,:r_ the seime period, with the hape of making o profic out of
i bargeing, The lung pertod proveided ot Tead to excesaive spe-
culation by mershers, and when priccs move contrery o espestations,
it mey lead eithor o objectionable practices surh 83, setllemont by
pExmenl of diferences oo ey aecrssitate hod's ineadving creli
without arproprlate security fur its safety. The uwndesirable reaults
of term sebilements have heen veanad @0 Tansdon alan ceee Chantor TV,
para 7, in srite of toe peculise getnns of the Belish 1o make 1he hest
of even hod svsteres,  Ameriea therefare, abandoned the term zettle-
inenn avatatn lomg g, amd Amsterdont ofler cpreful eonsideration
deeided mo to adopt 1t

o The one advaniage of forward dealings = that it [eeititates
a large valume of trading, Chus providizz s eondlnuwous markel n
securitles in which such frade i= careied ae. T the oot when the
Indinn siock exchanges weres inoan ondeve'oped stale this has been
ofe of the motives or foreeard deslings being adopded, Tt with the
sawge prowih in the wovine” volurme of dealines aach special a1 o
lenger essendial.  This is drmonsivated by the sbundanee of apecula-
tion in the axelusivelr cnsh morket of the Calenita Stocs Exeruinge
On the Bomhay Stocl Exchanoe too, wihers forward deslines wer
Tamned in war-time, theoe wies no appeeciahle il in the wlime of
trade.  And in wiew of the Doree nersse 00 the nomber of seeapitiog
in recent pears, and the possinility of greater increare vnder o
rapidly expamling ceonomy, Vhere does not seem Do e any peed Top
anxiety en ihis seore
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di It ds frue thao the tws Bembay Committees did not recowl
miened the ahislidion of orward deatings, The Atlay Comonitles congi-
dored the atalition of Uike Ferward markes o dnestic eoody, net o Ly
permnmmended, seve i the lasr pedort. The Mosson Commilies
weained thet it has o continge under some resteivtions. The fr!-:!l. s,
D 3 Hoe Waldanm Atlay ane Mr. Marison, having beer beeaght up in the
iraditions of the Lomaon Sueck bechange, coelil nol Ouink of anythong
Stfievienl, even s Ladias They mceel] meeogrisesd (s evils, Il agpa-
vently fook il as o peceazary evil to be put up with, owlng chlefly to
Lhe undevalopen cinaracter af Lo Torlion stork markaer, 'Uhis can o
Ionger be cougadered o valid growsd for continuing a syetim, which
lends dteelf 4o andee specaladdon a eountry whers the lemplalion
to purmlie bovery stbong GrEoens a largne groap of persans,. Purlbes,
Mew TOFE s encwn by under proper regalation the wesr mesulis
vignt T abzaizend from an exclusively cosh market,

a1 In tnese cheumstances, o owasild be in the hest intercats of
Tnciz iz futuze w eataklal en exclusively cosh market 53 was done at
New YWork and elsewhore This may be g deaslio change i introdoced
shouptly @ i1 may alap lesd 1o other rescbiors. I the meanine, thore-
tore, oward deslings mav o lirmiled wooa few specal serips approe
priccedy selectad [or the purpese, Bven Chesc should be gllewed only
under sivicl contrals, and under the specin’ supervizion of the o
miggion.  Dlreder o olrcumstances shoa'd seripg of credit lostitutions
ke hanis b permiiied [or forvearl frgdime.  In perlads of panie e
vmeerhininly— ol iy owir, b poliical weed commoinel trookles Dk
Urese Thal aveuried alter Seplerihey, 1948 Dwhieh ler 2e hope wlll net
pecurpocthe [orwaed marked must be osospended after dae considera-
on by dhe Comrmission ar other authoriny apseinbed b adminisier e
H: A

Ready Delivery Coenirmacts,

J20 Whethar  the  alove recofiimendlation megarding  focwand

dagings & 1o e carrbal oul o ol the grest Dol of dealings #Hl'l-it‘l.ﬁi"
o @ ocash basls Uhevefore, varions guesiions conmnected
win it oeail foroearly decizion

B i of phem i Uhe perasd of the contract.  As mentioned in
Chapter IV, this definibion of the ready delwory eonteact s given in
1o Tnmibizy Svenvicies Conlraels Conv] Act 15 vague, although in The
old rulea af the Bombay Biock Exchangs 1he delinition is more precize,
i Hap Uhapter LV, Even more vague i Lhe deficilion of cagh deslings
o the Caleutrs dock Bxchange,  Under the rules of that exchange,
delivery ond payment ehovid be made on or after the seoond day from
the date of comeract,  How long atier = nol dald dewn anywhere, and
i vractice deliverica are sometimes dalayed  [or months, It has
tesnles heen neticed that the repdy delivery period ol the dlifarent
“enchanges o Indim vary Between o dave to 31 davs, 1 s cherefore
cezentlal that unlform relss regordiog duwe peclormones of rely
delivery contracts should be mwacE and enlorced, not anly an all siock
erclanges Bul alaaa noall secibons of te stock nuirkeal, -

3. The DIH, @40 defined a . veady tdelivary contract a8 &
“ooatract whleh st e performes By oactual delivery of, or piy-
rremt Cor, the seeurities speeified thorein, on a date not later than the
Vi day lor if the seventh day hagpens w be g heliday nexn following
fraom the date of the coanle . Bubmeguently, owing o =ame apecial
difficnaliie: cornpelaimst of by Le SQomay Stock Bachaoge, Covernomenk
agreed to exlend the period o tao weeks, Thits perpolizsbon was
pslengibly nlended to-tlde over a dificult sitwatios, but eome stock
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exchangre have ulilised this epportunity 1o relax thele normal raguli-
Bome o this cegard.  Whilst an extension of the period mighe be
qusiliable in veiy exceplionsl circumstanoes, the normal PRI sk
be smuch zhorter. Lo chis reapest, the rules and wgulations of the
Eombiny Btock lxchange prior 1o lhe introdoaction of e [0 R, 840
were reasanable (0 oot eaclier than the dth dey and 2ol ater than the
elghth.”y  If thiz mule bas been changed owing to the relexation of
the 10LF, it may be polated oot thal boib the avggizal DU
arul the reloxed rule expired st the end of Segdemnber, 1946, Iere iz an
urgent case for dmmediate tntervention by any aulborite that may
e gac upe for slogk market vegulation. The wida divergense in rules
between the various exchampees 12 .20 o matler far nrgent sestilioelion
Ly tnee promulgation of unilorm rees

Listing Regulatinons,

A5, The neceesiiy for tghiening wp the lstng regolation of oar
stovk exchunges hes already Deen weged.  (Micial guoation oo a siack
cxchenge does not guavanies the value of Ny securdy ;o bt at lesst
i oensnres w Lthe publiec full koowledge regardiog the affaics of the
comnpany.  Lending stack exchanges ke thoss of Londop and New
rork have exerled powerful imboenee on oospany  promobcrs  and

recturs by nsisling on orrinin movimem gtandands beong meintained
bar chem i e dnterest of the investor, T Wnells, someetaing lilke this
b heen dome by the Bomzay Stccek Exehamge ot most of Lhe stock
exchungrs have uol laken a Oo e W tads oeider gnd cherelor
sonne doublful mumpanies have obiained offielal guotslion oo osome of
them, Lo is Lhemsiore nevessary tooinsizt on wolorm disting reguola-
Livns  being maintsined inoall stock exchanges, lsaving anscasoned
sepurilios o prove their mettle on curd exchanges, if any, or i the
over-Lhecounter norkes,

1o weae with a view Lo helping the stock exchanges o this respect
that under the Secturities Dxehange fob of the Usa, ali sececities
listed or sseking 1o be ligted an the naliingl scourily exchonges tave o
be registered in the offlee af the SE.C. Mot only hes complets lafor-
mation regarding the working of the comgany (o be fled nucially, bt
relurns hove Lo e made from time o Lime vegacding alt ooalecl
changes in osmpany alfairs. A similar gwep 2 e2sential in lodia and
proecsion shonid be e [ue lhis inothe forcheameng cal=lation,

Complsory Morgivs.

a6 W has been shown i Chapter IV that maergin ieeding iy
pract-sed in India,  The Larger flvms skl on margring bong depoacied
tor their customers, ol eueh inslstence is not widespread owing 1o the
keen competition among the sager brekers |6 hag been held that the
miroduetion of cemipulaosy margins wond he desiabla gz o ooeans of
pravenilng the excesslve Use of cralit and of controlling speculalion
and over-trading. It le believad thal o gress degl of bosiness iz being
dape i our steck market by Anancizily weak porsons. 1F all poes well,
they canm make maney, aud some bave pmade much monay this ey,
Fut all may not goowell alweys, Pasc experierec tells us so. Tnoany
rase, iF B neressaey oocheck che excesaive usae of cradiy, and eompai-
sory maegine wre one of che means wsed for this purpoes in ocker
counireies, notabliy the U5A,
7. Onothe New York Stock Exchanpe macgin vegulations have
feen in existener for g leng dime, Under the Securities Exchangs Act
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cf 1934, compulssty marging have been nfreduced. Under Sedtiod 7
of the act, the Federal Boscrve Board is divected Lo preseribe fram time
b Lirne rodes and vegulations m respect of the sosouat of credic thal
may by initially extended and gubsequently maintained on N SecuTily,
Fur the pital extension of credit, a standard was lixed, Le, the cromdil
L e wxiended on o seeurity wWas an amounl ool graaler than, whlthever
13 e higher af, (1} 35 per cent, nf the corrent market preliee of the
sectrlly, ar (1) 1 per cenl. of e lowest marckel peioe of the security
during the grecering 6 calendar months Bl nol more han 75 e
cent. af the cuerent market price. Under this Beetion the Heoard
adopted repulption I, governing estension of el by the membnecs
of Hhee National Securities Exchange and brokers or dealers tronssel-
ing husitess in secuarily throogh such members ) and eegulotion U
which governs foans by binks for the paspaze of purchasing or carry-
e stoeks registered g MNalional Seeorebies Fxehomnge

38, While it mey b true that compuolsory marging have helped
in peducing wnhealths apeculation on Ameriean stock exchanges, they
Iz nol been effective in eliminating specuintion.  Between February,
Laf and Janvary, 1948, the mergin requimarments i the 5 A ware
raigatl Srom 400 o 1A Vel specuialin went on gil the zame.

e Althoogh the margin s primacly the responsthility of tha
Feleral heserve Board noche UseA the Seouriiles and Exchange
Comidsson has co-operated elesely with the Doard in the formolation
af these regulations and has teen conducting routine insnestions af
the books and vecords of brakers and dealers for thiz perpose.

AL In liedla, the question of marging has besn under conaldera-
tinn in Oornbasy. Mo A 10 Sheotl, o b evidence bafore the Morisan
Cormrmitier, argen] Government to abe power woperaodt forward Lrad-
ing only unider presceid ooegh cegquirements, I was ool enougl
te B an initil margin ; there was atze oeed to maindain the oacgln
AL the regquiced fevel as the transactions meresse.  He went [urthar,
amd wrged (e need for every brober submitiing dally & lisc of transac-
tang al the overnignt cloging time, in order thao the siock exchange
suchorities may see that Lhe reguiced mnamgin is mainlaboed.

41. The Commdites was convinesd ol maeging ame neesssiry,
but many of the proposed zehemez wore ound oo complicated for o
rgrkel unused 1o sneh o a syvetem, The Commirtee auggested (L) a
percentips roacgin on ihe midal bargain price. (W) an addidonal pee-
coftege margin on the make-up price at the fleat sadtlement if the pon-
traet iz carried pver, o (i [or the additional percentages as supple-
mentary marging at sach of the ollowdng saitlements,

420 The matrgin an the dnitial bergain price may e Loed al 40
per cent, amd the malntenance margin at 35 per cent of the current
mearket price,  MMargin may be aither 0 cash o e appraven securilies

13, Shomld margins be peovided by oon-mambers ooy oor by
reembers alan? Having regard o the lavgs volune of Lmnsaclions by
rembers, it may he advisable to insst on members for goviding
marging ¥ Tt 8 tre thal memBers of 2ome stock exchanges have in
keep & compulsnry deposit with the exchanges.  But such deposite are
ar peesent med verr large (Re 2006000 in Bormbey, e B0 in Madraz),
Turihar such a practive dees not obiain in meoy stock exchanges. I
ihe depnsit 3s made ootmpuizory for members and 5 the amount Gwad
upe i3 sufficientiv largs, membors’ marging ma§ perhaps be redueed
nnl altogether dispeasad with, i

44, It 2 net eacaegh o preacribe margineg for those who deal
on the stock exchange,  Safety demands thal sirict marging should
ar: prescribed in respect of banks' advances on stocks and_shares,  As

+
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thiz i= primarily & concern of the Reserve Tank, it would be for chal
autherity 1o lay daown tales in regeed 1o such marging,

: Brokers and Jobbers.

13, A vexed guestion, mooted for lang, i= whether the fonetions
ol Beieos ol Joebber shouid be scpurated. in | fata ol fustenioms grie
porturmed by e s porEonE o lden, some brokecs ave ook oniy
Jubbiers, oo ol |Ju||r:r-.=.-|'i args Lo true than an the Losdon Sieos
Demang Lneve b= a0 olear dEnciien boween Broker and jobber.  In
Farg o brokeys ace ool pesmitlesd to funeton as jolibers,  In Mewr
York, slihaugh tfens is oo |I|'-.;||'—-|_|1_ |_‘||-.-|_;|.._|_--. selweren brokers  and
Julabers, Lrgers arg dorailid restoenions wabeh worie oo the same reselis
s e e,

At T wond be o grent oonvenience i josdaors and Brokers opn
b separawed. Bol there are geeol ddtcnioes or anch REpAration in
Imgin,  “Fhere must e o oooch g numser of fsted seclriibes | the
mamiber of mertbers nausl alsi T I.:| gl and ther: muzan be o :;qui,.;:'Lgnr
numdier of memhbiers wiih lavpEe resuurces whn Bea glie o L 1 Tha
cEcleaye funetion of jobling  MNone ol thess: condhibons al AERET= LTy
ceettt 1o abtaon 1o Il 10 gy on the lapgar slools .-_1-:.-_]]511:-:,_-.; it Inedia—
thase of Blamiar and Caleuima—inl any atlempl coalid by jntacds in chis
chreesion, buan allempis 30 ter made have proved [utle. 0L oy bo
remembered that even in Lie L K. on the swock ex nangea in the
prmaler ciives it has not been fownd presible 4o CECUy oul Lhe separation,
The position of Lndian stock exciaoges 5 moode an ey pous I chit of the
provineial etsel exehunges than ahe Teomdan -;'_.;-.;-l-. Mxchonge, If
sepuialion @5 insisied onosooe of e esvchanges may bavs to close
divarm, A elesieeul division of memibere i TEeLE arel jubriers 15 ned
possihiz

Conirol of Jobhing by Brokers.

47, What ts more roquired n Lhe :l:llll.l.il.:"_'l.llli‘ll.ll:- Inidiz i= 1o 5‘_.|_'i-::|;,ll1_,r
regnoate che prolomg and desimg acoiviiies of the membeors, i cthe
interest of che putdic.  As things are oo, there 5 nevessariyr a con-
Aict of interests belween o nembers beoking bosiness and als owno
abbing. 1o other words, [0 is exiremncly diticul for o member L
tradde far Limsell withoul prejudies to the st oieresls of his
customars, This point haes bGeen urged by soveral peominent pisons
whier supplisd nmocttion in Lhe course of t];':g englivy. e remiedy
proposed is to prahibit membera rom i ading with Vheir cliente as
principals. They should not be permitiad e parchase fom clieos'
stcuTities or il their cwn heldings w thele cllents Tn the centract,
tha memher should state from whor ae Las porchased or fo whaom
he has en'd secnritiea,  Brokerape 2howld be separately staoed o the
ennirpet, whether the eantracs he for the cazh macrksl or the forward
market.  Besides rmemhiers doing | thavawant” work oy in Bombay and
Abhmedehad, and the shouneers ' of Celeutta, should be hroonghn vhase:
strict contral by sdeguate measurss, a8 tooly getivities ace posicieely
wndesirnble. One of these, s seggested by the Morson Committee,
iz the Axation of & krge unit of crading &2 J:-hl.'um<

474, In commesiion wrich the |:|m|yn:-EaL-: in ihe alove pers, -_:.3.::|-:.n
14 of the 3, Africa Bweck Wxchange Control Act ie worlh neting. " Any
stk hroker whe s Geen instrocusd By any gerson o boy any suocks
ar gfares of his behall shall net, in conneclion with the purchise of
those elocks or ahrares, enwer J]‘[L‘l ANY QrrENECmenL whersoy o lien of
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bazvdng those stickes or shares from any obber person, he sells his own
stoctid or shares to such brat mentionad oo, unless be has oblisined
his penzent therets and dizclosed to him in & note of purchase and
gale thatl ihe stocks or shares are his own®  Similae provision has
dlss boen oade o repard tnozales of seourities (ough brokera
Having vegard toe the serious misgivinge o the public miind regarding
sharp prices hy hookers, it may be pdvisahls to meks a sotewhaol 2mi-
lev prowksion in our legislation

Minimum Bralkerage,

a4k, Az the custom of euliing rates of brokerage has in Lhe past
CRUALT warious evila, a seheculs of miniroen beokerame should alse
lie fizerd anel enforeed by (he exchange, so that variations in slock prices
Letween broker and Lenler may be avoided,

Need for Special Training for Membereship.

48, It has Desn shown in the conrss of Lhis report that the lack
ol training for rembershin bas been a sericus hindrance Lo e main-
tenance of propor standacds by memberfirmz ool toeic funetioning
&2 Investroent adwisers to the public.  One way of remedying this will
b Lo inaish anoa minimam educations] qeelibeation aod Sve yeara of
appretticosnip 1 a memberfin B3 essentiel  qualifiestionz  for
mesnheraship,  Provisinos must glso be made fov o special courze of
irpining being given o those intenddng to take up o stock markel
caresr,  Wherever possitile, such fraining may be under the auspices
of the Jocal University, and may lead to o Universily diplons on the
subject, Tn Lhe layger Lodian eitiss thoere ase professlong) men soai-
petent for imparting such treining, and it ds lor the Lndveesities to
take the imitialive tn orgebnising such trainiog under (nelr aosplees
amd Mg enabling lalented young men Lo progace lor [uertlve careare,

A A few membershipz of he Lonmdon Stock Hxecbhange are
reservesl lor authorlzed clecks who come up 1o certaln stamdends of
proficiEney, aml opportunitiez are alao given 1o them {or obialning
traiving. It is esential that sueh opporiunities should be given te
suhnrised clerls on the Indisn siock exchoanges alss, and it will be
dezirphile W mralke provision for the really compeient pmong them being
clecied o mambership, 10 msy al:o be alvizalle to sleet overy year
g eertain number of the clecks lor Lhe training mentioned abave, 5o
that b the time they bemmme eligible for membership, thiy may beeooe
well equipped for dlscharging their responsibilitios properly

Holidays.

51, Apart from the hobit of keepiog stock exchangzs clised when
it auits 1he convenicnce of Lhe governing beard, there i an inclination
i have oo many holidars on stock excnenges in lndis, The Morison
Comunitter [ound that the mumber of holicars in Bombay wis exoecs
sive apd, thal this @ aged in a way detrimental o the reputation of the
stork exshange " 10 must alse be remarkel thal ine rellgions b
tion urged 18 often g closk 1o fide e el intentions.  IHules may he
2o modifica that the markes will anly e closed for purpose of holidays,
ot all Sumdiays, all beok holidays declared by the Governmesit under
Negotisble Tnstroments Aet (which are themselves too many) and
spectal Teligions holidayz cokzilered cssenlizl n the parilouier ured.
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Clearinge Houses,

BE A recommendation made by several persons is that clagring
homeses should be attachenl o all stock exchangss. There 8 no doubl
that elearng will rmake settloments easier and make for ordorly work
on the stock exchanges. AL any rate in the case of active serips,
clearing le easential if the confusion, delay and malprclioss are
be avaided, One serious obetacle 1o Lhe establishment of clearing
fwmzie: 15 its heavy eogt, Mor can Government be expecied doo incur
capenditure for thiz purpase, I dn aore two lorgest cities, the talk of
the businese colnes inlo ane stoel eachangs, the monicnanes of &
EJE'.HI':I‘:lg hiousa zhould besone seonomirel. Ie eendres whore cloaring
housas sre not available, settlemment may e dons 0 the etock exchange
balls during lxed hours uder the supervision of ils aulhozrilies,

a3, Ewen oin London, the Settlement Department of the London
Sock Exchange olears only the members” sseucitics balavecs, aod
only in thoge eecurities whizh it proposes to bhandle dor the corrend
aettlement. Trepsactions in securities net included in the cucceme
clearing list must be setiled divectly berween the members coneermesl,
1L guch iz the caze in the world’s greatest securitles markel, one canoct
see how stock ezchanges o lndia could do wvery much in lhis line at

thiz stage.
Blapk Transler.

G4, The cenzcs fop the populariiy of blank transfers have heen
dealt with in Chaprer IV. Thiz question has given rise 19 an gerimoni-
ouz controversy, Both the Atlay snd che Morizon Qommictess hawve
Inveighed zgainst the evils of the blsnk trensfer, and the latter Cone-
rafttee vecommended itz total abolition, while the former was for
strinmantly hmring te cnyreney,  The diffienltics of abolishing Blank
transler are great 1 oa country ke Tmdin with its vasl distances, dila-
Loy processes of registralion ancd meagee stalls o eonpandes’ offesE.
in countrica where epvery rompany fas an oliee ol e beadguarters
where tha predominant stoel exehange &5 loeoled, loensfars oo be
epzily effected,  Thiz is the case in Uhe I B Bl s Todis, bead olflees
af many companics are located in o distant cilles and Lowns, and oom-
municaion Detween them take a long time and invoelves muach oost,
In these eireimasteneas if the blank transfer i made hed delivery, &s
sigrresred bar the Morison Commilles it would greaily mpede e wark
ol stock exchamges and underming lignidily, which is essential for
myestment and capital formation. Afler all, blank lraosfer bas oot
been abelished in any counley ;@8 has Been held valid delivery even
be the Privy Oouncil.  We shonld devise sorme melhod Gy which the.
facilities for esspeapeculation and tex-vvazion can be grestly redoced,
withoul undermindng the lguidity of securities,

an. Various F‘1.E]:€- can be taken Ior tals FrLL o, Tlie Lizst B 4
musk Be to gee that dividends of companies are distribuled o registered
sharchaldera only,  The posizion is quite different now. Secondly, we
muat limit the curreney of the blank trensfor, sgw ta twen mnnths, and
for this purpos: Covernment rmost insist on the ase of dransfer formes
emheezed with stamp fee snd dele of iszue The baver chen will have
to tage atcps o ropister the transfer with the company within owo
montha, Uniform rules muac be adopred by all stock sxchanges in
Thie ]'I:lEl'.tEI'_. and thew will nove 1o be 's[]'jl:"'ll.f enforcad,

A, e of the factors that have encouraged hlink transfers m
1he= past B Lhe hlel stamp oty charged by Uhe Government, and the
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large transfer fors by some companies, It is for Governmenl to ses 5
botd: ihese eharges are reduced.  Theveby it may alsn be possible o
ceducs evasion and L raise ineger revenues from cthess items

Over-lho-Counder Macked

ar. Ho far, we have lealt with the organised stock exchanges
Wich as we may deziee thar trade in stocks and shoves should e pons
centrared in organised stock exehunges, there may atill be privace fivms
amd dealors. They have speeinl facilitivs i deallng with certain
clagses of sorips, especially new @aues, anl such Gssoes which for some
wechnlenl reason ar other may not b aceepled for trede on the stock
exchinges, Bspecially In towns oot served by ostock  exchanges,
ddealecs are tound 10 SpTinE up W meel the needs of local peaple Al
shiese have 1o be ramgatlsne by lieensed a5 ofherwizse iosiness = boond
o fow from repulaced fo unregulales areas, The regulation of thess
provare mackels s oesgential, seelng that serinus abusea are ramtpant
and fFawds widely vracized in thig section of the stock market,

54 In tackling such abuses and frouds, we mey draw on the
experience of both the U5 A and U, K. The wide poaers exereized
by the 8. RO on the pver-the-counter markel have already besn dealt
with (Chapler TX3 In the U, K. under the Prevantion of Frauds
i[evesiments) Agr power to conteol e over-the-counler markels s
vestd in the Board of Trade.  Swingent sules have boen deaan up by
the Hoaed far e leensingr of private dealess.  We in lodin may with
sdvantape desw on Lhese moics The [ollowing are the ronditions of
licensing in the U, K —

11 The giving of ree Information as prescribed and substan-
tialer] by a stgtutory declaration ;

(iiy The provislon of reference as prescrlbad ;

[iii} The provision of sureties as prescrited ;

fivi Undertaking to comply with preseribed condilions as w bhe
condued of rales ; and

(vF Thal the spplicant 12 not an undischarged bankrupt or has
nol been convicted of any ofenee involving Irand or
dlehonasry,

G0, U, as in the U, 5 A when any asscebition of peivate doalers
& to e foroted, L should be reglsicrod and Uossssd ag & stock exchangs,

Heform of Company Law.

G0, Much has bean said i this report pepacding the unfae gee
af the sock market by the directors and otaer offecrs of compoamies
gnd the sharp practiess Ty the promaters and underwrilers of pesw
jganes.  The evils resalting from Blank transfer have also been dealt
with,  #Home of those rvils can be rectifled by the tightening up the
Iaring regulations of the stock cochanges and by the compulsery rewis-
tration of securities o he Distcd, Bul, as guny companies may ool
eevk Dstng, a reform of the Company Lew is essential for efoectively
tackling the evils  OF oonrse, gs pointed oul in Chapier X, unly an
effeclive administration of the Inw can ';.-mdl:_ce the desired razulis,  As
the guestion of Company law reform b= under copsidecation in the
Commarce Departmant, s nol proposed to deal wich this matter here
in detail, A few sumgestion: from the point of vlew of stookh market
refarmn may perhaps e usefal,

81, With o wview 1o discouraging the malpractlees regarding
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share deslings, of peomoders and diractoee of companies, provizion
should be made for the follewing Lo the amended Acl o
(01 I fhe caze of asw (oatations, nforioation regarding dis-
tribrtion of holdings at the fima of sllatment shounl be
repovted 1ot Xatlonal Investoent Coolssion or otler
authoriry establizhed Dol atocs marset resgulanion.

i) lemedlately alier the dssue and original sale of shares o
geporata  statement  coavlaining  celailesd  oifosmation
regardlng  allotment to divgciors, their celatione  wod
Friends, and underwsiters, if any, B the porpose of
hedlding beyond the perisd agrocd to for wndorwriting
swould alzo ke zent oo the authwrity,  For such
reporting a definiie peicisd sh b =tipalated in the
At

{ill) Any chenge within a period of six manihs In e holdings
of sharez of a cormpany by ary of s diceslacs or officers
ar even tte anditors, divecily or indiveesly, should be
forthwith peported o the gafd authoricy by the secretnry
af Che company.

vivl Blagging by the divectars or other offieers of the campany,
ﬂj-:-:-..:t]:.- or indirectiy oin the nomes of olhacs, whether
relations or atherwise, should be prahibited and cven
penalizad by the forfeitore of such offiee,

tvl Any purchase or zale of sceuritics of o company by any of
ik e divectorz or afficcrs or even i auwdilors, direclly
o jogdlrecily, gt any time within six months prler 6 the
declaration of dividend, whether the seourity Iz registerad
or aeld in Blank, should G reportad Lo the ez authority
by the company as well as by the paveon coneerned with
ibee transaction,

vl Dreclavatiom of dividends shauald be comomunizated e ihe
said anchorily wud the various atock axchengos, tolegn-
phically or othetwise fomindmin me, o that i ooy Ta
pulilizhed smilanaozly o the different frade centraz,

(viiy Compitndes should Be elatoforily reguires fo submlt guae-
lerly Blance sheeis,

B2 With a view o diseoumaging biank tranzier and sllied ewvils,

Lhe follewing measuras gro desirable — )

(i1 Transfor fees chargeabls by companics should be statutorily
fized gnd should be on the game od wedoeene basis, e, IL
should oot vary smong the oenpanies,

(iid A period for completing che process of fransfor and resris-
tration of sharea by the company should be stamatorily
fizend.  Leviations or evasions should be penslissl by
a right to clanm damagra or s The pariod for teansfar
should b sp fwed as to make the Froftetions of e ol
blank transfer praciicable.

(i) Similarly a pertod for oapliting or sub-tiviston of scrlps
shonalil b defined and J‘.D:e:l.

(ivl Compantas should fzsve cirtificates In marketable lots as

. practized on recornised ioel exchanges,

v Berips inorespect ol new dsedes ol eomganies shoold e
tmsaexl withiiz a apE\':'ﬁE*.‘i time alter the Gate of sibserigilon
of capital,  (Long delays have happened in sote casas
ot the ground that prinling wos delayed.)
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Bupply of Staiisties.

fg. If the stoclk market s to serve as = barometer of buainesa
condition, the ata regarding ils werking must be carefully and
diligen iy collected nng aoudied.  Thee opeetonee of this hae been fuliy
realimsd T all silvanced countries esvecial’y the T 5, A -.J,r]-.nr_r: nnt
anly are atatistics on varions opesatlons of the stock market galherarl
it Bre ks boing interpreied fy compelent experts for e guidanae
of nvestors.  The Diw-lones averages, the New York Time:s Averages
—iheze are well-known and very much used by inveators in Amerlea,

Gd, The range of stalisties collected by the varions s:L-:-c]:'re‘.{T
vhamypes in the L2 A can he szen from che Month'y Statistbes publiehed
b the Mew York Stock Exchange,  The statement on 22Xt page = from
a recent oumber of ¥ The Kxebange 7 a menthly publeation by the
Bditarial Ofice of the Mew Yerk Stock Fxchange. It is for us to declde
what exactly arve the minimem siatistical meads and foa they can e
et

G3 Ttis the duly of the Govermment to eo'lect and pablish statissi-
cal information &t regular intervals, bol thie is only poseible §f tha
proper data ave prompd’s suoplioed by the el sxchanges.  So far,
atock exchanges have besn very reluctant in supplying dala megarding
their trade.  © Stock exchanges have heen  Leditionally resentful of
cll demands for information from onisilers, snd fearful than such
information world Jead o governmental conteol, . S5 @ resalt they
heve kept the blinds elised as tighily 2z possibile, againsl. Uie search-
Ught of pakliciiy."  Thizs was written in Che 70840, several vears ago
and this %5 far feein tme chese now. BBur 83 for India, & must be
stated that this fairly correctly represants the position today.

i Tt Is eenrial that Government should have power 1o collect
sletistics from ook exchanges and deslers. One of the conditions of
licenzing must be the sending of cectain peciodical moluene to Gevern-
ment, anl poavision must alan ke rede for the sopply of any aldliional
eratizrics that mav be ealled for.

47, 1t shonld Te a condiiton of registration of stock exchanmes that
they should supply ztatistics rogaeling their volume nf boginess weakly
o Government. Far thiz purpese cvery memhber muost e with his
=ik e'.x-:'h.fmp'e Bn el af his dailv moehase anr =1l '.'h‘jr.]'ljf'. an h‘f..:"ll:'
of the elnsing of market  T0 should gl Te @ Menl for members to
rostform o this rule nar Ine stewls exchanee awthorites 1o enllate guch
figrures inta o waelily stalement. Mombers who sive wrong iofarma-
iz or meglect. (his duly must he severely penaiised by elock exchange
pulboritiez.  If stack exchanges are essent’al for the Funstioning of
nur eronamie svstem it s egually esseatind that Deerernment should
b alale (o chasrve goouralely the trenids of huginess from tme 6o Linwe,
gl dn these clrcumstanees, any neglicence nn theiy part must ke
considersd as hiphly detrirmental e soelsl inlorest,

A Bules Tax on Security Teansnctions,

8. For underkaking a proper eezulation of the stock market on
Y Inee. funds will be required. 10 3 bt faire that such funds should
B vaieed] fromn the seenrities tracde and not from the packet nf the
general twe-payer. No doutd g part of these will come From the lissnce
Iees Tevied from stocls exohanges aml outslde dealers, it this cannot
be adequiate, Furither, so widdesiead and  Imoortant 3 huginess AN
slack market has a thaly b contelbute 4o the Foneral revemies .uiJ:LI.'I.'
from whatever ennlribalion it ray be making to the ineome-tax snd the
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mear capital geing tax.  To eouncrles where evan norsssiries e 'C;i.‘-"-ﬂli
by means of o seles (o Wdrn-overy tax, thers 55 atealutely no justifica-
tion in keeping shave transactions Cree om such tax. Rapecially, if,
oz has been recommmended above, Uhe eanslar dofy is 1o be loweered,
there bs every justifieation of raiaing revennae In gomme olher way.

G, Tnomost Reropean counicie:, & 0rn-over fioe s vaissd an stoek
market dealings and this brings o faiddy large rovenue,

70, L herefore, recommiend thit g "\-.I|I.-‘"C lax on share frangactions
el be lavied every time a serip i solbl.  The proper soaceduee will
e for every memher of the stock exchange oo submit a list of nia
galoz overy cvening o the eommitiee of the stock exciange with 5 full
e.:u-:-un: of tax 63 fixed by OQoversunent. The tex may be Jeviad at either

Lol the muarket walue af The shavee 2obd or 2% on the gar value of
I"1¢_' shares whlehaver & hiceher,

¥1. This iax max nok by regieded as secious busden and will '|:lt'
passed on to buyers fust g sales G is nowe possed an. AT arvantage
of thia tax 12 that it will alea be a curh upen seelalion bol o premiom
on vaatmeant.  Uhose wha apeculate an shares will hawve nopay duty
several dnees over and over agatne but the investor will have only a
light burlen, AL e same time the Durden on the speeulator 18 not
hewvy enoagh oo disconrage him all LT 1ET I I.".Elﬂl'l.‘ll‘i-' I Ay Zervg
i an elagtie soures of rovenoe, OF oouarse, e G will bave o e lavied,
nod only from membars of the stock exchanges but also [eom privale
dealers,  Bleict provisions will have we be made (o thizs in the ragula-
Lino af the aver-thecounler markel.

TR The exacl viell of s fax cannet he EFa.i.T’I-H‘-Ed. bt in the
yetrs RS and 196, when soecolation was at itz height this milghe
have vieltad many croves.  Whatever he the vield, 5t should et only
malntain the egtahlizhmen: vequived Oor contralling the atoele rmarket,
bt sheralad alse make o contribhution w the penceal rovenues:

Conclusion

T3, Tt may he eleae from the foremning that fur deciding on the
various eomplicaten ssues connected with the regulation of the slock
market, a high-powdened semi-urlicial 3|_.I'I'|,'||_|I1.' s reremmended in
Chaprar X1 will bBe essential.  Tn the albsenee of aoch an awthnrity.
neither the (:nwtv L Gewvermment nor tre Peovincial Governmenls will
b atele bo tackle -term.lgl:- the meny hlemiishas thal are wow impeding
thee prover funciloning of the stoecle markel. Quick enguiries - and
prompt decisiong and g Grm determlpation to carry ot the decisions
will be neceszary 5F regulailon & e be real @ anly o high powersd com-
miegeion like the S F.0. of Amerlea can effcctively carry oot such work.
Further, the stack markel cannct e properly sesnlaied sithond b e
gaMe time hringine under M;.‘:"..r on the |._§_ria valion of oo,
cppiblil Basines and t|1|,=v as 'Irn||||' Lralinn o I' woinany AW g2 g whole,  Thiz
Tes been made amply clear in severnl chaslers teapecally IR
W oand XD There = ar present a1 r-::-.'.l il of capltal 1asues, bk S
wegrs’ experienee of that coatral has shown that of our ebioetive is o
:"'I1'=I,:|1'-E' sife nvestiment mrl It bl .|Lh.|:‘. lent ravinges Intn incdpstes
a1l not Tr_e?el'- to cantreal inflatlen, a8 in war time o granl dedl mons
than has hitherts heen done will b= necessary, anel thisz wounkl invalye
more svsletnatie contmal holh af the capital dmeae stage ol subse-
{|-_|4:-||:]1. Shmllardy the dnadeguacy of the preseal seratiny of oom-
panies Anancial condition has alse ‘heen mede elear, 1t s certain that
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a contral of one stage of the Investment macket alone 8 beund o be
inefective.  If any ronirnd i -to he attemprad. it muost e a compre-
hemaive oo covering the differant stoges.  This is barne out by the
expericnee of other countries, nof only the T7.5 A, Bac the U H. as
well. This Later countey which hed long been depending on odaaez
faire has at last found it necessary nol anly o oregulatwe stock market
but alan to intraduee (uller conteol cver the registeation and subsegquent
aepivities of mpaniee,

T4 I e Groe thal corporate enterprlze has nel made such progress
i Iredia ae in the T2 B, or the U, 50 A, India is sl in U stage of
bailding up, bul this fact ofers no justifleation for noncinterfemence
On the other haned, it sopports the need for regulation, sseing that
therehy this comantrr eould aveid =ome of the baneful developments of
cther countrice which thev sre now strogpling haed o rectify.
Further. it da eazder to regulate (ings ol by inllial slages - afler veated
interesds have sproad theic lenlaeles it would be extremely difficsdl Lo
reciify thines in the aatlonal fateresl.  In dhe UL 50 AL the Serurities
Exchange Commuiseion had o varey ot g relenblass Tehl amainsl power-
Il wested Interests and This has invelved 5 grest deal of unplensant
labaur,  In this conniry, investment In eorpossle enlerprise 3 56il in
its earcly stawes ; and @ i3 =l possible to mwake Lhis lender plant go
grawe i Lhe Alrection wee want withoot e2ifing it in o hot ewze. Tended
In 1hls way, the plant adll geow to the fullest stature and vie'd the hest
froitz and mwost abundantly.  Thizs ie the juacification for the kind of
regulation recortiended in this report.

Th, Although corpeorate eneerprize has not vel develaped to the
extent indicatend by the resourees of this countey, much progress has
lately been made and az this hsz been going on withoot any real
regulation, vesled interesiz are under formatios, if nnt slready buoilt
ugy ax will be clear from many paris of this repoct,. These interasis are
ligelv to feel keenly the tnirusion of Government into a Aeld which
haz za far Been left to the free plav of selfinlerest, But we most
conatder (he mational interest as owe prime coneern ;s 0L is not faic to
allow the self-intores: of a small croup of individesls ta =stand in the
way af changes whish will beneht the moch larger aroup of eavers
gnd investors and of corpamte borrraers—all these heing elasses in
whom an expanding erngmy like ours muost he vitally  inlerested.
Furlher, i this i3 not done ac this slage, there ave chances of mam
dragtle steps Being found neceazary lalee,  One fears that, iF the pre-
gent trende are any Dndication, the very exlstence of carpamts onter-
priee mav be mperilled if the country eommes amder the control of &
more radical idenlogy. Tt i therefore wizer for cosporate enterprise
ta entte under tegaoneble dizciplice now ;) for, therehy there may be a
chanee for it to survbee, while athereise, it runs the risk of being
stifled.

T8 Furiher, although 8t the star some straing and baedships iney
he caused by the introducton of regolation, fte long sun results are
bound in ke much more favourabla, AL present the benafits arising
Erot the existence of an aetive and contineous meckel go very laroely
o the gpaculator and dnvestor, On e olfier hand, it often Inwives
genilne investors inoserioog Joss, To the investors what 2 really
hmportant s oot excessive astivity and percfect comtinuity, buat cloge
conformelty 1o seal vilue, Thorefore the spercial wleading made for
exeesslve activily In csrtain suhaidized Apgerican writings and their
Indian wersionz mnat ke taken with a grain of sall.  The reforms sug-
cested I thizs report may Belng aleat g ahehtlv less: eantinuous and
lees mercurial market, They may voduee sEghtiy the eesy profits now
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veaped by speeulators, bur will encourage genuine investors mnre arnd
more to put theic wnmey inls corporate eoterprise.  After afl, © We
do net want markets for the beoefic of speculators, bat speculators
fur the bepefit of Markets™

T7. As has teen explained in Chapter ¥, te direction given 1o
the fow of savings thenugh the process of evaluating sceurilies @ one
0f the most essential econcmic funcilons perforsed in o capitalistie
mniely.  The mechinery which regulates aueh o vital lunetion canmol
he lefl Lo be operated in the scifish interest of specalators; it is the
Government's ducy to regulate such machinery in the nighest national
infegesl, The conlinued peglect of this duty hes cauzed  serinus
economic maladjustments o this country and has proved injurious
to the public inferest in many wivs,  Especially, if o planned economy
is wrder comtemplabion, 0 wonld e opsale to Jaunch it without a
careful regulation of the investment macket, T 8 hoped that the
urgency of such acltion will be fully reclized and thal o svstem of
elock market conteel suited o Todla's oonditions and reguirements
will soon be devized and errried oo, o the best interests of our nationa)
ELONOILT,
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CHAFTER XTI,

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS,
Chapler I. HISTORY AND PHESENT pPOSITION OF THE
ATOCK MARKET.

Although the firsr stock exchanse i Indis wea stgenad in LET7,
iy thres rithes in India had stock axchanges, in 1000 Sloce then
progress has hoen saphl, especially ducing World War 1L roday eigitt
cities I Br Indla hove exchanges cand tve in Tndian Sares, and the
nuiher of atork exchanges i He India i 18 with s iotal meentseehip
of aboul 250 (Tams 3-24.0

The stovie marker o Tedin is gt prezent in o confosed eondilion
T many of the leading cities of Tndia there @5 strange medley of stock
verranges, sleeed markeds and imdependent lemes, 2l competing with
rne atdther for drade in the same scourities—a siteation which sl
srize ancd will mot be lolassbed in sy clv el country todae, Nor s
vach oty aonfining 22l 0 oo steek exchange, as s the seongiised
cuatom in Borope and Aaert iv owo Indian vities there are g2 many
aw Uhovr or four siock exchanges working ic the same strect or imolin .
Lrading i the same securilivs and comoeting  with one anocher
Anoiher amdesirghle featire is that eoveral of Lhe stook exrhanges
permit trade ool only in ztock ot alsa in bolliog and commuedifies.
therehy cresticg seviops complieation= 1Parms 23 o Q6

Chapter TI. CONSTITUTION AND MANAGEMENT OF
STOCK EXCITANGES,

Hioel: corehangmes o Ladin are cithe: undncorpoeated, private regls-
Teres] mmsocintions as in Bombay oand  Ahoesdabeds oy soinr suack
compeanies ke the Coleatta Sock Exchamgz', While the memmbecehip
ol fhe furmer 33 gequived by the purchase of a cand, the helding of &
shave b5 oessential for the membershin ol the Lalter.  The liab@lioy of
mogt aof the company exchanoes i lmoled by eharees of bwn Dy
guaraniee.  Thoeme are certain pecillar features attaching o L shares
of ‘he stock wxchange compendes,  Paras S50

alhthougzl sonee of the member-frms in Bormhey and Calewtia ren
hald their owa with stmilar firme o Looidon or ®ew York, che greal
mafority of mernhera of the Indlan stock cechanges ace il eguippel
lor diachavging the hesvy rescan= iy felling on them as beokers,
andl as wvastoenl advisers af the nublic. (Para 170

Members of Dndian slogk exehanges ace nol divide? into brokers
anel cobbers, and eforts in the pasc o ralze up g class of iobhees have
not surceeded.  1Paras 21-25000

Aome of the members on the Bombay  Hiosch Fachange do
ternvani work - cheir Masicess is of paeasiticsl nature aml causes sxors-
sive specnlubion.  t1Pam 240

The speculalive practiors of remisiers o halbcommission o men
hive also hrovent the siock ke it dissepuie, 1 Pava Wi

The manzging boards of stool cxchanges are elected mce o year
fiomz among the mermbers of the genergl bode, On P Caleotiy Slock
Fachangc separate seals are set apart lor Rdreopeans, Marearis
Eengalees, et Thers is no oontside represectation vaan the RS LR L W NIRRT
tewids of stopl eschanges except  Mwdershand Stock Exchanse:
Clabes 27 ooed 280

Lamplcatad problens have arizen in conmection with the marnge-
ment of eompany slock exwchanges, duy chicfly o the dirertoeate of
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the company being alen Une managing boand of the stoek exchange
IParas 28 and 50 .

Only pwn stock exchanoes in India have well-defined and [ully
wrrilten pules aoproved by g Government. Others heve rules drvwn
up hy he dirsciovate of loind stock companies.  Thens are yet olher
cechanges with pactly weeitien s pactly snwrilten rooes, Catslde
viarkets work entively under convention aml wsiges,  (Porae 520070

The listing regulstions of the Hombay and Ahmedabad stock
cxchanges Bre Saivly complete, The Caleatts Seeck Exchinge has ala
gui some listing regalations. In the caze of other exchanges the
sernrities to ke traded inoace decidel by the governing boamids
[raras 38410

Chapier 111, THE SECIUMITIES, THEIR NUMEBEER, VALUE AND
IMETRIBUTION,

The data availabe regarling Indian secoacities are inadoquate, as
no o ofmanised  efort bhea besn made e eollact and on'late chem
svalematicsly.  11Parss 1 oand 20

The noblie securitles traded in the [nolian stock markel gee the
Central Governmsam Loans fnon-terminable gnd terminab'er, Provin-
cial Coverpment tnins, Municipal leans, Port Toast o, Tmprovement
Truan lmans Indian Slate oans, ele, (Pora 40

O the 14830 companies working o March, TB4:, with 8 juid-up
capilisl nff He 28807 crares, anly issues tordinacy, preference, gic) nf
shoal 112 eompandes are listed onoone or the other stork axchange,

OF these, 1007 eamopanies (1506 issues) heve @ paid-up capital of
He 27040 erores. 1 Pavas o6 oand T

Um othe Celewtin BSteck Exchangs sre lsted 864 [zsues (0f which
B35 ape ordinery lsauess nf G20 cnmpanies. Too recent years imrrease
haz been ehlelv in regecd to sugar mills, elactrical companiss, s
cellaneons. ol (Paras 10 and 140

Hinee the onthreak of World Wer L, securily prices Rave risen
ahout four Times, the highest riss being i collon fexliles abares, jule
shares, engineeriog shaves, eoal =hares and chenrical shares.

The asgregate values of seeuvities, whish stoml ot 557 shove par
valoegal Lhe onthreak of war rose o 430670 shove par values in the
middle nf TG, el have sines Tallen greatly,  (Pavas 16-190

I e net sl lnle coosdale bomar the owmersnip of aecurikios 15 distri
bpieed betwesn diferent sections of the popalatinn. But it is certa’n
that thew are held mostly i the barger cities aod by husiness or pro-
fegsiomal elasmes,  (Peros 19 andd 200

woocenbl, more men of limiter] dneomes have come ta nnrn seenr-
tiess lately, bob one accurate data can be gethered  regaviong this,

(Pava 210
Chaprer TV, OPERATION OF THE SECURITY MARKET.

While the siosk exchanges of Caleutia fexecpt oue Lahore 150
Nagpor 2nd Delhi voaline themsolves twocash dealings, exchanges i
Meambigy, Almpedabad, Madras and Cownpors gl ope COTMpENY ©X
erange i Caleatta perean botl cazz and farward dealines.  The ourh
inarkels generally follow the svetem in tha neachr sink exchange,
{Pirrae Gt ’

There dre divergenoes betwesr, slock oxchanges in regaod o the
r'g,'.TJg:JF:L ol tuziness, whelher vealings ame casle or forward.  (Paras
i2-14.}
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Memos o noles are anhatituted for farmal contracte aml Lhis Tas
Ted to L evasion of contonct stamps. The arsmgement whd proee-
dure for setlement arve found o vary betwaen exchanges,  (Farag
20 wnd 27.) )

Frovisdon fur clearing now exists in Bombay and Ahmedabad
exchangss and evern there (o some seenrilics only.

The practice of iull obixine on Indan stocz exchanges, o Ahs
cage of forward dealings.

Transler of seeuritie: in India tnvnlves expenditare ar every =Tage,
Trw way ef stamp duty o Government and transler fee bn ke rompeny,
This has brought sbaut the prevalainre of blank transier which s the
recognize] proctive, (Pavas J-HL)

Margin trading & wile y prevalent on Indian suck esclinges.
s Paras 47-51.0

Chapler ¥, SECULITY MARKET AS IT SHOULD BE.

The stoek market & o= eesentlal coneomitant of che capitelistic
syatemn of economy and can be heipful noglving mobility 1o the pro-
perty rentesenlel by arecks and bonds. A well-regnlared  etock
arket carn alen serve ag a haroreter of geners] business conditions and
panle indieate P sennomie prozpecis of the different industries in the
country. AU s also necessary foc the raising and management of the
frabtic debt.  (Paras 2460

Stack market gives soemrities the marketability and priee contl-
nuity necessary o gerve the need of investors.  (Pares 51000

It can al=o eaveecily evaluatle sceurities aecoeding o their nvest-
menl worth,  (Paras 11-140

Security market con provide safetr fer oand oquity in dealings.
IPees. 1.0

1t ez alse induer, diveed and allocate the fow of savings o the
st productive channels  (Paras 15-2000

Epeculation iz useful in meking the stock merkes to periorm the
above Fungtionz. Only by speceltion can a large and oontinuous
waluine of frensactios be nrovidad,  (Paras 21 and 220

Hut the importanee of gpeculation has been exaggarated by g hoat
of American writers, many of whom weate to Zusthes Uoe interests of
Lhe MNew Vork Stock Exclhacge, Thes deas have faund chedr way inln
Indla.  (Para &1

Most of the argumends used for justilying speculatlon in connnoe
ditigs are mob anolicable tp speculation in stoek,  Seck dees ol goow
itke corn in fAclds, subieet 0 wenher ooinlitions and is oot markeied
in eartpin seazons and nead nat be rationed for the Benedt of consumars
r fimee of avomcity., Speculation it the stock market atands on moee
slender grounds,  (Par 240

Bpeculathon iy liable 1o e misused and is frequently misuged by
the aetivities of wnscrupulous manipulators and ighorant ' oulslders”
gl the rasuldl has keen win‘ene and sodden ductuations in stock prices
and thus all the olfects af the stack mearkel mentioned abave are being
defeated.  When speculation this rena viot, il may have serious re
pereuesions un the eredid svatem and on the stebility of insiiutonal
investors. The Wail Steeet crush of 1920 aed the benkine criss of
1Ga3s dn the T 20 AL demwonsteale the fetal eesoliz of enisdirested
sperulation.  Paras 23-3000

Epeculation has thevefors o be corciuily contro’lad in the puhblic
interest and stock moarkel reest B2 a0 regulated us Lo prevent specn'ation
fromn rohndng rind, (Farn 310
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Hivwr shonld (he atock market funetion in respect of legal position,
membership rules, eonducl ol busingzg, hroker-customey rolations, el

(FPamas G240,
Chapter V1. SECURITY MARKET AS IT IS

There his teen widespread criticism of the working of the stock
mancket n Indiz. Uhe peineing] cotcism s that wild Quelnationg have
talken wlace in stock priees and have this defesled the purpose of
sipezufatiom.  (Para 10 .

An in other sounteies, there 18 an incligation on the part of sloh
pxcnEne auinorities, when things go wrong in (e market, 0 throw
the blame omonolatders,  (Posas 2200

{21 Stock Exchanges,

The main defact of the Indiasm stork market 35 in the syalem of
soxlilemant i foree —difforencing, and postponement of conuract by
Loella. These Tead Lo exeessive speenlation and over-crading, (Pera G.)

Taagy eredit fucdlitiez in the foem of margin trading, ank lransler
sl indisorimingte advences of money by certaln Banks amd mooney
Irralers alzo load o vver-epoonlotion and endlanger the eresdit sbrueture.
L Paras B-1u0

Private compromize hes Doen g 2eriows couze of overspeonlation
cn Indian stock exchanges  (Para 1100

“Fun through' hismess prevaent an the exchanges, has horn a
potent cpuge of manigaiations and has brought about virious ather
vwils,  (rarad 15-13 1

Altrongh hoth vasi and forwand maclers are subject o gpecula-
{fom, 0L van beeome exeessive more esslly and i more Hable o get aul
of combral, it the forwand market. | Paoa 18

The exczesive spesulallon on the Bunbay merket cnnet be dis-
saclated from the forward dealings practized there,  (Paras 57 and 180

Safety for end equity in dealings hag nol feen provided for on
noat exchanges I Lodis and this has greacly undermines the wzelol-
nesa of exchinges.  (Paras 20-700

Most exchanges in India have been lax i enforcing their pules.
The Caleutta Stock Fxehange cals (op mueh eeform o Dais rEspesct.
(Para I4.0 '

The FOVETTIINE boaeds of snock q};;:‘ha]".ﬁl‘:'; WrE HE-I'IE["&“}" unw icldy
sl inetfeclive,  (PErE. B

_[h,'_c-.-m-l._'f_pln:;ﬁ, it cannaot b denisd Chal the slock brarkes has helped
in maintaining continlou: marketabilivy 1o o eerlain nurmber of sacied-
"_llf-'_-_ althowgrh tnis has often been at the expense of oorrecl evelmatio,
11Para 27}

(b Blreet Markets,

Thir straet markels 1corksl have great’s expended thelr buainezs
in recont vears, although they hove ne legel status, nor competent o
evercise any dlEcipiine.  (Pums 2R-50.)

Slreet markets have been grestly instrumental in fowering cpm-
reereial morality in the stock market. Freodolent praetless shound in
them,  They have greatiy besp instrumental in bringing about rapid
fuctuationg fn share prices, and in undeemining the disciplice in the
erganised glock merker. (Parss 32-37.)



1o Duiside Brokers.

Dutsitfe brokers heve alzo captured & grest deal of husiness in
recent vears,  They have collected vast funds and hove raped in s
lavee nurober of personz into stock merket speculation, Paras d8-400

Sormee of the owteids Brokers work ag aoeniz ol =lock exchonge
mersher-dlrms, 1 Para 4490

Thesa guiskee srobars often carry mon manipulations in che stack
markel. By cheir sharp practiees. chey have maloted many ivnoeent
penple of their hawd earned money. (Paves 46 and 470 :

Wany af them carey an speeplziion in comemodicies: as swell as stack,
el Ave able b make large profies b pueming feom e ooe ta che other,
aceoriing m mmediae prospeots. They alse oy on arbiivage tran
saletions, oV Pirs 48R

i Maonipu ations by Outside Operntors ineloding Compao s Direciors
aind  Promaiers,

Manipulations by ooEide opesiion: have baen comnten in Dindia
The fast caanmiple 5 othe [cian leons sSaee baone oo s sepa
fndoaand 4o

Cotipiany  pramoters  have been defraoding the poblic by
Selagging Toin one Lovns o ainother Prices have teen poashel oug ;':r
oo 1o Ewit e nefarnns deslana,  CParas a-ie ) '

They bave alse employed varione deviees w keep viling power
in their hamds el o dndecmine vhe poaweois of the share-aoldors
P B2,

Dieectors: and other officers of  companics have Teen wsiou
Vinswde " intormation lor spcv.ating peotitably ja their .-.-;-|1]:.;_|-_-_-_-":
shaires Lo The detviment of the investing pobtlic. Paroe G )

Chopier VIL ECONOMIC RESULTS OF THE INDIAN
SECURITY MARKET.

T jueiplng wihether the slock marzel in ok bees Talfilled G fuse-
tions, we have to study first the trend of secarity price Fuctuations,
A stady af the price dota diseloees the preva enee o1 7 wide armad weilil
Auctualibeng in stock prices,  Pluctdatlons o India oane Joaml Lo 2
ek wwitler Lhan i other countres, 1 Paras 2 and

Ao anadvsis of the ageregate prices of ten leading decuriiies shows
that, prives hipve benavead erratically.  1Paras <-s.

The: effect of price Huctusations i ekt exemplifien] in the perosd
afler World War I when o boom in stocs pelees wes Toolowed by oo
slurmmp. (Paras B-110

The vialenee ol stock morket fluctuations in Tralia calls foe speeial
comrern, CPares 18 and 140

Thers i3 no propey 3afely for =iock market dealings o [ndia noe
eOuity Delwesn parties, 1Fara 151

Tt s also dewhoml if the stock marketd hos melped in fulfilioge the
funelinn of directing the flow of savings inlo The most prodociive
channels, (FPara 163 :

Larme fonids haeve in secenl vodrs gone mbn 0Nt smack enlerprise,
Ter Ttz 15 T s Irpressive [Evings eogravil o the visl incense it money
imprmaes inowar yeara, {n the ather el the sharge s Lees ol com-
ANy prammulers and dirercoms and exvesslya .'l|.|l.'1.l.|uliil.l'.|:_+ in s1ock prices
have discoummged nvestieent o eorporate  enterprise.  (Pavas 1V

gl 18
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Epeculation in the stock merket has heen polent faclor in the
nllatbemary  2ftuatlon i India in war-lime and  after.  (Poaras 18
and 21}

Rark advaness for suock dealings have greatly ineressed o recent
veurs ; the banking crisis at Caleurta in che middie of 1846 was due 1o
tan likeral ndvancass on atoeks,  (Paros 31-24.0

‘ﬁ."'.dl_-e:prmﬁ tax evasion his Leen poing on 1..'|:'|.df: conlract stamps,
rranafer stamps and ineome-lad, (Panas 252000

Toe thie resull Uie stock markel in India has falled to (alfll 1o any
reasanahle sxlent the funcliong which are axpacted of it This iz chiefly
e o two causes, namely, leek of experience gnd ireining among he
great majority of atock brokers and & general eraxe for speculation and
gatmbling woong esrlain classes of people o this country,  Even those
af Tharm whio Bave talien lately to JHE[UELI'F have not shown so much
irtorest In making production eficient as in prefiting by clever com-
pany fleatations and speculative shiare transaclions,  (Paras 30-340

Chapter VII. SHOULIF THE SECURITY MARKET BL
REGULATED ?

The sholitbon of stock exchanges or even of all speculation is not
advantagesits s dealings are bound o g0 on unvepnlated and therelore
mee harmfully,  The only allernabive & owise repulatlon. (Paras 1.4

The oppasition to regulation om the geound that it iz an mragion
of private righte 2 unjustified, having vegard to the important e
percussiong of the stock market on the banking avetem, credit strie-
ture, trade and commerca and general economie secuTity of tho country,
The stoek markar 19 a berometer of general hosiness condidions aod iz
a powerful influence both g2 a depressent and as & stitmalant of bust-
ness arlivily, o leave in private hands, wilch means in the s
of speculaiers Liemealves, an institution eo cboesly nlesmeshed with
the gears that dedve the wheels of industry and commercs 3 a serious
oridseion of pullic duts, {Parea B3]

Anothar lime of criticisrn i thal GQovernment s oot propesTy
gqu_i_Pl'_u;:-ci‘_ for cxerciving intelligent contral. The e diveet to this hasg
bocn given by the cotetpnding evecess of the Secordties anl Fachange
Comprnizaion in 0 2. AL (Faras 10-1:4)

A third argument ie that steck market control will hit indwacry,
capecially Iin the undeveloped state of India's economy. Yet Ja
cslihlished steier coneml over the stock marker 83 early as 18493 when
the ceonomic developmeant of that country had only etarted. A regu-
Tated stoek markel woulidl e great halp to earry out o healthy economie
Aevelopment.  (Paras 14 and 15}

Steck exchunge aulhoritles faveur contml, provided, of eourse, thie
control 15 on oadsice brokers wnd stesel markels and manipolators m]y.
(Haras 16-100}

They forgoet that stock exchanges also Dave blamishas,  Clearly,
some Central autharity s paeesgary [or preventing unlicenssd pereons
or bodies from maintaining sloeke exchancges and [or ensuring o nea-
somehle uniformily belween exsting stock dealers in repard to rules
o1 hsiness.  (Para 2000

In the present clecumacances, Government re Hon must go
further and tone down the exceszlve orice fluectuaclons, especlally in
times of panie and political uncertaintiee ae lately witneeeed,  (FParas
21-28.}

The ultlmate aim of regolation must be o make regulation wn-
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necesssry by steengthendng  che  inftermal discipline  within siock
excliangas.  (HPara 2700 :
Guvernmant regulation in Bombay sinee 1028 has been inelective
gweing to serioud defects i the low ond the lack of o compeiend
suthority e administer it efeciively, Tars 28 wnl 290
war-tima contrel of forward deplings wnder TLLITG 940 has bwen
even more mefdeetive meing to various cavses,  [Paras 30-220

Chapicr IX. METIIODS OF CONTROL IN OTHER COUNTRIES.

In ather pountrics also stock maraeis had beep iz the pase full of
blezmishwes, but fAvm sedon taken by Government fas great!s rectilied
itham. (Parss T oand L)

I Leondon the vepulatlen s larpely conboed o outzide deaslecs
whese sherp prectlcee bad In recant vesrcs avalkenl] publiz ericicism,
There fas not been aoy need for stringent wgnlsiion over the London
Siock Bochenge, but no oiher connlry is o thls respect ahle o folioes
the British example, (Paras 5-7.)

Ir Paris, the main stock exchangs (Parquet) 2 almost ke a deparct-
mreat of Government, members being appadee? b the President of (he
Hepublic gnd the managing board working under the supervision of
e Minkstey of Finawee ; the sopervision of Qovernment extends alzo
eyver the curb macket amnd the foeo moarket,  (Paras 8-120

Lz Germmany slock exchanges ame subjoet to very detallad Govern-
el pegdlations,  Un the Beclin Stock Fxchange s State Comeode-
aloner appointed by Govermnenl is responsible [or administering all
Lwa ang megulations,  (Haras 15-13.0

In Tokyu Government reguwlation of sweck marken is oven maore
carnglele:, Government approval is neceEsary Lov the appainlment of
Sl stk ewetange olivers, amd Government hes power even 16 fnspest
the Decha of (e exchanges and of lhe beekers. A guaranies fund nas
rlaz @ be depoaited with the Government by every oxchonge,  (Paves
16 End 17,

Trobe TREA, Federal lemisiotion storted anly in 18049 after & wide-
cpreid public agitation for the :same. Hinee then g comprehensive
regulation nas been carried on by a high-powored bods, ihe Securitics
and Exchangs Commission.  This Commission adminisiers ot oaly
stock vuchange law bhol alse compeny low anl the Jaws relating 1o
publle utility-holding  companics, trase indenioses, icvestment cormne-
panies, invesimens advisers, ete. Thers was considerable appoeition
L Governmens supravision when 0 bega, bt subsequently, harmoni-
aus reltions hove provailed,  (Paras 18330

Converaien of the atoelk market ima g semi-Governmenl, depart-
merk G in Franes 13 ot reeomnmended for Tndia, bul comprchepsive
auparvision s essential, We mey draar many lessons, fepecinlly from
The L, 5, 0. [Paras 24-20,0

The pnsition of the stock marke? in lodia tadey has moush i eome-
o with that of the American stock markst bofore 1954 (Pame
27-206.0

Chapler X, NATURE OF REGULATION

FRegulation in Indiz must cover the entre markel, sinek exchangas,
curhs anc privave desiers.  Manlpulations oust be comirolled by
varlone mechods, Dealings in the shares of o componye hy e own
direciors and agents muat be regulated, ws also the shars puzhing acti-
vitleg of promoters at the Aoptation stage.  The crux of reralation =
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the zetring up of a epmpetent authority o a-:-;minlatgr L }aw Meate
lezistatinn and leaviog it tn be adminstered by Frovincial Crowvernmient
is Boupd 1o be fuldle norectlving matlers,  (Pares 2-10

If i3 hore thas the example of the 17, 3. AL jg most halpful lor ud,
Edfect we aetion hoes been taken in America o put down mornipa lELions,
in digcourage the unfair use of nside information by company diver-
trrs, to eontrol the overthe-counter miarkets and Lo renrganlse ex-
changes shd this entive work has been done by he Securitles and
Frchengs Commission,  (Faras G155 . )

The preblem in India is apelogoas. Provinelal aciion canonct hiz
cfiective oz g large cart of (e trede is in interomacket counlers, as
reanipulations and poal ectivilies sperate on an all-Tmilia seale. Further,
1 uniformity in rules of business s essential and noo o hive this
would nnly drive busingsa from eegulated to weregulated  mackets.
Vo leave Lhe admindscradion of such o matter ta e Frovineia) Goveri-
mente will thevefoe defeal Lhe chieetive o view, They will be help-
Iesia o varrying aul the urgently needed refartn. 11P'aras 10-21.)

Mar haz any existing depariment of the Central Governmend Lhe
convenianee or ouipeent o earry ont this work.  Ooly an inde-
prndent and gnasi-judiclal anthoricy with fullest puvarers af sipervision
could discharge thiz work electiveiv. A Natlona! Invesiment Comn-
mission is thevefore neorssnsy, L Parg 220

The planaing of investient on the Yoes proposed by the Finanee
member (5ir A, Howlends) is peither Seesibic por aegent @ evon in Lhe
T K. a almlist propeal had o be shelved @ what 33 urgesl in India
In 10 make mvestmerdd =sale, L thre interesie of sncial j'.l.!iLil::"H a3 el mE
of atlgacting more of the year's soviogs iato eorporote enterprise,
rather than be oprded as former’y. Theselore, to attempl o balanesd
imveatment in the allowsther confuzend gnd ingecure state of the nvesl-
meant marker in [ndie is like potting the cart hefors the horze,
[Paras 23-20,0 .

The frel slep muast e bgede legisletion in repard to seock mackel
repitlation,  The steck macket has eol een expressly mentioned i the
Ceaplral, Proviceial and Conenrrent Hst of the Oovernment of Bndig Act,
1436, Apsuming That it eomes vader the provinelal heed, trade and
cornmerss in Chie provinee, permniasion from the Peovinelal Goveromnents
hag bean obitamed by the Centra) Governrent to legislate under Sec-
tlon 100 of (i Act. Dot if 1ata will not smposrer the Cenire to ad
minister the law, e very ohject of legislotion will be defeated, and
therslore, thie right gtep will be o 2eck a deelacation by the Governar-
General under Sectici 104 af the Act thereby placing ateck dealings in
the Coneureent st (Paras 37040

The legisletion argently necied s o empower the Governmment
af Indip i1 regulate the slock markes by licensing stork exehanges
and other dealers Inostoeks, and o make roles and bye laws, (07 10
vegister seourlties zesking Lo be enlisted an the stock exchanges and
ingiar on peclain pericdicsl ceturnz ceganding them. (i Lo impose
restrictions on budla, blok cranedfor gned other olxlecttonnble practices,
1iv) to sdminkstbar lews relting (o the securities trade, ".I}' setling up
suilable apereies for the popes:, (40 o O margins for sieck dealings
fpoqm b Lo Limme, Ovi) 1ooeall for books of noemtber-lrmes, and to sdamine
the Branein) pesitbon of, and call for explanation [rom brokecs and
(vii0 Lo deve aosebes Lax on osales of stock.  (Para 340

Wor sagighing the Cummission or otrer anthorily set up, it may be
pdvigakle tn have s standing Council of Biock Exvhanges, composed of
representativis rom lesaling sk _Q}-'{:hil_l'lHE. (Par:s ae. ) )

It is koped thel comirel of stock market dealings will b included
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dinong the powers of the Undon in the Conatiturion 4o be soon drawn up.
iFPara J47.)

Chapter X1. LINES (F REGULATION—PROPOSALS,

i 151_1&&%&;1;:?;{ -Edh?-?rlf‘rﬁlnﬂium'l Investment Coitisission, that
lF'afa -STitiiiti wsled with the drawing up of rules and regulations,

Mo right eonirzl of atock exchangks Is revommended,  Feralstion
mugt be such 8s to lnposy regponsibililics upon the stock excharnges
thetnselves forr the discharge of theie functions, Government inlervening
caly when necessiny avlses.  (Parg 20

LInfortunsiely this objesiive cannot be Dvenediatcly carrled oo as
Ther existing stoch exenanges are rot properly organized and as sieeci
markeiz and indepemlent firma heve also o be heought wider conlend,
[Fara .1

Mo competing stock exchanges shoulid e permitted in the saome
ey or wwn, This s eomsidered axlomatic o Western emantries, bt
vested interesta have got enteennhed in Tndia, by the pealongsd in
dlfarence of Qovernment,  Arguments for maiotoining  competlng
cxchinges n the same town are sbhaoluiely unienahic.  (Paras 7-120

All stork exchanges, corl markels and independen: Grme, i any,
showld e [leepsed and in foionre no oguch concern slould s skoried
writhout taking oul @ Heencs,  (Poraa 18-10,0

Srock Exehanges nesd oot be incorporaled.  There is no special
advantage n arganbsing sloek exchanges as joint stock companies,
| Farsa 17,0

Flislps eof boginess of Bloel Exchanges muost be uniform throughout
the coanlry,  Some basie Tulee regarding the securities 1o be provided
by roembers slhould e slated o Lhe Acl, (Faras 18 and 1BA )

Suitahle cutside representation, wherever poesible, mey  be
provided on the governimg bogrds of stock exchanges.  IU ix also noas
npeessRry o placse the presidenta inoa moee independent posilion that
B may D able o safesraaed the interestz of the public againet the self-
interest of mentbers.  (Paraz 19 and 20.)

Powers of the governing board in regard to swapenzion of the se10-
ing el and baving norales, cte, must e gpecified and whorever neces-
BEIY, NEcesEary provialon mist alsn he mads for Government gpnsent
l]EIJ‘.lEqDD[EImEII under pertain vomndllivne [Paras 21-26.0

Mo girong case has been made oul for the continuence of forwand
market, with provision  fer Swdle. On the other hand, there amn
distinct slvantages in having an exclusrvely cash markel gz in New
Tork, T the forascd market i8 0o continue, & miat b2 only inoa few
selected serips, and must be wnder steict conteol  (Pavas 28305

Feady delivery cetract must be strdetly deliced and only in ex-
peplional cimgnstanees should any cxlension of the period he made,
(FParas 32-54.]

Btrict listing regulation must be enforeed an all atark ﬁwch.ungn:-.q.
i Para 35.)

Frovision I]‘.u.‘ai_hr ride for compulsogy n-_,g_-[-gj]-_,g_ Thi estual gers
cemiage of the misrgin most he fdeetded by the Natlonal Investment Coans
mission n consullation with the Meserve Bank. (Paras 26-132,)

Margin must b prescribal alzr in respect of bankers' advances on
n.lr:u;lc'lra E:d share=.  Thiz 12 primaciiy the caneern of the Beserye Danle
LPara 243

Tt mey ot be practicable to separate brokers and jobbers on Tndian
gk cxchanpges, but it i2 necessary to elrivtly re-gi]um 1mpe¢i.u1]=;-:-
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the dealing activities of the members in the pablie interesl,  Members
should be prohibited from teacding with their oliente az prinepals,
Provsion for thiz may be made in e Act, (Paras 45-47.)

A sohedule of minimam brakerage should be fixed snd enforcad
IFara 440

A periml of avprenticeship and teadning moust be provided as a
neremzaty opetlilication for membership, A eiiﬂlnmu on this subiject in
the Tniversities of Bombey and Caletly soey be desimble, A on the
Lemdon Stock Eschange sothorized eledks must be given opporluni-
Lies for teeining aod o fewr membarshipz may be sot apart tor thom.
i Ppras 44 and 40

The number of holidays on the sloek exchanges muat be curtaciad,
[ Parn 510

Clegring  Houses must be attached tn all sleck  exchanges.
(Pera 521

It may be diffrult o meke blank transter bad delivery, T il
curvency ey be limited fo twn mosths, (Pars 54 and B2

Crver-the-counber markes musl be regulated under sulss somearnat
an the ines of the Prevention of Prawds {nvasiments) Aol of the U, K.
(Iaras 58 and 990

Eowaver eirict the listing regulations may be, only by a pelorm
ol the commpany lew and by proper sdmindetratien of 11 can the mal-
practioss in the iavrstroent moickel be sesloonsly tackled.  Frovision
st ke mede for a oleee soruling of the cnderwrlting and Gret zale of
company sheree, and of the share wansaction of directors and other
nifiprra of commpanies.  Yarious measures should alsa he tiken for dls-
couraging blank tranaler and alliod ewils.  (Pars GDEL)

Frovizion must be meele for Che regulsr supply of stetistice and
lor thedr being tabulated and pueblished peciodieddy, (Pacas. 85-57 1

The coel of adminislering the law muost e omel lasgely from vhe
licenre fess for registration, bul I may be desirabils to levy 5 sgles tax,
al low rates, o all share dealings, the procesds o gn Srgely o Prosin-
Cigl Governmenis,  (Paras 438-72.

Tor carrving o such a comprehaensive reocgaoisalion of che stock
mackst, a high-powered and semi-judiclal authoecdty like e B I O
af America 18 essentinl, sepocialy I reguladon of the withle investment
marke: 12 o be atlempled.  (Pavas 73-TH

Whatever may be the stovl-term results of the poposed regulation,
itz Jong-lerm resulta sre bound to be of great value, es Ecianl}lit any
planned sconomie devolopment &5 o e carzied out,  (Parags 76-775

[ ——— Cinggaw Trindng o, Howrah far she Binieles of Fluanoe
Governmeent ol Urem, Moo Dol






ALLEEHLUM

This Raport is braed on data gollscted
Pelinly in 1545 snd 1245, Since then 1nport=
ant cnangss havwe come ougr the Indisn Bioek
market. Ono such change 1z that thoe number
of ztoek exchanessg, street markets and 1n-
depandant deslars has dindnd ghed, For ibshanca
in Calcutts,; besides the Calentis Ftogk Ex-
change, the hameg of %0 insorporated company
gtook axchanges are givan et pasga 2, Thess
ara not working nesr and nothing iz heapd sbhouk
thep, Pertition has tean s fupther eause of
the fall ir nuobers. Thuz the stogk exchangasa
working in the Tnicn of Indias gamnoi now ba
mora than 10 op Ll{as aszsinst 18 in 154€),

Simllarly thz nany streot markets and ing
deperndont Piroces mehtionsd in the eourse of tha
Baport {Chaoptarz T and VI) hawe algo greatly
diminished in nunbsr snd importaree. The
Eztni marlket of Coloubte 2%ill ramains,but.
wilth greatly diminghad activity, Mozt of the
irdepspdsnt denlers have either sbhandoped bhe
Lrada or are now engrgsd in cthar linss ol .
tiginess, ZTuliish tsndencles may agaln bring
than back into notivity,

In wiew of the sbhove, goms of my ToOcOETEn-=
deticns have to e slightly modifisd, In tha
present conditicng, i1t is doubtful if In cltiss
seprvad by o ztock exchonge, any proviesion i=
nesled for curb sxehenge o any independants
firrs,
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