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Trump card that changed market dynamics

Electronic trading helped do away with unknown
middlemen and unnecessary commissions

ASHLEY COUTINHD
Mumbai, 7 November

n the 80s, one of the unique selling
propositions of Motilal Oswal Financial

Services, thenasub-broker, wasitsabil-

ity to facilitate arbitrage trades

between exchanges in Ahmed-

abad and Mumbai. Tothisend,

co-founder Raamdeo Agrawal A

would relay price information '4 Jr

on stocks listed in Mumbai to |5 8

hisclients in Ahmedabad. s

“We used to buy shares in g

thespot marketin Ahmedabad 5

and sell them in Mumbai. The |

price quoted in the trading ring

in Mumbai was not immedi- *

ately known in Ahmedabad

because of the lag in commu-

nication, and my clients made

apercentage or two onthe arbi-

trage,” says Agrawal. The bygone era of
hysical d ywould

seem far removed from today’s world of

mobile and internet trading. Yet, thatis pre-

cisely how stock markets operated in India

YEARS
OF E-TRADING

more than 25 years ago — before the
National Stock Exchange of India (NSE)
Kick-started electronic trading in 1994.
The exchange, in its initial days, strove
hard tointroduce electronic trading through
the VSAT technology and developed a pro-
prietary National Exchange for
Automated Trading, or NEAT,
its screen-based trading system.
“Electronic trading and
dematerialisation are the two
most important milestones in
the Indian capital market eco-
system to date,” says Narayan
S A, non-executive chairman,
Kotak Securities. Until the mid-
1990s, traders relied on the op-
enoutcry system to buy and sell
shares. It was common (o see
brokers lugging wads of paper
around — unsurprising, as
transaction recoids were kept
in the form of physical share certificates.
The biggest pain points were bad
deliveries and unmatched transactions.
According to Agrawal, five out of 100 trans-

actions could be unmatched and disputes

NSE: A LIST OF FIRSTS

™ Setup by agroup of leading Indian
financial institutions atthe behest
of the central government

® Incorporatedin1992asa
tax-paying company

" Recognised as a stock exchange in
1993 under the Securities Contracts
(Regulation) Act, 1956

® Firstexchange inIndia to introduce
electronictrading facility

® Equities segmentcommenced
operations in November1994

" Set upthefirstclearing and settlement
corporation in India, in1995

® The exchangeintroduced
futures and options, aswell as
internet trading, in 2000

® NSE had1,95,000 terminals across
India as on March 31,2019

® The bourse has graduated from VSAT
(verysmall aperture terminal)
toaleased line network

® Nifty, its 50-share index, considered
one of the most liquid globally

on bad deliveries would end up in arbitra-
tion. Regional bourses only traded in stocks
of local firms. [nvestors who wanted stocks
from exchanges in Mumbai or Kolkata had
to pay in advance, usually via cheques.
Delivery of shares could take even three
months, and investors risked receiving fake

The Harshad
dented confidence of investors further.
It was against this backdrop that the
M J Pherwani Committee mooted the idea
ofanationwi tronic exchange. Setting
up one was no easy feat, however.
For starters, traders comfortable with

archaic methods such as kapali (handwrit-
ten trading slips) resisted the idea of auto-
mated trading. Getting more than 100 tele-
phone lines for connectivity ran into
roadblocks as MTNL (then Bombay
Telephone) expressed its inability in pro-
viding connections at a short notice. NSE
finally got around the problem through the
use of VSAT after paleys with space and
telephone departments.

allowed in the trading ring. A person could,

on average, handle 200 trades per hour.

Since the capacity of the broker to execute
limited, th G

that could be serviced was limited as well.
“Aselectronic volumes surged, participation

the exchange and start their own business.
Inaway, NSE helped businessesother than
brokerages — including mutual funds
(MFs), insurance firms, investment banks,
and advisory firms — to flourish as well.

“NSE has created many firsts,” said
Vikram Limaye, managing director and
chief executive of the exchange in a speech
on the Tuesday. “It was the first demurtu-
alised exchange in India. At a time when it
took years (o get a telephone connection,
NSEsetupasatellite-based pan-Indian net-
work to ensure market access to investors
in the most remote parts of the country.”

The exchange continues to deploy cut-
ting-edge technology to improve market
efficiency. It now offfers an electronic filing
system for listed companies, direct market
access, and co-location services. The
exchange hasthe capability to handle order
messages processingover a billion messages
and handles over 10 million equity trades
every day. NSE hasa digital platform for MF
distributors as well.

Ird the F&O, orderi

seg-

of brokers and investorsi 1. Foreign
investors finally got the confidence to look
at India,” says Narayan.

Electronic trading helped cut out

“Once the electroni i as

f4dl ol y
ions, evenastl

introduced, the trading v ded”
says Agrawal. Until then, only the main bro-
ker and five or six of his sub-brokers were

doors to many who had worked under big
brokers. These could now be a member of

ment, which was introduced in the year
2000. Its effoits to promote intemet trading
has paid dividends as well — an estimated
40-45 per cent of trades are executed
through internet and mobile trading in
India, something unimaginable intheearly
oreven the mid-Noughties.




