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OVERVIEW
Forward

The world of investing is in a state of flux with, perhaps, too much money chasing after too few assets 
that are perceived to be investment-ready.

A wall of liquidity – fuelled by quantitative easing – has resulted in low yields and high correlation 
amongst traditional assets. Trends in technology and geopolitics – exacerbated since the onset of the 
pandemic – continue to upend business models and supply chains. The search for “alternatives” – from 
private markets to crypto assets – continues apace.

At the same time, significant parts of the world fail to receive investments commensurate with their 
fundamentals of growth and demographics, or opportunities in infrastructure, insurance and pensions. 

A critical barrier between the demand for, and supply of investment capital is the quality of the 
conduit that is capital markets.

It is the ecosystem of regulatory climate, market structure, history and culture of professionalism that 
enables match-making between sources and uses of funds. Fostering this ecosystem unleashes the 
power of investments to make real impact on real lives in the real economy. 

A deliberate and continuous pursuit of education, ethical standards and professional excellence can 
fuel the flywheel of knowledge, confidence, and investment in developing markets.   

I congratulate the Research Foundation for this timely and valuable contribution to the body of 
knowledge surrounding these eleven emerging and frontier economies in Asia. At different stages of 
development, virtually all of these markets provide a mix of domestic fundamentals, insulation and 
connectivity to the global economy. This set of detailed, country-level perspectives produced by highly 
qualified, in-country experts should catalyse greater understanding, debate, and inclusion of these 
economies in the global investment dialogue.       

Lutfey Siddiqi

Managing Director, Global Regions & Society Relations
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OBJECTIVE
Providing a summary of history, current characteristics, challenges, and opportunities of Indian 
capital markets

• Evolution of India’s Capital Markets, its History and important milestones along the way
• The establishment of Capital Markets Regulator & the development of market structure and growth 

of Equity, Debt & Derivatives market
• The key challenges & opportunities that an emerging market like India provides & its place within 

the Emerging Markets of Asia Pacific
• India as one of the countries along with 10 other EM Asia countries 
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EVOLUTION OF INDIAN CAPITAL MARKETS
Pre-Independence

• First traces - Loan securities of the East India Company were being traded at the end of 18th 
century

• In 1875, a handful of brokers formed the Native Share and Stock Brokers’ Association (or BSE)
• Expansion of cotton and jute industries  in other parts of the countries led to the formation of new 

exchanges
• The Swadeshi or Home Rule movement, along with establishment of domestic companies such as 

Tata Iron and Steel Company led to further development of Indian businesses
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EVOLUTION OF INDIAN CAPITAL MARKETS
Post-Independence
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EVOLUTION OF INDIAN CAPITAL MARKETS
Post-Independence
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EQUITY MARKETS
Two major exchanges – BSE and NSE

• BSE and NSE are the 10th and 11th largest 
exchanges by market cap in the world

• BSE has more than 5,000 listed companies
• NSE has a lion’s share of the market  (>90%) in 

terms of liquidity
• Dynamic change in SENSEX’s sector composition 

over two decades – earlier dominated by 
manufacturing industries (26/30), now dominated by 
private sector, esp. finance services
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EQUITY MARKETS
Mutual fund industry and retail investors have become an integral part of the ecosystem

• Mutual fund industry now an integral part of country’s financial landscape – owning ~19% of BSE 500 
stocks in Sep’19, compared to ~12% in Sep’15

• Consistent growth in retail investors participation in owning equities - ~41 million demat accounts at 
FY20 end

• Foreign investments have grown significantly since globalization, but still constrained by regulations 
around ownership limits 

18



19

FIXED INCOME MARKETS



FIXED INCOME MARKETS
Government securities constitute the largest share and are more liquid

• Four major segments –
i) government securities, 
ii) corporate and public sector debt, 
iii) money market securities, and 
iv) bank and corporate deposits

• Dated G-secs constitute the highest share, with > 
40% of the market, followed by Corporate (~30%) 
and State Development Loans (~20%)
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FIXED INCOME MARKETS
The government securities segment is amongst the largest in Asia but sees lower retail and oversees 
participation

• Indian G-Secs have experienced significant growth   
since the implementation of structural  and policy  
changes in 2012; 3rd largest govt debt market in Asia

• The market is still fairly skewed towards institutional 
players with commercial banks (~40%) and  
insurance companies (25%) representing the highest 
share

• Retail participant is still very low. Major reasons 
include - Low awareness, high transaction costs, and 
the availability of similar instruments

• In order to increase oversees investments, RBI 
introduced Medium Term Framework and Voluntary 
Retention Route
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FIXED INCOME MARKETS
Liquidity in corporate bonds segment is critical to attract retail and institutional investors

• Corporate bond market consists of bonds issued by 
public sector undertakings and private corporations

• However, the segment is much smaller than 
government bonds in terms of size and liquidity

• ~80% of the market consists of AAA and AA issuers, 
most of them private placements

• According to CRISIL, mutual funds and insurance 
products represent around 42% of market share

• The market is still underdeveloped due to regulatory 
hurdles and corporations mostly rely on banks for 
capital
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DERIVATIVES
The segment is in nascent stage but has seen significant 
growth

• NSE and BSE are major exchanges that provide 
trading in futures & options for indices, stocks and 
currency

• NSE offers the most liquid segment for index futures 
stock futures, index options and stock options; 
currently the world’s largest exchange by number of 
contracts

• NSE’s Commodities segment still in nascent stage; 
merger of SEBI and Forward Markets Commission a 
major development
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CHALLENGES & OPPORTUNITIES
While reckoned to have a young population and growing economy, we need to take measures that 
can help India quickly achieve the goal  of a $5 trillion economy
• India has a low level of participation in equity markets. Just 6% of the population have equity broking accounts and an even smaller 

number have MF investments
• While India’s favorable demographics is an advantage, low level of financial literacy and a low per capita income despite an 

impressive growth in GDP are key challenges
• A progressive capital markets regulator in SEBI has ensured several path breaking regulations being introduced in recent times
• SEBI has taken multiple steps in recent past to protect investor interest – principal among them being the implementation of Kotak 

Committee Report to strengthen corporate governance, introduction of Investment Advisors’ regulation, Restrictions on Insider
Trading, Transparency in MF portfolio and fees.

• Despite these steps, a lot of ground needs to be covered –
- Multiplicity of regulators
- Deepen the bond markets
- Recognize ETFs as distinct from Mutual Funds for regulations
- Relaxing of compliance restrictions on FIIs
- Make overseas listing seamless 
- Creating a growth environment for FinTech companies
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