Regional Stock Exchanges for Spread of
Equity Cult

With all the
modernisation and
automation oftrading,
clearanceandsettlem-
entofsecurities Indian
stockexchangeshave
achived in recent
years,emerginginthe
processon par oreven
above the most
developed stock
markets of the world,
the spread of equity
cult in the country is
M.R.Mayya abysmally low.There
are at best of reckoning not more than 20 million
shareholders, whichisjusttwo percentofthe population
,asagainst15-25 percentindeveloped markets.

Worsestill ,eventhe limited shareholding population
the nation has,is concentratedin metropolitan cities, and
thattoo in Mumbai and Ahmedabad. As perthe SEBI -
NCAER survey of Indian investors,there were over 6.5
millioninvestor householdsin 2000-01(asharp decline
from 12.1 millionin 1998-99) out of which only 1.9 million
were fromtherural areas and the balance 4.6 millionfrom
theurbanareas.Whileruralareasaccountfornearly 70
percentofthe population ,the number of equity investor
households account for only 29.2 percent of the total
equity investor households.

Responses tothe offer of equity sharesinrecentyears
depictaworsening situation. AlImost80to 90 percent of
the collections come from the five cities of
Mumbai,Kolkata,Delhi,Chennaiand Ahmedabad,out of
which Mumbaiand Ahmedabad alone accountfor85-90
percent of the collection from these five centres.

Itis imperative thatthe cult of equity spreads through
out the length and breadth of the country.Potential
investorsinurban,semi-urbanandruralareasneedtobe
educated and encouraged to invest in the steadily
expanding equity market of the country.

The state of art facilities available with the Regional
Stock Exchanges (RSEs)whichare lying virtually idle at
present,can be fruitfully deployed to undertake this
overseas responsibility

Onepossible way isto utilize their resources fruitfully
in the primary market.SEBI has permitted presently
book-buildingtobe carried outonly by NSEand BSE.The
entire publicissue formalities are coordinated by the lead
manager,whoalsoactsastheleadbookrunner.Thelead
bookrunnerisusually supported by fourtofive syndicate
members,who carry the responsibility for marketing of
the issue and for underwriting,In order to attract
subscriptionsfrominvestorsfromall overthe country,the
lead book runner appoints sub-syndicate members,who

may be members of differentstock exchanges andalso
otherswho have large clientbase .The sub- syndicate
members are responsible forthe marketing ofthe issue
intheirrespective regions and for the actual collection of
subscription amounts and their remittances to the
concernedsyndicate member.lthasbeenobservedover
the lastfewyears the entire primary market operations
have become concentrated in the hands of only ahandful
of large investment managers,who rely on their own
private network of sub-syndicate membersforhandling
allissues made by companies.

Intheinterest of ensuring the spread of equity cultin
the country,it is essential to review the present set of
normsrelating to primary market operations,in orderto
make use of the facility available with the RSEs. The
followingmeasuresaresuggested:

First,besides NSE and BSE,all other stock exhanges
may be considered to participate in the book- building
process,for the listing and delisting of securities.This
would revive the primary market function in these
exchangestoo.

Second,companies may be given an option for running
the book on a stock exchange only for the purpose of
attracting wider invetor participation ,without the
concomitant responsibility of also listing on such
exchange.This would give an additional benefitto the
companies,astheycouldgoaboutmarketingtheirissues
throughmany stock exchanges,withoutbeingforcedto
also list the securities on them.

Third,atleasttwo orthree syndicate members may be
appointedfromeach ofthe stockexchanges participating
intheissue process.Thiswould lead to the widening of
the base ofinvestmentmanagersinthe country ,which
is very essential for creating a more competitive and
diversifiedenvironment.

Fourth,all trading members of such participating
exchanges should be allowed to tie up with any of the
syndicate members as sub-syndicate members,for
which a standard formatfor agreement between these
entitiesmay be devised.Thismovewould enable allthe
trading membersto participate inthe publicissue process
by effectively marketing the issue among their clients.

Fifth, the participating exchanges could be made to
develop standard software for capturing collection
details,receipt status,brokerage/commission
payable,etc.which can be deployed by the syndicate
members across their network of sub-syndicate
members.Thiswouldleadto grater harmonizationinthe
primary marketprocess.

Sixth, the electronic clearing system of the stock
exchanges could be used for transfer of subscription
amounts from the investors to the accounts of the
syndicate members and from the syndicate membersto
the concernedlead managers.Thiswould achieve the




purpose of more efficientand timely funds transferand
the clients would not be inthe dark about the fate of the
clearing of theirinstruments.The clearing system of the
stock exchange can also be used for effecting refundsto
clients in the case of unsuccessful/partial
subscriptions,which underthe proposed mode,would be
much faster than in prsent system.

Last,the Investor Grievances Cells of the participating
stock exchanges may be designated as thefirstlevel for
a redressal of complaintslodged by investorswho have
subscribed for the public issue and suitable changes
may beintroducedinthe bye-laws ofthe stockexchanges
to arm them with arbitration powers.This move would
decentralizethe grievanceredressalmechanism,leading
tolesserinconveniences and costforthe investors and
speedier disposal of grievances.

The network of RSEs can also be utilized in the
secondary market operations of both National Stock
Exchange(NSE) and Bombay Stock Exchange(BSE).
As perthe latestregulatory move, subsidiaries of RSEs
willbe hived offfromthe RSEs. Financially strong parties
who may take overthese subsidiaries are likely to deny
to the all members of RSEs the same facilities they are
presently enjoying.As a result, several RSEs

members,whoare presently operatingas sub-brokers of
subsidiaries of RSEswill be denied the facility of offering
servicestotheirinvestors.Aleadingfinancialinstitution,
which has not floated any subsidiary to trade in
securities,shouldtake alead and become amember of
NSE andBSE andenrollalleligible interested members
of RSEs as sub-brokers.The vastnetwork available with
the interested members of RSEs can then be utilized
fruitfully in servicing the investors in the catchment
areas of RSEs-there are all 19 of them all overin country
to participate actively in secondary market operations.
Benefits ofinvestmentinequities arereaped atpresent
mainly by citizens of metropolitan cities of the country,and
that too by the creamy layer.A Government devoted to
aam admi should pay attention to widen the base of
beneficiariesto coverthe entire country.Such efforts will
help inincreasing the strength of equity holders in the
country from the present stagnating levels to higher
orbits.RSEs canplayacrucial supplementaryroleinthis
behalf. Fostering RSEs needs to be looked from that
angle.ltisworth noting that Forward Market Commission
,whichisthe regulatory authority forcommaodity markets,is
allinfavour ofregional commodity encouragesto grow
simultaneously alongwith the national exchanges.




