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Abstract  
 

The career in the capital mark involves helping companies raise funding be selling stock to investors. This can 
includes responsibilities like facilitating communications and transactions of the companies. Capital markets help to 
channelize surplus funds into productive use. Generally, this market trades mostly in long term securities. The important 
divisions of the capital market are stock market, bond market and primary, secondary markets. Primary markets deal with 
the trade of new issues of stocks and other securities, whereas secondary market deals with the exchange of existing or 
previously-issued securities. The present study tries to study the trends in capital market in India.  The capital market in 
emerging economies like India has exhibited a strong growth momentum, driven by a robust economic demand, 
consumption and savings rate.  This research article to be critically analyzed about the Indian capital market - opportunities 
and challenges. 
 
 
Keywords:  Corporate Capital market, National Stock Exchange, Classified Capital, Private Participation, Market 

Support Services, Capital Market Opportunities. 
 
 
Statement of the Problem: 
 

The stock market is a device for transferring money from the impatient to the patient” 
 

 Warren Buffet 
A World Famous  Business Magnet  
 

 
Capital market is a market where buyers and sellers engage in trade of financial securities like bonds, stocks, etc. 

The buying/selling is undertaken by participants such as individuals and institutions. Capital markets help channelise surplus 
funds from savers to institutions which then invest them into productive use. This market trades mostly in long-term 
securities. Capital market consists of primary market and secondary market. Primary market deals with trade of new issues 
of stocks and other securities whereas secondary market deals with the exchange of existing or previously-issued securities. 
 

Capital Market plays a crucial and effective role in the economic development of a nation. It provides the financial 
resources needed for the long term and sustainable development of the different sectors of the economy. The Zone of the 
activities in the capital market is dependent partly on the savings and investment in the economy and partly on the 
performance of the industry and the economic in general. During pre-seventies the average Indian investor used to put all 
his/her savings in bank and unit Trust of India only the rich and the daring invested in the market. Capital market were quite 
inactive in sixties and seventies and the private corporate sector dependent on their retained earnings and loan funds from 
the government owned financial and investment institutions for their expansion and growth. In the early independent era, 
the capital market virtually remained passive players in the process of economic development and was unable to mobilize 
the financial resources of the nation in required volume. It was in the late 1970s that the average Indian thought of risking 
his money in the stock market. The recent years witnessed significant reforms in the capital market. it is well known that 
trading platform has become automatic, electronic, anonymous, order driven, nation widened screen based. Uniform 
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settlement cycle of Monday to Friday are on all stock exchanges which was recommended by the SEBI and also inform 
listing procedures were adopted and coordinated by an all Indian Listing Authority since 2004. 
 
What is Capital Market? 
 

The Indian securities market consists of primary (new issues) as well as secondary (stock) market in both equity 
and debt. The primary market provides the channel for sale of new securities, while the secondary market deals in trading 
of securities previously issued. Usually, the issuers of securities will issue (create and sell) new securities in the primary 
market to raise funds for investment. They do so either through public issues or private placement. There are two major 
types of issuers who issue securities. The corporate entities issue mainly debt and equity instruments (shares, debentures, 
etc.), while the governments (central and state governments) issue debt securities (dated securities, treasury bills). The 
secondary market enables participants who hold securities to adjust their holdings in response to changes in their assessment 
of risk and return. A variant of secondary market is the forward market, where securities are traded for future delivery and 
payment in the form of futures and options. The futures and options can be on individual stocks or basket of stocks like 
index. Two exchanges, namely National Stock Exchange (NSE) and the Stock Exchange, Mumbai (BSE) provide trading 
of derivatives in single stock futures, index futures, single stock options and index options. Derivatives trading commenced 
in India in June 2000 A capital market is a market for securities (debt or equity), where business enterprises (companies) 
and governments can raise long-term funds. It is defined as a market in which money is provided for periods longer than a 
year, as the raising of short-term funds takes place on other markets (e.g., the money market). The capital market includes 
the stock market (equity securities) and the bond market (debt).  Capital markets may be classified as primary markets and 
secondary markets. In primary markets, new stock or bond issues are sold to investors via a mechanism known as 
underwriting. In the secondary markets, existing securities are sold and bought among investors or traders, usually on a 
securities exchange, over-the-counter, or elsewhere. The capital market has two interdependent and inseparable segments 
the new issue market (primary market) and the stock market (secondary market). The primary markets provide the channel 
for creation and sale of new securities while the secondary market deals in securities previously issued. 
 
Developments in the Capital Markets 
 

In India, although the Stock Exchanges have been in existence for over 100 years, their role acquired significance 
in mobilisation of savings and channelisation into productive investment, only in the 70s and the 80s, though the market 
was subject to Government control and regulations. In nineties, the capital markets, however, have emerged as an important 
source of capital mobilisation and witnessed considerable growth, following comprehensive set of reforms introduced in 
this areas as a part of financial sector reforms. 
 

The extent of growth in capital markets in India can be measured by the fact that as against an amount of about $ 6 
billion equivalent mobilized during the 10 year period up to 1990-91, the amount mobilised during six years between 1991-
92 to 1997-98 increased over eleven-fold to around $ 68 billion. In 2010 the pre-reform period, 75% of incremental financial 
savings went to banks and approx. 25% to the capital markets. In 2016 the banking sector received 47% of the household 
savings and the equity market 53%. Thus there has been a marked shift towards capital markets from the traditional banking 
system. 
 

The secondary market too has grown significantly, and market capitalization on National Stock Exchange (NSE) 
has increased from $ 94 billion in November 1994 to $ 132 billion in April 1998. Net cumulative portfolio investments by 
FIIs have crossed $ 9 billion mark. The substantial flow of foreign portfolio investments has made the trade volume on 
stock exchanges increase considerably. The capital markets have reached these levels thanks to a series of comprehensive 
reforms measures introduced by the Government since 1991-92. Among the various measures introduced the abolition of 
office of Controller of Capital Issues together with free pricing of issues by corporates constitute perhaps the most important 
developments in the capital market in the post-reform era. Another landmark was the establishment of Securities and 
Exchange Board of India (SEBI) with statutory functions and powers to bring about a healthy and orderly growth of the 



 
Cover Page 

  

  
 
DOI: http://ijmer.in.doi./2022/11.05.131 

            

 

ISSN:2277-7881; IMPACT FACTOR :7.816(2022); IC VALUE:5.16; ISI VALUE:2.286 
Peer Reviewed and Refereed Journal: VOLUME:11, ISSUE:5(6), May: 2022 
Online Copy of Article Publication Available (2022 Issues): www.ijmer.in 

Digital Certificate of Publication: http://ijmer.in/pdf/e-Certificate%20of%20Publication-IJMER.pdf 
Scopus Review ID: A2B96D3ACF3FEA2A 

Article Received: 2nd May 2022   
 Publication Date:10th June 2022 

Publisher: Sucharitha Publication, India 

 

 
214 

 

capital market. SEBI has truly transformed the capital markets through a series of well designed and well sequenced reforms 
measures introduced over the last few years covering both the primary and secondary markets. 
 
Development of Debt Market 
 

Let us now look at the developments in debt markets in India. In the pre-reform period the Government securities 
market remained almost dormant with borrowing at pre announced rates, targeting a captive group of investors. This, 
coupled with automatic monetisation of budget deficit prevented a deep and vibrant Government securities market from 
emerging. Since 1992, Central Government borrowings have been undertaken at market related rates, primarily through 
auctions of Government securities of different maturities. RBI introduced innovative instruments like, conversion of 
Treasury Bills into term security and zero Coupon Bonds. RBI has also announced a Capital Indexed Bond as a hedge 
against inflation. A 14 day Intermediate Treasury Bills was introduced to enable State Governments, foreign central banks 
and other specified bodies to invest their temporary surplus funds. 
 

The other segments of the primary debt market is PSU debt market and corporate debt comprising industry, financial 
institutions, banks and finance companies. In the post-reform era, the primary debt market is dominated by FIs & PSUs. 
The corporate sector has accessed it only to a limited extent. This segment has considerable prospects for growth. 
 

In order to deepen the secondary debt market in Government securities, the system of primary dealers (PDs) was 
introduced, and later, with a view to broadening the market with a second tier of dealer system, guidelines for Satellite 
Dealers (SDs) were issued. To further deepen the Government Securities market, a scheme of liquidity support to mutual 
funds dedicated exclusively to investments in Government securities was evolved. This has led to substantial growth in 
secondary market trading in Government securities. However, secondary market for non-Government segments have yet to 
develop. 

 
Scope of Capital Market Research 
 

We were next faced with another difficult question about what can be classified as a work on capital markets. 
A variety of work in economics, accounting and finance would have some linkages with capital markets. Works in 
corporate finance have strong linkages with security markets. For our purpose therefore, we considered works falling 
into any of the following categories as those belonging to the field of capital markets: valuation of stocks and 
functioning of the stock markets; valuation of bonds, convertible debentures and market for debt; new issues market 
and merchant banking; market efficiency ; dividends, bonus & rights issues and rates of return; and performance and 
regulations of mutual funds. 
 
Period of Review 
 

We have primarily reviewed work done in the fifteen years from 1977 to 1992. In addition, some works 
published in 1993, which we could readily access while analyzing the data collected for the earlier fifteen years, have 
also been reviewed. It was not considered worthwhile to go further back in time because of two main reasons: a) the 
further one goes back in time, the more difficult it becomes to access works done, b) the characteristics of capital 
market in India have changed considerably and the market in the eighties and nineties has little resemblance with the 
market in the sixties and early seventies. We chose 1977 as a cut-off year for a break from the past since it was this 
year in which the MNCs operating in India were forced to dilute foreign holding under FERA. The dilution was 
perhaps the genesis of the equity cult which gave a fillip to the Indian capital market. 
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Objective of Review 
 

Even this aspect of the review required resolution of some key issues. Should it simply consist of annotated 
bibliographies of the research? Should it be a commentary on the works done without drawing any inferences for the 
future, or should it be our assessment about the emerging scenario in the Indian capital market based on the research 
over the chosen period? We decided to provide a detailed bibliography at the end of the paper and provide a 
commentary on the more serious works in the main body of the paper. In several areas, particularly where there have 
been dramatic changes in the regulatory or operating environment, we have also identified the kind of research that is 
needed. 
 
 
The Survey Process 
 

In order to ensure that the coverage was as exhaustive as possible, we wrote to 118 Indian university 
departments, institutes of management and other relevant autonomous research institutions in October 1992, requesting 
them to send us a list along with the abstracts of all the works (doctoral dissertations, published and unpublished papers 
in academic journals and books) done in the field of capital market and financial services in their 
department/institution. Financial services was included so as to ensure that areas such as mutual funds and merchant 
banking were not excluded from the response. We did not spell out any specific areas as we thought it best to let the 
respondents interpret research in capital market and financial services in its widest possible sense. We exercised our 
judgement on what work would qualify for inclusion under the area of capital market only after we received the 
responses. 
 

In the first round, we received responses only from 9 departments/institutions. Subsequently, we sent three 
reminders, at intervals of one month each. The first reminder brought in 18 more responses; the second brought in 
another 13 and the third reminder 13 more responses, bringing the total number of respondents to 53. However, of 
these, only 28 institutions reported that some research had been done in the field of capital market and financial 
services by them. 
 
Challenges Facing the Capital Market 
 

At, the present market stage system to deal with some of the challenges facing the capital markets in India which 
need to be adequately addressed to realise the vision of an efficient market system. In the primary equity market, a major 
challenge currently is the revival of the depressed conditions of the market. The sluggishness of the primary equity market 
which is continuing for over two years is attributed to various factors including investors apathy which is mainly due to 
poor performance of a large number of scripts floated with a high premia during 1993-95 following freeing of the pricing. 
The matter was compounded by irregularities noticed in the pricing of some of the issues which imparted considerable 
negative influence in the minds of investors. Further, there was a liquidity constraint in the financial system during 2015-
2016  and large part of 2016-2017 which led to spurt in interest rates diverting investors’ preference from equity to debt 
issues in the primary market. The continued subdued nature of the primary equity market has become an area of major 
concern today as it is hampering implementation of many industrial projects causing time and cost overruns and thereby 
affecting the industrial growth of the country. 
 

In the primary equity market a happy development has been the successful issues of several banking industry shares 
which have received good investor response despite most of the issues being premium issues. This underscores the need for 
the introducing quality issues by the corporate sector. FIs like ours are ready to provide underwriting support. What is 
lacking is the confidence on the part of good corporate entities to test the markets. 



 
Cover Page 

  

  
 
DOI: http://ijmer.in.doi./2022/11.05.131 

            

 

ISSN:2277-7881; IMPACT FACTOR :7.816(2022); IC VALUE:5.16; ISI VALUE:2.286 
Peer Reviewed and Refereed Journal: VOLUME:11, ISSUE:5(6), May: 2022 
Online Copy of Article Publication Available (2022 Issues): www.ijmer.in 

Digital Certificate of Publication: http://ijmer.in/pdf/e-Certificate%20of%20Publication-IJMER.pdf 
Scopus Review ID: A2B96D3ACF3FEA2A 

Article Received: 2nd May 2022   
 Publication Date:10th June 2022 

Publisher: Sucharitha Publication, India 

 

 
216 

 

 
I am sure, investors response will be good in case appropriately priced quality corporate issues are launched. The 

secondary equity market has also remained subdued over the past two years, although it has shown some revival trends, 
confined to a few select scrips. In a way revival of primary equity market depends crucially on the health of the secondary 
market. Policy reforms in the secondary market have been quite comprehensive so far as creation of efficient and transparent 
infrastructure is concerned. As stated earlier, India today has NSE which provides screen based automated and transparent 
trading. It has set up a clearing corporation to guarantee trades done on NSE. 
 

Post trading facilities have improved considerably with the setting up of National Securities Depository Ltd. Other 
exchanges have also now computerized their operations, settlement cycles are being rigidly followed. There is also a gradual 
shift towards demat form of trading. However, Secondary markets have come to be dominated by the FIIs. The recent events 
in South-East Asia has to some extent affected their sentiments. Though it could be said that barring for a few months, there 
was always net inflow of FII’s investment. What is required is to make the Indian FIs participate to a much larger extent 
than they are doing today. UTI and other mutual funds as well as LIC have to be much more active on the secondary markets. 
 

Another major challenge facing Indian capital market is creation of secondary market in debt instruments 
particularly in corporate debt. The growth of long term corporate debt market is an essential requirement as private corporate 
sector in India has been assigned a prime role in development of infrastructure and other projects. In India, corporate sector 
accesses debt mainly by way of term loans from financial institutions. However, with the reforms in capital market, role of 
securitised assets is likely to acquire considerable importance in future. There is a large agenda for development of corporate 
debt market in India comparable to international standards. 
 

There are several issues which merit attention for development of a vibrant debt market. I strongly feel that to 
activate the long term corporate debt market in India, there is a need for further liberalisation in use of contractual savings 
like pension, provident fund and insurance, which provide large source of long term funds in the economy. Also, there is an 
urgent need for market making in corporate debt on the lines of Government securities. A distributive network of brokers 
and sub-brokers does not exist for debt instruments as it does in the equity segment. As a result, although a part of household 
savings is channelised into long term debt, it is largely in non-marketable forms. Debt securitisation has also to develop for 
which changes in the Stamp Act and Contracts Act need to be made. 
 
 

Another important challenge before Indian capital market is the development of market for derivative products. 
Developed capital markets have all introduced derivative products in financial markets. In India, this is a new and evolving 
concept. NSE has taken the lead in spearheading the demand for introduction of futures and options markets. SEBI had set 
up an Expert Committee on Derivatives under the Chairmanship of Prof.L.C.Gupta which has recommended the 
introduction of derivatives trading in India. This has been accepted by the SEBI Board a couple of weeks back. The matter 
is awaiting Government of India’s approval for amendment of the Securities Contract Act. NSE has already made the 
preparatory arrangements for commencing the trading as soon as the approval comes. There is thus every likelihood 
of derivatives trading starting sooner than later. 
 

The introduction of financial derivatives in the form of traded futures, including equity futures, currency futures 
and interest rate futures, would be a giant step towards the further development of the Indian financial markets. 
 
Market Efficiency 
 

Three types of informational efficiency (weak, semi-strong and strong) have been well identified by 
researchers in the field of capital markets throughout the world. Weak efficiency states that current prices fully reflect 
all the information contained in the history of past prices and denies the utility of charting and technical analysis. This 
issue has been researched in India over a long period and the overwhelming preponderance of evidence, for example, 
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Barua (1980, 1987); Sharma (1983); Ramachandran (1985); Sharma and Kennedy (1977); Gupta (1985) is in favour 
of weak form efficiency. There have been only a few studies (Kulkarni (1978) and Chaudhury (1991a,b,c)) which did 
not support the weak efficiency hypothesis. 
 

In the light of the above evidence, the results of Bhat and Pandey (1987) appear paradoxical. On the basis of 
a questionnaire survey, they conclude that the users and preparers of accounting information in India do not believe 
that the market is efficient in any of its three forms. Bhat (1988a) studies the relationship between the regional market 
indices in the Indian stock market over the period 1971-85 using monthly data. He finds that the regional price 
indicators respond immediately to the all India index, but cautions that his study is not adequate to conclude the 
existence of an integrated national market. Semi strong form of efficiency deals with the speed with which publicly 
available information is assimilated by the market and incorporated in market prices. The evidence on this issue is 
mixed. 
 
Subramaniam (1989) found that in the case of political events, the market appeared to respond more efficiently to 
events whose impact on share values was characterized by low complexity and high clarity. The market seemed to 
have difficulty with ambiguous and complex events. Ramachandran (1985) and Srinivasan (1988) found that the 
market was by and large efficient in responding to the information content of bonus issues and rights issues 
respectively. 
 
A closely related question is the extent to which share prices reflect (publicly known) fundamentals. Dixit (1986) 
shows that dividend is the most important determinant of share prices. This is consistent with standard theories of 
fundamental value. However, Barua and Raghunathan (1990a), Sundaram  (1991) and Obaidullah (1991), Sinha 
(1992) cast doubts on whether the observed price earnings ratios are consistent with fundamental factors like dividend 
growth and payout ratios. 
 

Another related question is whether the pricing in Indian markets is consistent with the risk return parity 
postulated by the Capital Asset Pricing Model (CAPM). While Varma (1988) and Yalawar (1988) provide evidence 
in favour of the CAPM, Srinivasan (1988) argues that the CAPM relationship holds only in the long run. The validity 
of the CAPM is important as many tests of the efficient market hypothesis implicitly assume the validity of the CAPM. 
More detailed tests of the CAPM and also of the competing Arbitrage Pricing Theory are important areas for future 
research. 
 

Barua and Raghunathan (1986) provide evidence of the systematic mispricing of convertible securities in 
violation of the risk return parity and argue that this represents an arbitrage opportunity. Though this paper provoked 
a heated debate on whether the arbitrage opportunity was really risk free, the mispricing of convertible securities 
remains an unexplained anomaly. 
 

Regarding the behaviour of interest rates and fixed income securities, there is hardly any research yet. Interest 
rates have been progressively freed since 1991 but the transition to a total free market regime is likely to be complete 
only by the mid 1990's. The study by Nachane (1988) of the few interest rates that have historically been subject to 
some extent to market forces assumes significance in this context. Nachane found that the market for lendable funds 
as reflected in the call market rate, bazaar bill rate and the SBI Hundi rate is inefficient. The Fisherine hypothesis that 
interest rates reflect anticipated inflation is also rejected. The third form of market efficiency (strong from) asserts that 
even inside information which is not publicly available is reflected in market prices very rapidly. This hypothesis is 
usually tested by evaluating the performance of mutual funds whose managers can be expected to have some degree 
of inside information. The research in this field is discussed in a separate section of this review.  
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What Need to be Done? 
 

Prior to globalisation of Indian economy, the stock markets were somewhat insulated from international influence. 
This is not the case any more. The recent S.E. Asian crisis has shown that due to high degree of integration or linkage among 
financial markets, the crisis can be quickly transmitted to other financial markets. India came out rather unscathed and did 
not experience the trauma faced by other countries. Partly it was due to the fact that full CAC has not been adopted and 
partly Indian Regulatory mechanism turned out to be far more effective than in other countries. In an integrated global 
economy, It is need to be imperative to take steps to regulate the markets effectively so as to retain investor confidence in a 
country’s economy and particularly the stock market. 
 

The capital markets here have come to play a crucial role in the financial intermediation process and have rightly 
been regarded as an important barometer of the impact of the reform process. Any discussion on the process of integration 
of the Indian economy with the world economy must perforce assess the role and ability of the capital markets in 
encouraging this process. 
 
Conclusions: 
 

The reforms in the economic system has imparted a new dimension to capital markets in India. While liberalisation 
in capital market has resulted in many improvements in functioning of the stock markets, there are several aspects which 
still merit attention so that capital market can play a meaningful role in industrial & economic development. The sluggish 
trends in primary equity market needs to be reversed by restoring investors’ confidence in the market. Secondary market 
trading needs to be broad based and various intermediaries, both in primary and secondary market should be strengthened 
to conform to international standards. Development of long term debt market, particularly, corporate debt market is an 
essential pre-requisite particularly for financing of infrastructure and other industrial projects. Regulatory and other aspects 
need to be looked into. Also, Indian capital market should mature to introduce derivative products for risk management in 
capital market. The recent South East Asian crisis needs to be carefully studied. A market oriented system with appropriate 
regulation leads to growth with stability, otherwise there may be shocks both external and internal which might destabilise 
the economy. 
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