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The National Stock Exchange

The National Stock Exchange of India (NSE) was incorporated on 27 November,
1992, was recognised as a stock exchange in April 1993 and commenced operations
in 1994.

Before NSE was established, the stock exchanges in India were controlled and operated by
brokerage firms that were family-owned, where lineage was more important than skills, knowledge
and qualifications. This system was opaque and based largely in limits where experts were located,
and the lack of technology closed it off to investors outside the cities. In addition to BSE (Bombay
Stock Exchange), there were several relatively small regional exchanges which operated in a similar
manner.

NSE was founded with a view of integrating stock trading in India. It originated out of the need

to create a nationwide exchange that offered democratic and transparent access to all
stakeholders. NSE was meant to be more than a national exchange; it aimed to ensure the
financial well-being of investors. As India prospered and its economy evolved, new audiences and
stakeholders began to participate in the India story. Along with revolutionising the capital
markets, the Exchange introduced new products, new platforms, and new technologies - to

keep the growth engine intact.




NSE commenced operations in 1994. It has consistently been ranked as the largest stock
exchange in India in terms of total and average daily turnover for equity shares since 1995
(based on SEBI data). It is also the largest derivatives exchange globally in terms of the

number of contracts traded and the third-largest exchange in the world in equity

trading, as ranked by World Federation of Exchanges for several consecutive years. NSE is also
the largest exchange in the world in terms of number of orders and trades per day.

30 years ago, NSE set out to be an entry point to the equity markets for millions of Indians.
30 years later, NSE is also a gateway to the world - we are acknowledged globally as the
window to the Indian capital markets. The evolution of India as an economic powerhouse was,
to a large extent, made possible by the strong foundation provided by NSE. India’s future
growth too will be catalysed by fair, efficient, transparent, orderly, continuous and low-cost
markets provided by NSE.

Our highlight reel, over the last three decades, is studded with industry-defining milestones,
proud moments and glorious memories.

This is us looking back as we look forward.

Here’s our story.




Shri S S Nadkarni

Founding Chairman, NSE,
Former Chairman, Securities and Exchange

Board of India (SEBI) and Industrial Development
Bank of India (IDBI)
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Purpose

Committed to improve the financial well-being of people.




Dr. R H Patil

Founding-Managing Director, NSE
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NSE is committed to the following core values
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India’s first

Digital Public Infrastructure (DPI)
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Screen-based publicly available system at mass scale across all corners




* India is the 5" largest economy and the 4" largest capital market in the world.

. NSE is the world’s largest exchange across all asset classes by activity, as measured by

number of orders and trades.

« India’s market cap has increased over 121 times from ¥4 lakh crore in March 1994 to
X474 lakh crore (US$ 5.6 trillion) in August 2024.

* Number of investors registered with NSE has increased from less than 20 lakhs in 1994
to over 10 crores as of August 2024. NSE has investors from 99.84% of all PIN codes in

the country. Only 30 pincodes do not have a registered investor.
. Nifty 50 index gave absolute return of 2424% and CAGR of 11.85% since November 3,

1995 (being the base date of the index). In USD terms, for the same period, the Nifty
50 index gave absolute return of 943% and CAGR of 8.47%
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List of Chairmen since NSE’s Inception

Name of Chairman Date of Appointment Date of Completion

of the 1t term of the 1t term
Shri S S Nadkarni 10" March 1993 17" January 1994
Shn 5 H . Khan ........................... 1.5; G‘Ag}ﬁ'iééﬁ ........................... :|.4:t.h. .A. pr | |. .1.2.9.9. é. ..................
Sh” s H . Khan ........................... = *.‘.;A;b.r.i.l.ié.é.é ........................... o pr P I g
Shn G P Gu pta .......................... e Ju|y e R S i February e
shr| G N Bajpal ......................... 12t hFeb ruary2001 ..................... 26thMarch2002 ................
.S. hr| P P vOra ............................ 2 é{h' Marc h 2002 ....................... Ogth Dece mber . 2003 ..........
R v A y S e S e e g S
.S. hr| s : .B. Mathur ......................... (.) 'éirl Decemb er 20 6 .4 ................. 18”‘August 20 6 .9. ...............
Dr Vuay Kel kar ......................... o 3d Fe brua r y 2010 .................... o1t Sept e mbe r 2012 ...........
.S. hn s ) B Mathur ......................... 2 é.t.h. M ar C h 2013 ........................ 28m MarCh 2016 .................
Sh n AshokChaW|a .................... o3dMay 2 016 .......................... Wh January 2019 ................

.................................................................................................................................

Shri Girish Chandra Chaturvedi 06" December 2019 27" November 2023



Members of the Board of Directors at NSE

Prof. S Sudarshan

Public Interest Director,
Professor at IIT Bombay

Yy

Shri Tablesh Pandey

Non-Independent Director,
Managing Director of LIC

Shri S Ravindran

Public Interest Director, Former

Executive Director at SEBI

Shri Ashishkumar Chauhan
Managing Director & CEO

Shri Rajesh Gopinathan

Public Interest Director,
Professor at IIT Bombay,
Former MD & CEO of Tata
Consultancy Services

Justice (Retd.)

Smt. Abhilasha Kumari
Public Interest Director, Retired
Chief Justice of the Manipur
High Court, Former Judicial
Member, Lokpal of India

Shri Veneet Nayar

Non-Independent Director,
Founder Chairman of
Sampark Foundation, Former
Vice Chairman & CEO of HCL
Technologies

Prof (Dr.) Mamata Biswal

Public Interest Director,
Professor of Law & ICSSR
Senior Research Fellow,
GNLU



Building Pathways for India’s
Prosperity

“IFSCA will not only become an enabler but will also support innovation and will also act as a
catalyst for growth opportunities. This is being started today through the launch of
NESEIESC=SEXConnect inGIFT City.”

Shri Narendra Modi, Hon’ble Prime Minister of India
29" July 2022
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Shri Narendra Modi, Hon’ble Prime Minister of India (right),
with Shri Ashishkumar Chauhan, MD & CEO, NSE (second-left),
at the launch of the NSE IFSC-SGX Connect in Gujarat in 2022.




A Foundation Stone Laying of IFSCA HQs Emldmg
Launch of India International Bullion Exchange
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Laun::h of NSE IFSC - SGX Connect

ShriNarendra Modi
Hon'ble Prime Minister of India

29" July 2022
GIFT City
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Shri Narendra Modi, Hon’ble Prime Minister of India (centre), Smt. Nirmala Sitharaman, Hon’ble Union Minister of Finance

and Corporate Affairs (centre-right), and Shri Injeti Srinivas, Chairman, IFSCA (second-left), and other government
dignitaries at the launch of the NSE IFSC-SGX Connect in Gujarat in 2022. The NSE IFSC-SGX Connect is a major step
towards further connecting investors from all over the world to India.
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Memories Milestones Moments
» The Erstwhile Era « A Rich Heritage « Nurturing Aspirations
» Creating History » Stakeholder Empowerment « Building an Enabled Workforce

« The Institution « A Rewarding Journey « Powering 1.4 Billion Dreams



INAUGURATION OF
TIONAL sTocK EXCHANGE OF INDI
BY THE HON'BLE UNION FINANCE MINISTER
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DR. MANMOHAN SINGH ONJULY 23,1994,

R AR PATIL

(From left to right): Shri S S Nadkarani, Chairman, SEBI, IDBI and NSE; Shri S H Khan, Chairman, NSE and IDBI;
Dr. Manmohan Singh, Finance Minister, India; Dr. C Rangarajan, Governor, RBlI and Dr. R H Patil, Founding-Managing
Director, NSE, during the inauguration of NSE in 1994.
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The Erstwhile Era

* The Landscape Before

« The Genesis

« A Generation of Reforms

Memories

Creating History

* The Making of a National Icon
« Democratising Opportunities

» A Catalyst of Global Change

The Institution

* A New Exchange is Born
e A Culture of Change

. Setting Milestones Early On
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The Z pdobile F
The Landscape Before

In India, stock market investing is rooted in a tradition that began under a
banyan tree: in the mid-1850’s, a group of 22 brokers traded in this picturesque
setting opposite the Town Hall in Mumbai (now Asiatic Library). Each broker
pledged a contribution of 1.

But the very first instance of trading a financial product in India took place decades before this.
Loan securities of the East India Company were traded towards the close of the 18%" century.

Trading in bank shares commenced in the early 19" century in Kolkata. The term ‘broker’ emerged
in 1830, when six individuals referred to themselves as ‘share brokers’ in Mumbai. This number
gradually increased. Up until 1850, they predominantly traded in bank shares and securities of the
East India Company in Mumbai.

—_



A banyan tree located in Horniman Circle,
Mumbai was the meeting place for
share brokers in the 1850’s.
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In 1850, the introduction of the Joint Stock Companies Act, which brought about limited
liability, marked the onset of the modern joint stock company era, leading to a surge in
trading volumes. This was an even more significant landmark as it was one of the earliest
trading activities in Asia.

Eventually, the number of brokers trading under the famed banyan tree grew to 250, at
which point they organised themselves as the Native Share and Stock Brokers’ Association.

This group established the Bombay Stock Exchange (BSE) in 1875. 81 years after it was set
up and nine years after Independence, BSE would go on to be recognised as the first stock
exchange in the country under the Securities Contracts (Regulation) Act, 1956,

post Independance.

The nature of business, as well as the old traditions of trading, made it an exclusive club.
What’s more, the law mandated that people could trade only through members of this

exchange, and they charged brokerage for their services.




List of Regional Stock Exchanges in the
pre-NSE Era

Ahmedabad (1894) Madhya Pradesh (1919)

0 ) Ban ga| Ore ( 1 9 63) ...... M adras (1937) ...............
. . Bhubaneswar (1989)  Magadh (1986)
5 0 Bombay (1875) ........ Manga l.(.).r.e.. (1984) ...........
3 \ o Q Ca |Cu tta (190 8) ........ M eerUt . (19 56) ................
- Cochin (1978) OTC Exchange of India,
P : Coimbatore (1991) ~ Mumbai (1990)
3 De|h, ( 19 47) ............. Pune (198 2) ..................
) Guwahati (1983) Saurashtra Kutch (1989)
. Hyderabad (54 Ut pradesn (982)
o Jaipur (1989) Vadodara (1990)
@R

Ludhiana (1983)

The years in parentheses indicate the periods during which the respective
stock exchanges were established.

Map for representative purposes only

The following decades saw the evolution of the stock markets and the rise of 22 stock exchanges across the
country, in major cities and state capitals. Each one had a specific region in which it operated, and in no time, a
sense of competition emerged among these exchanges. But this left the market fragmented.



Soon enough, a regulatory framework evolved, as the protection of investors
and the maintenance of government standards became priorities.

In 1956, the Securities Contracts (Regulation) Act was enacted, to govern all the stock
exchanges in the country. This eventually led to the enactment of the Securities and Exchange
Board of India (SEBI) Act, 1992, whose overarching goal was to promote healthy growth

of the capital markets.

The history of the stock market appears to suggest that it was a ready platform for corporates
to raise capital and expand their horizons — but this was not the case. The next few years saw
individual investors and corporate entities participating in the stock market with new fervour.
An increasing number of corporate enterprises began to rely on the primary market as the main
source of their capital and the investing public responded eagerly. The tempo of market activity

increased, generating a sense of great excitement.




Regional exchanges earmarked regions of operation -
a practice that fragmented the markets.
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The demand for stock-market investing was now high.

But, in some ways, the market had not progressed beyond its history of trading under a
banyan tree. Acquiring membership in an exchange — a trading stipulation — was not easy.
It could only be inherited or purchased from an existing member, or through the purchase
of a new membership card issued by the exchange, subject to approval by its members.

This meant that most of the members of the exchanges were controlled by brokerage firms
that were family-owned. Lineage mattered more than skills, knowledge and qualifications.
The management teams of these exchanges comprised brokers, and elections were frequent.
Conflicts of interest and inadequate professional standards marred the operations of

these exchanges.
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The Ahmedabad Stockbroker’s Association was once
housed in a grand building called the Ahmedabad Stock
Exchange. It operated from the premises from 1919 until
the mid-1990’s.
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During this era, trading was chaotic.

Orders were executed on trading floors (also known as pits) by traders and brokers on behalf
of investors. Floor traders used the open-outcry method to communicate trade orders in these
pits. Communication was both verbal and in the form of hand signals - making stock trading a
hectic and frenzied experience.

Trades were often disputed due to mismatches in the price and/or quantity of selling and
buying entities. Further, practices such as ‘Khangi na sauda’ or ‘curb trading’ (trading of shares
outside the official stock markets, or during hours when those markets were closed) made the
running of these institutions unruly. We discuss the challenges in greater detail in the latter part
of the book.

These organisational challenges and the lack of coordination resulted in frequent breakdown
of operations and set the stage for fraudulent practices and scandals. There was a dire need

to liberalise, regulate and develop the securities market.




“All shares were traded and transferred literally in physical form from one investor to another.
But investors did not trust their brokers to safe keep their securities in a street name, that is in

the name of brokers; there were no depository systems in the country, either.

Share certificates and accompanying documents had to have verification of both significant and
trivial natures cleared by brokers, custodians, exchanges officials and registrars, each of whom
often applied different criteria in accepting or rejecting the share certificates and accompanying
documents. Their settlements were prone to errors, mistakes, delays and, in extreme cases,
unethical or criminal practices at each step of the process. There were a few rigid timeframes

in which each settlement procedure had to be completed and fully complied with.”

Excerpts from ‘The Indian Securities Market: A Guide for Foreign and Domestic Investors’, by
Tadashi Endo, 1998




The Genesis

Change was in the air in the early 1990s.

A scandal had rocked the Indian financial markets (now known popularly as Harshad Mehta
scandal), prompting the government and all stakeholders to push hard for greater transparency
and bigger reforms. The scandal had resulted in thousands of investors suffering heavy losses.
It compelled the authorities to address the fact that a more robust regulatory framework was
needed if the stock market was to play a more substantial role in the economy.

Economic liberalisation and the opening up of the Indian economy in 1992 gave another
impetus to the stock markets. This created a charged atmosphere, one that was full of
promise. Suddenly, there was an urgent need to attract capital, both domestic and foreign.
The exchanges had to up the ante to stay ahead of the curve and remain relevant.

India needed a catalyst to give it a boost and a makeover.




HIGH POWERED
STUDY GROUP ON

ESTABLISHMENT OF

NEW STOCK EXCHANGES

SUMMARY OF RECOMMENDATIONS

~ June 30,1991

High Powered Study Group on
Establishment of New Stock Exchanges, 1991

Head
Shri M J Pherwani

Goal
Promotion of a national stock exchange by financial institutions.

Reform
Formation of NSE



Against this backdrop, the Pherwani Committee, 1991, had already envisioned a model stock
exchange that could play the role of a demonstrator.

According to its report titled ‘High Powered Study Group on Establishment of New Stock
Exchanges’, this exchange could give investors across India access on an equal footing.
Headed by Shri M J Pherwani, the committee recommended that financial institutions promote
a national stock exchange.

Further, the report recommended the principal features that could help structure such an
exchange. The goal was to decisively address the challenges that continued to plague the

stock market.




“The capital markets will play an increasingly important role in the national economy as
the mobilisers of resources for the development of the industrial sector. With the
increasing cost of debt resources, and an intensely competitive marketplace, companies

would perforce depend on the capital markets as the principal source of funds.

Exchanges thus need to provide investors with the degrees of service they require in a
cost-effective and efficient manner, in order to meet the expectations of the corporate

sector and fulfill their role in the national economy.

It is essential that stock exchanges be fully geared to meet the twin challenges of
developing an active and healthy primary and secondary market, and in spearheading

the equity cult.”

Excerpts from the report of the ‘High Powered Study Group on
Establishment of New Stock Exchanges’, 1991

_—



Some of its recommendations were:

« At least 50% of the Managing Board of the exchange should comprise professionals who
are not members. These professionals should be drawn from a cross-section of finance and
industry, and must actively contribute to ensure that the Stock Exchange functions in a
balanced and fair manner. Such a structure would ensure that the interests of investors are
visibly safeguarded.

 The exchange should be completely automated in terms of both trading and settlement
procedures. The implementation of automated trading and settlement procedures should
be planned on a priority basis.

* In addition to the admission of professionals, corporate members and institutions,
representation should be permitted from across the country and not be limited to the city
of Mumbai. This would allow potential investors and professionals from other regions of the

country direct access to the market.




To create a transaction-processing system that was streamlined and coordinated, the
Pherwani Committee also recommended other drastic measures, such as the establishment of:

* A national clearing and settlement corporation to administer the clearing and settlement
functions at a national level and arrange for payment against delivery as a counter-guarantor
to participating members.

» A central depository trust to eventually usher in scripless trading.

» A securities facilities support corporation tasked with establishing and maintaining the

network. All participants (i.e. members, stock exchanges, the clearing and settlement agency,
central depository trust, etc.) would use the facilities established and maintained by this
corporation.




Based on the recommendations of the Pherwani Committee, the government floated the idea
of setting up a nationwide exchange using the latest computer technology, which would have
no interference by stock brokers in either decision-making or management. For the first time
in the history of stock exchanges in India, stock brokers were to be given only the right to
trade; they could not dictate the functioning of the exchange itself.

The foundation of NSE thus started coming together and it brought great
promise: it could serve as a model for regional stock exchanges to follow.




“The 1990’s reforms were qualitatively different from those in the 1980’s in that they
represented a broad acceptance of the idea that entrepreneurs and markets were to be
given priority over government in the conduct of economic activity and that government

interventions required proper justification rather accepted by default.

The reforms in the 1990’s were more systematic and systemic and they gave rise to a

decidedly more stable and sustainable growth from 1992 on.”

Excerpts from the 2004 report, ‘India in the 1980s and 1990s: A Triumph of Reforms’,

by Dr. Arvind Panagariya




It was amid these conditions that NSE was launched and its arrival was
monumental.

After all, it was the first stock exchange in the country that did not have a trading floor.
Instead, it connected the entire country through a Very-Small-Aperture Terminal (V-SAT)
network, allowing brokers to buy and sell shares from the comfort of their offices. For the first
time in Indian history an automated, screen-based trading was introduced.

Now, anyone and everyone interested in trading, across the country, had readily available
access to real-time information on the markets. Consequently, trading on NSE was quicker,

more efficient and transparent.




In many ways, this new Exchange reduced costs, improved the speed with which trades were
executed, and created an environment less prone to manipulation.

Other exchanges followed in NSE’s footsteps, adopting the technology that it had embraced.
Beyond the stock markets, other financial sectors like the banking industry also felt the impact
of this success, as they saw a remarkable escalation in their efficiency.

Since its formation nearly three decades ago, NSE has revolutionised retail investing in the
stock markets. When NSE started its operations in 1994, India had a market capitalisation

(m-cap) of ¥4 lakh crore. India’s market cap has increased by nearly 121 times in rupee terms
and 45 times in dollar terms, to ¥474 lakh crore (US$ 5.6 trillion) in August 2024.




NSE was the mother of Information Technology (IT) revolution in India. It was also the pioneer
of India’s technical prowess. Indian technology companies became large after the advent of
NSE. The successful nationwide implementation of IT infrastructure, made available to general
public by NSE, paved way for the growth of Indian technology companies.

NSE served as a technology demonstrator for both private and public sectors,
influencing the large-scale adoption of e-governance technologies. The
implementation of e-payments, automation in banking, and many other IT
advancements can be traced back to the technological advancements pioneered
by NSE.




The Challenges

A sense of frenzied chaos ruled the trading ring as brokers shouted themselves
hoarse when they transacted business.

They yelled and gestured frantically across the floor, as the entire process was manual and they
had only two hours to trade.

This was a typical day at the stock markets in India, before the arrival of NSE.

During this time, BSE accounted for ~70% of transactions in Indian market, involving 2,600
listed scrips, with other exchanges following its pricing cues. Evidently, trading in this manner

was fraught with many limitations.




- Lack of transparency

Investors had to work with brokers who took their buy/sell orders and traded them at the
exchange on behalf of investors. However, during trading hours, investors did not always
have real-time information about their trades and prices.

The precariousness of this situation was widespread. Although investors were interested
in securities investments, they were apprehensive about the excessive speculation and the
resulting abrupt fluctuations in stock prices. As a result, stock exchanges struggled to gain

respectability among investors in the country and to enjoy their full confidence.




+ Impediments to settlements

There was also the fear that when a trade was executed, it was likely executed at a price
that was not optimal. Trades were settled every fortnight, when payments were made and
physical securities had to be transferred. ‘Vaanda’ or ‘disputed trades’ were a frequent

occurrence.

The long-drawn and complicated process of actually receiving the payment could take
anywhere between one to three months. Investors were wary of problems such as bad
deliveries, forgery, fake certificates, lost certificates and damaged or torn certificates when
it came to the physical transfer of shares. These were grave issues that caused considerable

heartburn for investors.




Insufficient accessibility for investors residing in remote regions

Investors in remote areas faced major accessibility issues. Despite rising interest in stock
markets, these regions lacked the necessary infrastructure for effective investment. They
were often unaware of upcoming public offerings and lacked investment guidance.
Moreover, they had to pay extra for share application forms, and technological barriers
restricted them from accessing exchanges outside their regions.

Furthermore, the trading process involved a complex chain of sub-brokers. Investors would
contact their primary broker, who then relayed the trade request to a sub-broker. This
sub-broker, in turn, passed the order along to another sub-broker or a dealer closer to the
trading floor, each earning a share of the transaction.

This chain not only prolonged trade execution but also introduced complexity, errors, and
communication issues. Investors had no direct or real-time visibility, leading to challenges in

accountability and transparency.




- Absence of safeguards for investor protection

Investor protection, and the rules and regulations pertaining to it, were far from satisfactory.
For example, there were no trade guarantees or investor protection funds during this era.
Investor protection funds are set up to compensate investors up to a certain limit in case

of a default. A broker or an investor, as the counter-party, defaulted when they shorted

a trade, failed to pay for the shares purchased, enabled a bad delivery, or did not rectify
these issues in time - resulting in losses for the investors. What’s worse, investors had no
way to recover this money from the defaulting intermediary.

This was especially challenging when brokers defaulted settlement houses — a systemic
issue that could risk an entire investment cycle. Default settlements used to take up to
30-40 days to be resolved. Often, settlements would get cancelled due to frequent

payment crises resulting from increased defaults by stock brokers.




Frequent disruption of market activities

Market activities were also disrupted frequently due to practices such as excessive insider
trading and speculative trading.

As Tadashi Endo says in his book, ‘The Indian Securities Market: A Guide for Foreign and
Domestic Investors’, “Testimonies of such inefficiencies abounded: overwhelmed by
settlement delays, sometimes many months long, the exchange periodically had to close to
clean up house; after filling its vaults to the brim, an Indian custodial bank started storing
share certificates in a trailer parked in an alley; and messengers queued up outside banks,
each bearing one or more boxes stuffed with shares.”

Retail investors became apprehensive owing to these factors, in addition to the lack of

effective machinery for monitoring, surveilling and auditing market operations.
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« Scrip classification

BSE, which was the largest stock exchange in India before the launch of NSE, classified
equity shares into multiple groups such as ‘A’ and ‘B’. Shares in the ‘A’ group were among
the most liguid stocks of all the shares listed; they had higher trading volumes, and they
fulfilled the compliances of the exchange. Companies listed in the ‘A’ category were backed
by a clearing house with multilateral netting. All other stocks had to be settled bilaterally
between the brokers who traded. There was no settlement guarantee. Any broker default
woluld require other brokers and investors to bear losses.

It would be a long journey before stock markets in India were at par with
international standards. Evidently, much work needed to be done to improve
market efficiency, enhance transparency, and prevent unfair trade practices.




Before NSE’s establishment, Indian stock markets needed

substantial improvements in efficiency, transparency, and

prevention of unfair trading practices.




A Generation of Reforms

In the years before NSE was established, the stock markets in India saw the
formation of a number of committees and the enactment of a variety of reforms.

Each decade brought conversations about finance and technology, as industry stalwarts put

their heads together to propel India’s economic development forward.
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Bombay Stock Exchange Enquiry (Atlay) Committee, 1924

Head
Sir Wilfrid Atlay

Goal
To enquire into the constitution, government customs, practices, rules and
regulations of the Native Share and Stock Brokers’ Association.

Reform
Bombay Securities Contracts Control Act, 1925

The Stock Exchange Enquiry Committee, 1937

Head
Mr. Walter B Morison

Goal
To study the existing rules regarding the listing requirements and admission
of securities for dealing on the pattern of the Bombay Stock Exchange.

Reforms

Recommended the reservation of powers by the Government to impose rules
on the exchange, abolition of exchanges’ overriding power over the governing
body in certain circumstances, among others.
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Report on the Regulation of Stock Exchanges in India, 1948

Head
Mr. P J Thomas

Goal

Legislations for the stock exchange after considering the recommendations of an
expert committee represented by the heads of the Bombay, Calcutta and Madras
stock exchanges.

Reform
Securities Contracts Bill, 1954

Committee on Proposed Legislation for the Regulation of
Stock Exchanges and Contracts in Securities, 1951

Head
Shri A D Gorwala

Goal
To provide for direct and indirect control of virtually all aspects of securities
trading and the running of stock exchanges, and to prevent undesirable

transactions in securities.

Reform
Securities Contracts (Regulation) Act, 1956



The next few decades marked India’s steps toward liberalisation and
economic reforms.

The 1960’s witnessed the first phase of liberalisation in India. It was the dawn of the Green
Revolution, a period during which the agriculture sector underwent a transformation into a
contemporary, industrial system through the implementation of technology, including the
utilisation of high-yielding variety (HYV) seeds, mechanised agricultural equipment, modern
irrigation infrastructure, pesticides and fertilisers.

The year 1973 saw the passage of the Foreign Exchange and Regulation Act (FERA), which
mandated that multinational companies operating in India dilute their foreign shareholding to
less than 40%. Other reforms from this period include the Companies (Temporary Restrictions
on Dividends) Act, 1974 - a legislation to provide, in the interest of economic development,
temporary restrictions on the power of certain companies to declare dividends out of

their profits.

The ‘High Powered Committee on Stock Exchange Reforms,” was appointed in 1984 under the
leadership of Shri G S Patel, former Chairman of United Trust of India (UTI). Its goal was to
review the functioning of the stock markets and make recommendations to streamline their

operations. These led to the formation of new exchanges over the next few years.




India’s first electronic exchange was established in 1990, under the chairmanship of

Shri S C Bhargava. Named as the Over-The-Counter Exchange of India (OTCEI), it commenced
operations two years later. Shri Ravi Mohan was the CEO. He later on became the CEO of
CRISIL and was also a part of the NSE Board. The vision driving its creation was to enable small
and medium businesses to raise capital, which they could not do on the national exchanges due
to their inability to meet the exchange requirements. Recognised as a stock exchange under
the Securities Contracts (Regulation) Act, 1956, OTCEI was based in Mumbai.

In the interest of facilitating greater transparency in transactions and curtailing long chains of
sub-brokers, the National Stock Management System (NSMS) was proposed under the
leadership of Shri Bhagirath Merchant, the then President of BSE.

Both the OTCEI and NSMS were modelled on the then contemporary American systems.




Another experiment was based on a 1996 report of the Inter-Connected Market System (ICMS)
that found its way to the doorstep of the Federation of Indian Stock Exchanges (FISE).

Two years later, the goal of turning small, fragmented and illiquid markets into large, liquid,
nationwide ones led to the formation of the Inter-Connected Stock Exchange of India Limited
(ICEL). Founded and led by Shri M R Mayya, former Executive Director of BSE, ICEL comprised
the heads of all the major exchanges in the country, as well as representatives of regional
stock exchanges.

Sadly, none of these initiatives worked out.

Lack of suitable technology, combined with the absence of clearly defined objectives, led to
their failure. “Growth during the 1980’s was also propelled by fiscal expansion financed by
borrowing abroad and at home. But this was unsustainable and led to the crisis of June 1991,”

Dr. Arvind Panagariya, former Chairman of Asian Development Bank, points out in a research
paper titled ‘India in the 1980’s and 1990’s: A Triumph of Reforms’.




However, lessons were learnt from these decades and they contributed to a strong foundation
for the establishment of NSE.

Consequently, NSE stood out as a successful experiment, amid initiatives that did not see the
light of day. With NSE and BSE starting nationwide operations in the 1990’s, regional stock
exchanges lost their relevance and saw a migration of investors to the larger exchanges.

In 2012, SEBI formally implemented an exit strategy for these regional
exchanges, setting the stage for their closure.




SEBI has spearheaded financial inclusion, ensured a

secure investment environment, and promoted overall

securities market development.
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The Making of a National Icon

Against the backdrop of a growing Indian economy, the nation’s leaders wanted
to ensure that the country left its mark on the world.

Before NSE was established, the average investor had to deal with multiple intermediaries

— as many as four or five of them - resulting in multiple steps and interactions, in order to gain
access to the trading floor. Besides, each intermediary took a commission from the transaction,
leading to increased costs and a long-drawn, complicated process.

Often, investors lacked all the details of the shares they were buying, or the prices at which
they were selling them. The very process of placing trades was cumbersome. The opaque
nature of the market, coupled with investors’ lack of familiarity, created a dire need for

transparency.




Indian and global investors were also looking for finiteness and assurance for their trades —
they needed to be certain that they would receive what they had paid for, and be compensated
for what they sold.

Thus, the newly emerging nationwide stock exchange had to be anchored by values and
purpose in order to contribute to the country’s economic progress. NSE was also India’s first
Digital Public Infrastructure (DPI).

Fuelled by these values, the idea, the dream, and the promise of NSE was born under the
leadership of Shri S S Nadkarni, who was then the Chairman of IDBI; and Dr. R H Patil, who was
chosen to head the project and became its Founding-Managing Director.

These values and principles have consistently inspired the work culture and employees at NSE.




‘A modern enterprise’, ‘a dynamic entity’ — this was the vision of the founding team of NSE.

The blueprint included a proposal for an ‘order-driven’ system rather than a ‘market-marker’
system. The idea was to boost liquidity and ensure a ‘one-order book’ for the nation.
Screen-based trading would be offered.

In the past, conflicts of interest were known to plague the industry. There needed to be a set
of rules that applied to all individuals. The only way to bring order to the marketplace and
foster a sense of integrity was to introduce regulations that were clearly defined,
administered and followed.

To this end, NSE introduced practices such as the Know-Your-Customer (KYC) regulation for
investors. It also prohibited cash dealings in trading. Today, if the Indian stock markets

exhibit transparency in transactions and efficient structuring, it is due to these regulations.




The Farsighted Duo

Shri S S Nadkarni, Chairman, SEBI, IDBI and NSE (left), and Dr. R H Patil, Founding-Managing
Director, NSE (right), in 1994. Both the visionaries spearheaded the setting up of the

new Exchange.



The markets also had to reflect the democratic spirit of India, so that all stakeholders,
including the last in the chain, had information and power in their hands. It was crucial that
information was accessible to all.

One of our noteworthy achievements was taking stock-market investing to households across
India — to the remotest corners, free from interference by middlemen, and streamlined in its
functioning. Today, NSE has an investor base comprising 10 crore Indians (as of August 2024),
encompassing 99.84% of all pincodes in the country.

These were industry-defining decisions intended to lay a strong foundation for the institution’s
future. Ultimately, they would foster confidence in the relationship between investors and
brokers.

But, these changes came with some challenges, ranging from the lack of
nationwide telecom connectivity to the need for major changes in governance.




NSE was firmly rooted in its principles and mission to
play a role in advancing the economic development of
the nation.
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As India’s integration with the rest of the world becomes stronger, critical economic data is captured on a constant basis
on this ticker at the Exchange Plaza, NSE, Mumbai.




Democratising Opportunities

India is a land of opportunities for everyone. It is a diverse, heterogeneous
society, a country blessed with an abundance of resources and home to
people with passion.

NSE mirrored this very essence of India from the very beginning, by welcoming people from
different walks of life and supporting them in the pursuit of their dreams.

What made NSE a truly pan-India enterprise is its harnessing of technology, a move that was
also its biggest competitive advantage. It made the markets accessible and inclusive by
empowering a new generation of entrepreneurs and enabling the efficient use of capital.
This was a place where companies could flourish, where brokers across the country came
together, in order to break Mumbai’s hegemony in the market.

But the journey to becoming a technology-first exchange was not easy.




“When we opted for the V-SAT model, the Department of Telecommunications was very
powerful and had a highly restrictive policy. We were initially assured full support, but
when we asked for the C-Band spectrum, they said, ‘No we can’t give you C-Band,
because there is a lot of demand for it. We can give you extended C-Band.” Nobody was
using that, but we agreed and when we asked for a transponder, we were told that there
was limited space on the transponder. When we were finally given one-fourth
transponder, it was on a satellite that had already started wobbling. We then started

looking for V-SAT equipment, which was not readily available for extended C-Band.

Luckily, an Indian IT Company was in touch with an international firm, which had

expertise in TDMA technology. But it did not have equipment for extended C-Band.




They said, technically, it was not difficult to manufacture such equipment; with a bit of
experimentation, they would design equipment for that frequency and test it
internationally. However, we were not conversant with all the issues involved. Such
equipment requires thorough testing in live conditions. The international firm would
contract an American firm to conduct the testing. Without testing, the equipment was
shipped to us. When the equipment landed at Mumbai port, the Customs Department

were on strike.

Fortune and luck very often favour the brave. At a seminar, | met a senior customs

official. | explained how our project was integral to the larger national purpose and how
the nation would benefit. He immediately grasped the paradigm shift this project would
create and persuaded his team to help, notwithstanding the strike. If you are committed

to the national cause, people will come forward to help.

_—



The equipment was then installed at Mahindra Towers, Worli, Mumbai (NSE’s first
office) and we were waiting for DoT’s approval. They said, ‘You cannot set up the
antenna here; it has to be set up in a place which is like a valley so that it does not

interfere with telecom signals in the surrounding area.’

We had not sought their formal permission since they had already approved our
proposed V-SAT system. There was another dimension to the problem. | don’t think
they ever took us very seriously. They were, perhaps, under the impression that we will
not be able to operationalise such a complex project as no other satellite-based
communication system of that sophistication had gone live in India until then. DoT
itself was planning to set up 70-80 V-SATs as a commercial proposition on the
extended C-Band, but it was stuck in a dispute with the equipment supplier. They

were obviously keen that their project goes live before our project.

Dr. Manmohan Singh (who was the Finance Minister at the time) was highly supportive

and was keen that the NSE project got implemented as early as possible.

—_



He had told Dr. P J Nayak (who worked in the Ministry of Finance) to use his name if the
project got stuck in any government department and that was of great help to us. We
told DoT that Dr. Singh had given us the mandate to go live by Diwali of 1994; they then
grudgingly gave us a temporary approval to start, on the condition that we would have
to shift the mother-dish antenna to the outskirts of Pune if our system interfered with

any other telecom network.
But everything worked fine.

We were also lucky that our extended C-Band system worked. Since we were in a
hurry, it was not thoroughly tested before it went live. We were also not fully aware of
the complexity of the communication system we had installed. Sometimes ignorance is
bliss! It was almost a miracle that our V-SAT system did not face any glitches. It
convinces me that if you are well-intentioned and are not doing things selfishly for

yourself, there is a higher force up there that helps you.”

The story of setting up of NSE’s V-SAT network
in the words of Dr. R H Patil, Founding-Managing Director, NSE

_—



Thus, NSE took affordable V-SAT connectivity to the doorsteps of homes in
rural and semi-urban areas.

The India prosperity story was no longer the prerogative of the elite; rather, it was a narrative
that everyone could participate in. It proved that the benefits of the capital markets could
potentially reach every corner of the Indian society.

There is no better evidence of this than the story of the first day of trading on NSE: 60% of
members were first-time brokers from outside Mumbai. Within a year of its commencement,
NSE became the largest exchange in India, in terms of volumes transacted.

The pivotal automation of financial processes followed the introduction of screen-based
transactions at NSE, with a lasting impact on the banking system. Further, the launch of this
initiative set off a cascading effect, igniting an IT revolution that would shape the very future

of India.




The integration of APIs and other technologies bolstered the entire IT ecosystem, laying
the groundwork for our country’s remarkable prowess in handling large-scale projects and
becoming a global powerhouse in the technology landscape.

This ground-breaking endeavour extended far beyond its initial scope in the stock exchange,
with utility for third-party entities such as brokers and their employees. This system’s
widespread adoption led to the creation of a national market - a feat that has left an indelible
mark on world markets.

In multiple ways, NSE’s journey was a captivating tale of ambition and
adaptability, and this new era of progress would not have been possible without
the courage to embrace change and implement never-seen-before frameworks.




A 30-feet diameter hub antenna was installed at NSE’s first office in Mahindra Towers, Mumbai, in 1994.



(From left to right): Ms. Terry, GTE Spacenet,
Shri Ravi Narain, former CEO, NSE,

Shri Ashishkumar Chauhan, current MD &
CEOQO, NSE, Mr. Michael Tsuk, Gilat Satellite
Networks, Dr. R H Patil, Founding-Manag-
ing Director, NSE, Mr. Amiram, Gilat Satellite
Networks, Shri Veneet Nayar, HCL Comnet,
and Shri G T Rao, HCL Comnet at the former
NSE headquarters located at Mahindra
Towers in Mumbai.

(From left to right): Mr. Michael Tsuk,

Gilat Satellite Networks, Shri Sunil Mehta,
GTE Spacenet Corporation, Shri G T Rao,
HCL Comnet, Mr. Luis Nakpil, GTE
Spacenet, Ms. Terry, GTE Spacenet, Mr. Neil
Scott, Consultant, FSC, Shri Ashishkumar
Chauhan, current MD & CEO, NSE, Mr. Ketan
Patel, NSE, Shri Srinivasan and others at the
GTE Spacenet headquarters at

Mclean Virginia.



A Catalyst of Global Change

NSE did not see the absence of sophisticated telecom infrastructure in the
1990s as a hurdle.

Instead, it set up its own network of V-SATSs, giving investors across the country an equal
opportunity to participate in the markets. With this technology, the traditional open-floor
trading system ended, giving way to an advanced electronic, screen-based trading system
known as National Exchange for Automated Trading (NEAT).

This is a state-of-the-art, fully automated, screen-based trading system. It facilitated an
automated online system that provided a nationwide, anonymous, order-driven, screen-based
trading platform.

On the web, the system was called ‘NOW’ (NEAT on Web) and allowed users to trade in all

products offered by NSE.




The floor is imaginary, it’s cyberspace . . .

BY KUSHALRANI GULAB

Bombay, Oct. 26: The National Stock
Exchange is, even at first sight, different
from any other stock exchange in the
country.

For one thing, it's visually — and
audibly — more appealing. Unlike the
Bombay Stock exchange, which always
looks like it's been hit by a hurricane and
sounds like the hurricane itself, the
National Stock Exchange is a quiet,
ordered place.

For another, all the National Stock
Exchange's officials dress corporate, as
befits the country’s first online stock
exchange where brokers will seldom be
visible and the trading ring is a mainframe
computer.

“There is no floor at the National Stock
Exchange,” said Mr. Ashish Chauhan, who
is the assistant vice-president at the
new-look National Stock Exchange.”

“The floor is imaginary, it's cyberspace.
Which means trading can take place
without any noise.”

The main computer is from Stratus Inc.
and the software was originally developed
by TCAM Inc. “Wherever this system was
introduced, trading volumes went up
dramatically,” continued Mr. Chauhan...

_.Unlike the stock exchanges, brokers
stay in their offices and monitor...
securities on the market via their
computers, linked to the National Stock
Exchange either by VSAT or leased lines.

“You can negotiate on screen, and the
entire market will be watching,” said Mr.
Chauhan, explaining the advantages of the
system. “On the floor-based system,
everything has a specific location, so if
you're asking for Reliance, you won’t be
able to check on Tisco...”

“Asian Age”, Bombay, October 26, 1994

Excerpt from an article published in ‘The Asian Age’, an Indian English daily in 1994.



NEAT’s success was a major win in the history of stock exchanges across the
world, as a model that showcased how IT could be leveraged in the world of
trading, finance, governance and compliance for public good.

Soon, the NYSE, NASDAQ and other exchanges followed suit. Closer home, NSE’s pioneering
work in setting up satellite networks for communication and a world class IT infrastructure
for trading, clearing and settlement, played a catalytic role in catapulting Indian financial
sector into a hi-tech domain.

It is crucial that the investor community feels a sense of security and uniformity. NSE
responded to this need by setting up NSE Data & Analytics Limited (formerly known as
DotEx International Limited). In 2011, SEBI initiated the use of the uniform Know-Your-
Customer (KYC) system by all SEBI-registered intermediaries. NSE Data & Analytics was thus
granted approval by SEBI to function as a KYC Registration Agency (KRA) for centralised
storage/digitisation of the stock exchange’s records in the securities market.




Undoubtedly, the integration of technology into the markets ushered in a new era of trading,
characterised by accessibility, transparency, and enhanced security. India’s capital markets are
now among the most advanced and secured globally, thanks to the seamless implementation of
cutting-edge technology, enabling traders to conduct transactions effortlessly from any corner of
the world, with best-in-class corporate goverance regulations.

Trading in the stock markets has evolved from voice-activated trading, to bot trading, to
algorithmic trading, to high-frequency trading and potential widespread use of Artificial
Intelligence (Al), which is poised to redefine investment decisions and strategies, with logic and
precision. Gone are the days when trading was restricted to a select few; today, anyone armed
with a smartphone can actively participate in the stock market, regardless of their

location.

The markets have literally been placed in the palm of every investor’s hand,
empowering individuals to take part in this dynamic world like never before.
As a result, India has 10 crore investors today (as of August 2024), resulting in
more than 20% India’s households directly investing in stock markets.




The T rdilodion
A New Exchange is Born

The early days at NSE were marked by a sense of purpose and enthusiasm.

The stakes were high but the founding team’s commitment and resolve were even greater. The
journey to becoming India’s largest Exchange and the largest derivatives exchange in the world
was paved with resilience and persistence. All challenges were met with an unshakeable belief
in the team’s core values, and the support of several parties.

The setting up of the Exchange was driven by entrepreneurial zeal. After all, the opportunity to
innovate had arisen from a vacuum in the market. The goal of the Exchange, however, was clear
from the beginning: it was a chance to create a platform that would allow the entire country,

not just the elite, to participate in and benefit from the ‘emerging India story’. The objective of

the Exchange was to aid nation building.




(from left to right): Shri S H Khan, Chairman, NSE and IDBI, Dr. Manmohan Singh, Finance Minister, India,
Shri S S Nadkarni, Chairman, SEBI, IDBI and NSE, Shri B V Bhargava, Chairman, CRISIL, Dr. C Rangarajan, Governor, RBI,
and others at NSE’s inauguration in 1994.



The heart and spirit of NSE continues to remain focused on the greater good. This can be
credited to the role played by institutional shareholders in its founding. Although the
Exchange was created in a for-profit milieu, it was never about building massive wealth, either
for the corporate entity itself, that is, NSE, or for its managers.

The profits of NSE were envisioned as a by-product of a highly-regulated
market that would g