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Secondary Market

 Secondary market is a market for old issues.

 It deals with the buying and selling of existing
securities, that is, securities already issued.

 In other words, securities already issued in the primary
market are traded in the secondary market.

 Secondary market is also known as Stock Market /
After Market.

 The secondary market operates through ‘stock
exchanges’.



Secondary market….

 The secondary market provides liquidity to the 
individuals who acquired these securities. 

 The primary market gets benefits greatly from the 
liquidity provided by the secondary market.

 At present there are 24 stock exchanges in India.

 In Europe, stock exchanges are often called ‘bourses’.



Differences between Primary market and Secondary Market 

Primary Market Secondary Market

It deals with new securities It deals with existing securities

Securities are sold only once It provides regular and continuous

market

It links the issuing company and

investors

Transaction are made between

investors

Investors can only purchase securities Investors can purchase and sell

securities from stock exchange

It provides capital to the companies Issuing company does not have any

direct role

It does not have any physical existence Stock exchange have physical

existence

Creating long-term instruments for

borrowing

Providing liquidity through

marketability of those instruments.

Stock price movement in secondary

market influences pricing of new

issues.

Both macro and micro factors

influence the stock price movements.



LISTING OF SECURITIES…..

 A stock exchange does not deal in the securities of all

companies. Only those securities that are listed are

dealt with the stock exchange.

 For the purpose of listing of securities, a company has

to apply to the stock exchange.

 The stock exchange will decide whether to list the

securities of the company or not.



LISTING OF SECURITIES…..

Listing of securities means permission to quote shares and 

debentures officially on the trading floor of the stock 

exchange. 

Listing of securities refers to the sanction of the right 

to trade the securities on the stock exchange. 

In short, listing means admission of securities to be traded 

on the stock exchange.



Requirements of Listing (Procedure of Listing)

 Any company intending to get its securities listed at an 
exchange has to fulfil certain requirements. The 
application for listing is to be made in the prescribed 
form. It should be supported by the following 
documents:

 Memorandum and Articles.

 Copies of all prospectuses or statements in lieu of 
prospectuses.

 Copies of balance sheets, audited accounts, 
agreements with promoters, underwriters, brokers etc.

 Letters of consent from SEBI.



• Details of shares and debentures issued and shares forfeited.

• Details of bonus issues and dividends declared.

• History of the company in brief.

• Agreement with managing director 

• An undertaking regarding compliance with the provisions of 

the Companies Act and Securities Contracts (Regulation) Act 

as well as rules made therein.

Requirements of Listing (Procedure of Listing)



PHYSICAL SHARES AND DEMAT SHARES

 Shares  with  share  certificates  printing  on  a  paper  is  
called  Physical  shares  where  as  the shares in electronic 
format is called Demat (Dematerialised) shares. 

 The process of converting the physical form of shares 
to dematerialised form is called Dematerialisation.   

 The Depositories Act was passed by the parliament in 
1995 and this paved the way for conversion of physical 
securities into electronic format. 

 Depository and Depository participants are the
organisations through which the physical shares can be
converted into electronic form.

 If one wishes to get back his securities in physical form 
after dematerialisation, he can request his Depository 
participants for rematerialisation.



Dematerialisation (Demat Shares)
 According to SEBI guidelines, all foreign financial 

institutions, financial institutions’ mutual funds and banks 
will have to compulsorily settle their trades only in 
dematerialised form. 

 Dematerialisation implies conversion of a share 
certificate from its physical form to electronic form.

 Dematerialisation requires an investor to open an account 
with a depository participant. Financial institutions, banks, 
stock brokers, etc. can act as depository participants.   

 A depository participant acts as custodian of the electronic 
accounts of the clients and takes care of trading and 
settlement thereof. 

 In this system an account is opened in a computerized 
electronic form. 

 Securities are received and delivered from this account 
through computerized electronic form.



Advantages of Dematerialisation

 Advantages to the Company

 No need of issuing share certificates

 Reduces the chances of fraud

 Reduces the cost of handling

 Provides better facilities to communicate
with each and every member of the
company



Merits…

 Advantages to Investor

 Provides liquidity in the matter of settlement 
of transactions.

 Eliminates bad deliveries.

 Reduces trading costs.

 Provides paperless trading.

 Advantages to Government

 Helps in quick settlement of transactions.

 Avoids unnecessary frauds.



DEPOSITORY SERVICES

 A depository is an organization which holds securities in
electronic book entries at the request of the shareholder
through the medium of a depository participant.

 A depository keeps the scrips on behalf of the investors. It
undertakes the custodian role.

 A depository participant is an agent of the depository
through which it interfaces with the investor.

 A depository can be compared to a bank.

 Investors can avail the services offered by a depository.

 To utilize the services offered by a depository, the investor
is required to open an account called ‘demat account’ with
the depository.



Constituents of Depository System

 Generally, there are four players in the depository 
system. 

Depository Participant

Investor (Beneficial owner)

Issuer, and 

Depository. 



National Securities Depository Ltd. (NSDL)

 NSDL was registered by SEBI on 8th August 1996 as
India’s first depository to facilitate trading and
settlement of securities in the dematerialized
form.

 It was promoted by IDBI (Industrial Development
Bank of India), UTI (Unit Trust of India) and NSE
(National Stock Exchange).

 The main objective is to provide electronic depository
facilities for securities traded in the equity and debt
markets in the country.

 NSDL has been set up to cater to the demanding needs
of the Indian capital markets.



NSDL – Main…

 NSDL aims at ensuring the safety and soundness of

Indian marketplaces by developing settlement

solutions that increase efficiency, minimize risk and

reduce costs.

 The depository system has effectively eliminated paper-

based certificates which were prone to be fake, forged,

counterfeit resulting in bad deliveries.

 CDSL offers an efficient and instantaneous transfer of

securities.



Functions / Services of NSDL

 Maintenance  of  individual  investors’  beneficial  
holdings  in  an  electronic form.

 Trade settlement

 Automatic delivery of securities to the clearing 
corporation

 Dematerialisation and rematerialisation of securities.

 Allotment in the electronic form in case of IPOs.

 Distribution of dividend

 Facility for freezing / locking of investor accounts

 Facility for pledge and hypothecation of securities.

 Internet based services such as SPEED-c and IDeAS



Central Depository Services (India) Ltd. (CDSL)

 The CDSL is the second depository set up by the
Bombay Stock Exchange (BSE) and co-sponsored by
the SBI, Bank of India, Union Bank of India, and
Centurion Bank.

 The CDSL commenced operations on February, 1999.

 The CDSL was set up with the objectives of
providing convenient, dependable and secure
depository services at affordable cost to all
market participants.

 All leading stock exchanges such as Bombay Stock
Exchange, National Stock Exchange and Kolkata Stock
Exchange, etc. have established connectivity with
CDSL.



Benefits / Role of CDSL

 Wide DP network: CDSL has over 200 DPs spread around 114 cities /
towns across the country, offering convenience for an investor to select
a DP based on his location.

 On-line DP services: The branches of a DP can also be directly
connected to CDSL, thereby providing on-line and efficient Depository
service to investors.

 Wide spectrum of securities available for demat: More than 4600
companies have admitted their equity into CDSL. Further, CDSL has
also admitted an entire gamut of debt instruments, such as bonds,
debentures, government securities, etc.

 Low and competitive tariffs: CDSL has kept its tariffs very
competitive to provide affordable Depository services to investors.

 CDSL’s system is based on centralised database architecture: DPs
can provide on-line depository services with to-the-minute status of
the investor’s account. The entire database of investors is stored
centrally at CDSL.



STOCK EXCHANGE: MEANING & DEFINITION

 Stock Exchange is an organized market for the
purchase and sale of securities of joint stock
companies, government and semi-government bodies.
It is the centre where shares, debentures and
government securities (gilt-edged securities) are
bought and sold.

 According to Hastings, “Stock exchange or securities
market comprises all the places where buyers and
sellers of stocks and bonds or their representatives
undertake transactions involving the sale of securities”.



STOCK EXCHANGE: MEANING & DEFINITION

 According to Pyle, “Security exchanges are market
places where securities that have been listed thereon
may be bought and sold for either investment or
speculation.”

 The Securities Contract (Regulation) Act 1956,
defines a stock exchange as “an association,
organisation or body of individuals whether
incorporated or not, established for the purpose of
assisting, regulating and controlling of business in
buying, selling and dealing in securities.”



Economic Functions / Services / Role of Stock Exchange

 Stock exchanges have come to occupy a strategic place
in the socio-economic setup of any country.

 Stock exchanges are very sensitive to the political and
economic changes.

 They are appropriately called the “barometers of the
state of economy” or “the mart of the world” or
“business of business” and so on.

 The growth in the number and size of companies has
increased the significance and the role of stock
exchanges.



Functions…
 Ensures liquidity to capital
 The stock exchange provides a place where shares and stocks are

converted into cash.
 Continuous market for securities
 It provides a continuous and ready market for buying and selling

securities. It provides a ready market for those who wish to buy
and sell securities

 Mobilisation of savings
 It helps in mobilizing savings and surplus funds of individuals,

firms and other institutions. It directs the flow of capital in the
most profitable channel.

 Capital formation
 The stock exchange publishes the correct prices of various

securities. Thus the people will invest in those securities which
yield higher returns. It promotes the habit of saving and
investment among the public. In this way the stock exchange
facilitates the capital formation in the country.



Functions…
 Evaluation of securities
 The prices at which transactions take place are recorded and made

public in the forms of market quotations. From the price quotations,
the investors can evaluate the worth of their holdings.

 Economic developments
 It promotes industrial growth and economic development of the

country by encouraging industrial investments. New and existing
concerns raise their capital through stock exchanges.

 Safeguards for investors
 Investors’ interests are very much protected by the stock exchange. The

brokers have to transact their business strictly according to the rules
prescribed by the stock exchange. Hence they cannot overcharge the
investors.

 Barometer of economic conditions
 Stock exchange reflects the changes taking place in the country’s

economy. Just as the weather clock tells us which way the wind is
blowing, in the same way stock exchange serves as an indicator of the
phases in business cycle-boom, depression, recession and recovery.



Functions…
 Platform for public debt

 The government has to raise huge funds for the development
activities. Stock exchange acts as markets of government
securities.

 Helps to banks

 Stock exchange helps the banks to maintain liquidity by
increasing the volume of easily marketable securities.

 Pricing of securities

 New issues of outstanding securities in the primary market are
based on the prices in the stock exchange. Thus, it helps in
pricing of securities.

 Dissemination of market data

 Stock exchanges serve as information hub of trade and industry
of an economy. They disseminate information about share prices,
volume of trade, financial aspects of the companies, trends of
economic movements like boom, recession, crisis, etc.



Functions…
 Optimal resource allocation
 Stock exchange serves as an ideal tool of allocating the national savings

to promising issues and thereby, ensures most effective and optimum
allocation and utilization of scarce financial resources in industry and
commerce for maximum social advantage.

 Fair price determination
 The prices in the stock market are determined by the interplay of the

forces of supply and demand. The two-way auction trading taking place
in the stock exchange facilitates a fair price determination.

 Investor Education
 Stock exchanges play a significant role in educating the mass through

various communication media by providing information relating to
principles and advantages of investing in shares and debentures. They
also educate the people in selecting the securities and designing their
own portfolio.

Conclusion
 In short, stock exchange is of great importance to a country. It provides

necessary mobility to capital. It directs the flow of capital into
profitable and successful enterprises. It is indispensable for the proper
functioning of corporate enterprises.



Origin and Development (Evolution) of Stock Exchanges in India  

 Indian stock market marks to be one of the oldest stock market
in Asia.

 It dates back to the close of 18th century when the East India
Company used to transact loan securities.

 In the 1830s, trading on corporate stocks and shares in Bank and
Cotton presses took place in Bombay.

 In 1839, the trading list became broader in Calcutta, where
newspapers gave quotations of banks like the “Union Bank”, the
“Agra Bank” and business ventures like “Bengal Bonded
Warehouse”, the “Docking Company” and “Steam Tug Company”.

 Between 1840 and 1850, banks recognized about half-a-dozen
brokers and merchants in Bombay.

 In 1850, the Companies Act introducing limited liability was
enacted and the era of joint stock enterprises thus began in
India.



Origin and Development
 An informal group of 22 stockbrokers began trading under a

banyan tree opposite the Town Hall of Bombay from the mid-
1850s, each investing a (then) princely amount of Rupee 1.

 This banyan tree still stands in the Horniman Circle Park,
Mumbai.

 In 1860, the exchange flourished with 60 brokers.

 Further the brokers increased to 250.

 The informal group of stockbrokers organized themselves as the
The Native Share and Stockbrokers Association which, in
1875, was formally organized as the Bombay Stock Exchange
(BSE).

 Up to 1914, there were only three stock exchanges; namely:
Mumbai, Ahmadabad and Kolkata.



Origin and Development
 BSE was shifted to an old building near the Town Hall.

 In 1928, the plot of land on which the BSE building
now stands (at the intersection of Dalal Street,
Bombay Samachar Marg and Hammam Street in
downtown Mumbai) was acquired, and a building was
constructed and occupied in 1930.

 Premchand Roychand was a leading stock broker of
that time, and he assisted in setting out traditions,
conventions, and procedures for the trading of stocks
at Bombay Stock Exchange and they are still being
followed.



Origin and Development
 The first two decades after independence have seen only

one new stock exchange in the country, that is, Bangalore
Stock Exchange.

 But the number of companies listed in the stock exchanges
rose from 1125 in the year 1947 to more than 1500 in the
year 1969.

 Capital of the listed companies increased from Rs. 270
Crores to Rs.1800 Crores during the same period.

 In 1956, the Government of India recognized the Bombay
Stock Exchange as the first stock exchange in the country
under the Securities Contracts (Regulation) Act.



Origin and Development

 The number of stock exchanges increased from just 8 in
the year 1969 to 20 in the year 1991.

 Number of listed companies also crossed 6000 mark.

 Capital of listed companies also went up to over Rs. 32000
Crores.

 This phase experienced huge increase in respect of trading
volume, trading hours, market capitalization etc.

 NSE started trading on 4 November 1994.



Origin and Development
 Globalization….
 At present there are 24 recognised stock exchanges in India, 21

of them being regional stock exchanges.
 Three others that have been set up in the reforms era; namely:

NSE, OTCEI and Interconnected Stock Exchange of India
Limited (ISE) have mandate to nationwide trading network.

 The ISE has been promoted by 15 regional stock exchanges in the
country and is based at Mumbai.

 The ISE provides a member-broker of any of these stock
exchanges an access into the national market segment, which
would be an addition to the local trading segment available at
present.

 The NSE, OTCEI and ISE, and majority of the regional stock
exchanges have adopted the Screen Based Trading System
(SBTS) to provide automated and modern facilities for trading in
a transparent, fair and open manner with access to investors
across the country.



Types of Speculators
Bull
 A bull or Tejiwala is a speculator who buys shares in expectation 

of selling them at higher prices in future. He believes that 
current prices are lower and will rise in the future.

 Here, the investors purchased shares with the expectation that 
the price of the instrument will rise in the near future and 
thereby earn handsome profit.

 This point is when the “crowd” is the most “bearish”. The feeling 
of despondency changes to hope, “optimism”, and eventually 
euphoria.

 This is often leading the economic cycle. 
 For example, India’s Bombay Stock Exchange Index, SENSEX, 

was in a bull market trend for about five years from April 2003 to 
January 2008 as it increased from 2,900 points to 21,000 points.

 Bull Market
 A rising market with abundance of buyers and relatively few 

sellers.



Bear

 A bear or Mandiwala is a speculator who sells 
securities with the intention to buy at a later date at a 
lower price. 

 He expects a fall in price in future.

 A bear market is a general decline in the stock market 
over a period of time. 

 Here, the investors sell the shares on account of the 
expectation of fall in the price of the assets. 

 Here the investors are attempted to avoid huge losses. 

 It is a transition from high investor optimism to 
widespread investor fear and pessimism. 




