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Abstract 

The transformational history of Indian stock market is briefly discussed in this paper. The growth of the market both in terms 
of market capitalization and retail participation is phenomenon. Both SENSEX and NIFTY are now among the important globally 
tracked market indices. Fully operated dematerialization and listing of new startups are the most recent notable developments of the 
market. The higher consistent return in the historical past has attracted larger number of retail participants and has changed the historical 
behavior of savings of small retail participants of the market. 
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I. Introduction 

At the very outset of this paper it is very pertinent to ask yourself why I should know the history of Indian Stock market and 
so why I need to invest in stock market. There is a plethora of investment products in this complex world of finance. All these instruments 
can broadly be classified into two categories: risky and non-risky. Stock market investment comes into the second group of instruments. 
It is the riskiest among the whole group of instruments. But then why should I put myself in the risky shoes? Simply because risk comes 
with return. Don’t forget the common saying no risk no gain.  

 
The motivation behind the stock market investment is also different from the fixed income earning instruments. There is an 

emerging branch of finance known as Behavioural Finance which deals with the rationality and motivation of stock market investment. 
The basic building block of stock market investment is the efficient market hypothesis which signifies that price digests all the available 
information. But in reality, we face something different from the efficient outcome. Efficient market hypothesis has been criticized 
immensely on the ground of subjective biases such as overconfidence, overreaction (DeBondt and Thaler, 1986), loss aversion 
(Kahneman and Tversky, 1979), herding (Huberman and Regev, 2001), psychological accounting (Tversky and Kahneman, 1981), 
miscalibration of probabilities and regret. The sources of these irrationalities are often attributed to psychological factors—fear, greed, 
and other emotional responses to price fluctuations and dramatic changes in an investor’s wealth.  

 
When you are investing in a fixed income instruments say in bank fixed deposit then you are basically lending to the bank. In 

lieu of this bank will compensate you with the fixed predetermined rate of interest on maturity. In this situation you are not participating 
in the profit or loss of the business of the bank. But when you buy a share of the bank then you become the part of the business of the 
bank. Your future return of the bank share will depend on the future business prospect of the bank as well as relative demand supply 
mismatch for the stock in the secondary market, the market where free-floating shares are traded. So being a part of the business is 
certainly risky than being a just lender. But risk is compensated because of future potential growth of the business. 

 
Another important reason to be in the stock market is that in the long term it is the best asset class in term of return in everywhere 

in this world and specifically in India. Market is volatile in the short term because of irrational expectation of the traders. But in the long 
run it only follows the business success and the growth story. It is the only instrument which has provided real rate of return which has 
beaten the general price rise of the market. So, stock market investment can be considered as another place of investment depending 
upon the risk tolerance capacity of an individual. An aggressive investor can take more risk than a conservative investor.  A balanced 
portfolio must consist of a mix of equities, debt instruments such as bank FDs, commodities such as Gold and real estate. The portfolio 
diversification depends on the risk tolerance capacity, future target of life, availability of funds etc. So, if I want to invest in Stock 
market, I must make myself informed about the history of the stock market. 

 
Following is the plan of the present paper. As it is very difficult to provide very details history of the Indian stock market in a 

single paper so the paper will emphasise the recent evolving issues. Changing Formalities Associated with Stock Market Investment 
over the time period is discussed in Section_II. Section_III deals with some emerging concepts. Companies Act, Corporate Securities 
and setting up of Stock Exchanges are analysed in Section_IV. Section_V discusses the changes of Indian stock market after the new 
economic reform. The indices, primarily NIFTY and SENSEX, the most important indices representing in the global arena are discussed 
in Section_VI. 
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II. Changing Formalities Associated with Stock Market Investment 
Nowadays you have to open a trading account with a SEBI registered broker to buy or sell shares. Only a broker is entitled to 

do trade on your behalf at the stock exchanges. There are more than 1000 SEBI registered brokers and sub-brokers. So you have to be 
careful while selecting your broker. It is sometimes said that a wrong broker is more dangerous than a wrong share. Only a less brokerage 
is not the criteria to choose a broker. Reputation of the broking house, research and easy of doing trade are some of the important features 
to be analyzed before selecting a broker.  

 
Broking has undergone a sea-change with the introduction of the concept of discount broking. The pioneer in this field is 

Zerodha, the present-day largest broking house in India. Discount broking has not only changed the way of trading but also it is 
responsible for greater participation of retail and small investors. It has enabled the small investors to trade and invest at very nominal 
cost.  

 
Today we don’t have to keep our shares in physical form as our grant parent did. Securities are now held in dematerialized 

form after the inception of depository system in India. So, we need a demat account. Dematerialization is the mechanism by which a 
security in physical format is converted into equal amount of electronic format. To open a demat account you need a depository 
participant. There are a large number of depository participants such as banks, both private and public and also the foreign banks, brokers 
etc. All these participants are registered under two depositories in India, which are NSDL (National Securities Depository Limited) and 
CDSL (Central Depository Services Limited). 

 
The third and final requirement for transactions in the share market is a bank account. Even a savings account can be used in 

this respect. Internet banking will enable the transfer of fund from client account to the broker account and vice-versa easily from home. 
Other than internet banking, the various available Unified Payments Interface (UPI) such as Google Pay can be used to fund transfer 
today. Most of the brokers and banks are nowadays providing the facility of three-in-account comprising of trading, demat and savings 
account. So, it is very easy to complete all the formalities easily by just calling an agent at your home and he or she will take care all of 
these.  

 
III. Some Emerging Concepts 

Indian securities market can broadly be classified into primary market and secondary market. Primary market deals with the 
new issues that a company (issuer) offers to the public (investor). Corporations, government, banks, financial institutions and mutual 
funds are some of the issuers and they issue shares, bonds, debentures, other debt instruments, units of mutual funds and collective 
investment schemes. The secondary market is the market place where every day buying and selling of the securities are taken place 
between the investors through the stock exchanges.  

 
So, in the primary market you only buy shares from the company for the first time and your payment goes to the company for 

its future business growth. But in the secondary market investors buy or sell of the shares which are listed after the issue of the initial 
offer and money goes to someone who have sold you the shares in this market. Basically, secondary market is required to sell the shares 
which are issued in the primary market and the buying and selling continue among the investors till the company is listed or not delisted 
from the browses. 

 
Initial Public Offer (IPO) 

It is basically the first issue by the company in the primary market. Most of the companies are started with the individual capital 
of the promoter(s) of the company. However, the promoters’ capital along with their borrowings from banks and other financial 
institutions may not be enough to support the future expansion plan of the business. So, the company goes to the public issuing equity 
shares to them in the primary market as Initial Public Offer (IPO). Investment in the IPO is sometimes become risky and sometimes it 
is also a lucrative one. If anyone has invested in the IPO of Infosys and Tata Consultancy Services (TCS), perhaps, he or she can 
explain better than me how that investment has changed their fate. But it is also true that investing in IPO is very risky as it is not tested 
by the larger invested community. In the recent past Coal India IPO has attracted investors a lot but it has failed to fulfil the hyped 
aspiration of the investors even after the three years of listing. So, investment in IPO is required extra caution. The details of the past 
performances and the present administrative structure of the company are provided in the Red Hearing Prospectus (RHP) available in 
the company website or NSE/BSE websites. Careful IPO investors should go through the prospectus and decide whether the price of 
the IPO is justified or not. Investors should be careful about the ongoing cases, mergers and other issues such as expansion plan or 
setting of new plants etc of the company which are also available with the RHP. Another important fact which must be noticed carefully 
is the IPO grading by the rating agencies. A good IPO must have a high grading say 4/5 or 5/5 by a reputed rating agency. But it does 
not always ensure the success of the IPO after listing it in the secondary market. The listing of the India’s largest microfinance institution 
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SKS Microfinance and its subsequent massive fall in the secondary market is very much known to the investors though the grading of 
the IPO was very high. Following is the list of some recent IPOs listed in the browses with their performance history. There are several 
other important issues which are issued in the primary market though similar to the IPO but quite different from the IPO. Some important 
issues are discussed here.   
 
Table_1.  List of Recent IPOs 

Name of the 
Company 

Issue Size (in 
Rs. crores) 

Date of Listing  Issue Price (Rs) Current Market Price 
(Rs) as on 06/07/2021 

Current Gains (%) 
as on 06/07/2021 

Nazara Technologies 583 30/03/2021 1101 1725 57 
Kalyan Jewellers 1175 26/03/2021 87 78 -11 
Burger King 796.5 14/12/2020 60 160 165 
CAMS 2244 01/10/2020 1230 2841 131 
IRCTC 635 14/10/2019 320 2178 580 

Source: Retrieved from https://www.moneycontrol.com/ipo/ipo-historic-table on 06/07/2021. 
  
Offer for Sale (OFS) 

OFS differs from IPO in the sense that the offer comes from the existing shareholders of an unlisted company first and then the 
transaction settle. After the transaction the company is listed in the browses. 

 
Follow on Public Offer (FPO)  

FPO comes both in the form of IPO that is fresh issue of shares or an offer for sale of existing shares to the public. It is required 
for the company for further planned expansion.  

 
Rights Issue 

Rights Issue is more restricted in the sense that it is limited to the existing shareholders. If a listed company wish to issue to its 
existing shareholders, then it is termed as rights issue. It is issued in a particular ratio. Table_2 provides examples of some of the recently 
held rights issue in Indian stock market. Rights issue certainly increases the number of freely floating shares and so it reduces the Return 
on Capital Employed (ROCE).  ROCE is dealt in details in the chapter of Valuation. 
 

Table_2. Rights Issue 
Company Name Proportion Ex Rights Date 
Emerald Leasing 42:19 27/01/2021 
L&T Finance Holdings 17: 74 21/01/2021 
Urja Global 7: 71 14/01/2021 
Pricol 2: 7 24/11/2020 

Source: Retrieved from https://www.financialexpress.com › market › stock-market on 02/07/2021. 
 
IV. Companies Act, Corporate Securities and Stock Exchanges 

Corporate securities as a new established instrument of investment came into play in India with the passing of the historical 
Companies Act in the year 1850. This act introduced the concept of limited liability for the first time. Promoters were made able to 
diversify their risk and issue corporate securities to the public. As a consequence of that first stock exchange was set up in 1875. It took 
long 25 years even after the inception of the Companies Act to make an organized body known as The Native Share and Stock Brokers 
Association from the shade of the great Banyan tree in front of Mumbai Town Hall where brokers usually gathered at that time. This 
organized body is better known as the Bombay Stock Exchange (BSE) today. BSE is the oldest stock exchange in Asia. BSE was 
recognized by the Government of India under the Securities Contracts Regulation Act in the year 1957. BSE remains as one and only 
nationally acclaimed exchange till the Economic Reform of 1990. In the meantime, a few regional exchanges were set up in Ahmedabad 
(1894), Calcutta (1908) and Madras (1937). The major structural shift came into play in the Indian capital market following the market-
oriented economic reforms in the early 1990s. 

  
V. Economic Reforms, NSE, Dematerialization and Depositories 

Equity market has undergone an overhaul over the decade of the 1990s (Shah & Thomas, 2001). The introduction of computer 
and the use of suitable software management services have made this transformation possible. Day’s old manual matching of price based 
on outcry of the investors was replaced by the computer aided matching based on the real time demand and supply. So the risk of market 
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manipulation was reduced. The fully technology based National Stock Exchange (NSE) was set up in the year 1993. The next important 
revolution is the introduction of the concept of Dematerialization: A transformational journey from materialization that is from the 
physical form to the electronic form otherwise known as dematerialized form. There is a long demand for compulsory dematerialization 
of shares to make the securities safe, efficient and cost effective. Finally, Government of India under the supervision of Securities and 
Exchange Board of India (SEBI) has made the transaction of shares in compulsory demat form only from April 1, 2019. So now you 
can tell your kids about the story of paper form of share certificates once issued in the historical past but cannot show it now. To facilitate 
the dematerialization process and to make a safe custodian of all securities Government has set up two depositories: National Securities 
Depository Limited (NSDL) and Central Depository Services Limited (CDSL). NSDL was set up in August 1996 under the jurisdiction 
of Ministry of Finance, Government of India as the first central securities depository. Initially it was promoted as a joint venture of the 
Industrial development Bank of India (IDBI), Unit Trust of India (UTI) and the National Stock Exchange (NSE). CDSL was established 
in the year 1999 and it was promoted mainly by the Bombay Stock Exchange (BSE). CDSL is also listed in the Indian browses in the 
year 2017. It is the only listed depository in India now. Depository Participants (DPs) act as an intermediary linking the investors and 
the depository.  DPs can be financial institutions, banks, clearing corporations, stock brokers and non-banking finance corporations. 

 
VI. Indices: SENSEX, NIFTY, Sectoral Indices and Shuffling of Indices 

The introduction of Indices is the next prominent change made in the Indian capital market. The indices related with the equity 
market is discussed very briefly here. For detailed composition anyone can consider the website of the BSE and NSE. Only the recent 
changes and the changes which are useful for investment decision making are carefully touched upon in this sub section. 

 
The two most important indices which are globally followed are the SENSEX of BSE and NIFTY of NSE. SENSEX is the 

oldest Indian index launched in 1979 consists of weighted average of 30 largest enlisted companies with base value 100. NIFTY is some 
little more broad-based as it comprised of 50 largest enlisted companies. NIFTY was introduced in the year 1996 with base value 1000. 
NIFTY is volatile in the short term but in the long term it has crossed several higher levels. Following Table_3 shows how the NIFTY 
and SENSEX have crossed the five different levels since its inception: 
 

Table_3. Performance of NIFTY and SENSEX 
 
 
 
 
 
 
 
 
Source: Historical data is retrieved from https://www.nseindia.com & https://www.bseindia.com on 07/07/2021. 
 

We have seen the historical rise of the market. We all know that the market is very volatile in the short term. Needless to say, 
that the volatility is the underlying reason behind the nonlinear return of the stock market. Again, it is observed that the speed of fall is 
higher than the speed of rise within a particular span of time. But the long-term trend is always positive and that is why market is 
breaking its earlier higher level over time. The following Table_4 gives the feel of horrible intraday market correction due to some bad 
news. A seasoned long-term investor always uses this big correction as an opportunity to invest more. 

 
Table_4. Some Big Crashes of Indian Stock Market 

Crash Date Event Points Lost %Lost 
28/04/1992 Harshad Mehta Scam 570 12.77 
24/10/2008 US Financial Crisis 1070 10.95 
09/11/2016 Demonetisation 1689 5.90 
23/03/2020 COVID-19 3944 13.15 

Data Source: Historical data is retrieved from https://www.bseindia.com on 07/07/2021. 
 

Other than these two important broader market indices both BSE and NSE introduced several sectoral indices such as NIFTY 
Bank, NIFTY IT, NIFTY PSU Bank, NIFTY FMCG, NIFTY Private Bank, NIFTY Metal, NIFTY Financial Services by NSE and 
similarly BSE IT, BSE FMCG by BSE. The name of the sectoral index is self-explanatory such as NIFTY Metal comprises of the large 

Level of NIFTY 
(Base: 1000 in 1996) 

Year Level of SENSEX 
(Base: 100 in 1979) 

Year 

1000 1996 10000 1990 

2000 2004 20000 2007 
5000 2007 30000 2015 
10000 2017 40000 2019 
15000 2021 50000 2021 
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metal commodities and so on. We will discuss here recently introduced a broader market index of index based on the Environmental, 
Social and Governance (ESG) score by NSE in the year 2018. The index is known as NIFTY 100 ESG index that is the index is composed 
of those companies which are in the NIFTY 100 index and to be part of the NIFTY 100 ESG it must have very high ESG scores. The 
concept of ESG is discussed worldwide and it is now followed by all the major fund houses in India. They have introduced the thematic 
funds on the basis of ESG concept and the funds are running very successfully. The concept is very alluring in this era of pollution and 
corporate fraud. It will certainly keep high all those companies which will care the environment as well as the investors’ hard-earned 
money. Following Table_5 shows some of the important constituents by weightage of the index. 

 
Table_5.  Top Constituents of NIFTY 100 ESG 

Company’s Name  Weight 
(%) 

Infosys Ltd. 7.18 
Tata Consultancy Services Ltd. 5.45 
Housing Development Finance Corporation 5.18 
HDFC Bank Ltd.  3.35 
HCL Technologies Ltd.  2.86 
Wipro Ltd.  2.70 
Tech Mahindra Ltd.  2.66 
Titan Company Ltd.  2.50 
Bajaj Finance Ltd.  2.46 
Kotak Mahindra Bank Ltd.  2.44 

Source: https://www.niftyindices.com/indices/equity/thematic-indices/nifty100-esg accessed on 13/07/2021. 
   

Another very important issue for a long-term investor is the shuffling of indices at a regular interval. The shuffling reveals 
basically the challenges of the long-term investment. It shows even the largest company can turns into a mediocre one and a mediocre 
can be a giant in the future. It is interesting to note that only 13 companies out of the 50 companies remained part of the NIFTY till date 
since the inception of NIFTY in the year 1996. The 13 companies are HDFC Bank, Reliance Industries Ltd (RIL), Housing Development 
Finance Corporation, ITC, Hindustan Unilever Ltd, L&T, State Bank of India (SBI), Tata Motors, Dr Reddy’s Laboratories, Tata Steel, 
Grasim Industries, Hero MotoCorp, and Hindalco Industries Ltd . Among these 13 companies only SBI is the public sector company 
with majority stake is still with the government. As per the present rule 10 per cent of the constituents can be altered in a calendar year 
on the basis of average free-float market capitalization. A stock with higher average free-float market capitalization will replaced the 
underperforming stock in the indices. Generally, a stock which is included in the Index say in NIFTY certainly get more inflow from 
the exchange traded funds (ETFs) and the stock which is excluded will certainly get the outflow from the ETFs. For example, with the 
announcement of exclusion of YES Bank and inclusion of Shree Cement in NIFTY from 29thMarch, 2020 has caused the former plunging 
by 4 per cent and the gain of later by 6 per cent on 19th March, 2020. A prudent long-term investor always spots very early who is going 
to be the next member of a broader market index and remained invested till the entry. Historically it is observed that 50 per cent shuffling 
of NIFTY constituents occurred in a decade. It is not only common in India but also seen in developed market such as US with 25 per 
cent churning and 30-40 per cent in other major emerging markets (Mukherjee et al., 2017). Table_6 recollects some of the recent 
exclusion inclusion of NIFTY. 

 
Table_6. Recent Churning of NIFTY 

Date Excluded Included 
29/03/2020 Yes Bank Shree Cement 
29/03/2019 Hindustan Petroleum Corporation Limited Britannia Industries Limited 
29/09/2017 ACC, Bank of Baroda, Tata Power and Tata Motors DVR Bajaj Finance, Hindustan Petroleum 

Corporation, and UPL 
Source: https://www.financialexpress.com accessed on 14/07/2021. 
 
VII. Conclusion 

So, we have come across a very brief but useful historical development of the Indian stock market. There is no doubt that Indian 
stock market is now among the top five matured developed markets in the World. The easy of doing trading and investment due to the 
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development of information technology has made the market more broad based. It is now more secure to invest in the market because 
of regulatory changes. The prudent regulation has made significant retail participation compared to the other developed markets.   
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