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Abstract: 

Stock Market is one of the most versatile sectors in the financial system, and Stock Market plays 

an important role in economic development. Stock Market is a hub where facilities are provided 

to the investors to purchase and sell their Shares, Bonds and Debenture etc. In other words, Stock 

Market is a platform for trading various securities and derivatives without any barriers. In Stock 

Market various companies are listed to their business venture through public issues. In the 

current scenario, long term investors are investing in the companies through Stock Market to 

attain proöt. In India listed Stock Market are Bombay Stock Exchange (BSE), the National Stock 

Exchange (NSE) and the Calcutta Stock Exchange (CSE). These three are largest Indian Stock 

Market. Volatility is a statistical measure of the dispersion of returns for a given security or 

Market Index. Commonly, the higher the volatility greater the risk associated with the security. 

Volatility estimation is important for several reasons associated with different people in the 

market. Developed markets continue to provide over long period of time with higher returns 

constituting low volatility. Indian market has started becoming informational more efficient 

compared to developed countries. The study would facilitate the reader to understand the past, 

current and future aspects of Indian Stock Markets well as function and importance of stock 

market. 

1. Introduction 

As a part of the process of economic liberalization, the stock market has been assigned an 

important place in financing the Indian corporate sector. Besides enabling mobilizing resources 

for investment directly from the investors, providing liquidity for the investors and monitoring 

and disciplining company managements are the principal functions of the stock markets. The 

main attraction of the stock markets is that they provide entrepreneurs and governments a means 

of mobilizing resources directly from the investors, and to the investors they offer liquidity. It 
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has also been suggested that liquid markets improve the allocation of resources and enhance 

prospects of long term economic growth. Stock markets are also expected to play a major role in 

disciplining company's managements. In India, Equity market development received emphasis 

since the very örst phase of liberalization in the early 'eighties. Additional emphasis followed 

after the liberalization process got deepened and widened in 1991 as development of capital 

markets was made an integral part of the restructuring strategy. Today, Indian markets conform 

to international standards both in terms of structure and in terms of operating efficiency.  

1.1 Stock Market - at Indian Perspective  

The concept of stock markets came to India in 1875, when Bombay Stock Exchange (BSE) was 

established as 'The Native Share and Stockbrokers Association' a voluntary non-proöt making 

association. We all know it, the Bhaji (Sabji) market in your neighborhood is a place where 

vegetables are bought and sold. Like Bhaji (Sabji) market, a stock market as a place where 

stocks shares are bought and sold. The stock market determines the day's price for a stock 

through a process of bid and offer. You have right to bid and buy a stock shares and offer to sell 

the stock shares at a valuable price. Buyers compete with each other for the best bid and got their 

highest price quoted to purchase a particular Stock Market Shares. Similarly, sellers compete 

with each other for the lowest price quoted to sell the stock. When a match is made between the 

best bid and the best offer a trade is executed. In automated exchanges highspeed computers do 

this entire job. Stocks of various companies are listed on stock exchanges. Presently there are 23 

stock markets In India. The Bombay Stock Exchange (BSE), the National Stock Exchange 

(NSE) and the Calcutta Stock Exchange (CSE) are the three large stock exchanges. There are 

many small regional exchanges located in state capitals and other major cities. 

1.2 Historical Evolution of Indian Stock Market  

As already stated, the Indian Stock markets have played a significant role in the early attempts at 

industrialization in India in the late nineteenth and early twentieth century's. The early textile 

mills and the first steel plants were funded in the stock market. Some of these capital raising 

exercises were large in relation to the size of the financial sector in those days. Beginning in the 

late fifties, the country embarked on an inward looking socialistic model of development that 

sought to put the commanding heights of the economy in the hands of the public sector. The state 

took control of the allocation of resources in the economy as the banks and insurance companies 
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were nationalized and development financial institutions grew in importance. A regime of 

financial repression came into being and the stock market stagnated. The period from 1984 to 

1992 was in some ways the high water mark of the Indian capital markets. As the markets 

responded enthusiastically to the first whiff of reforms in the mid 1980s and to the major reform 

initiative of 1991, the stock market soared through the roof. From October 1984 to September 

1992, the stock market index went up more than ten times representing an annual compound 

return of 34per cent. 

2.Characteristics of Stock Market: 

The following are some of the stock market's key characteristics: 

i) The stock market is a place where government, corporate, and semi-government securities are 

purchased and traded. 

ii) This market deals with securities previously issued by the corporations, such as shares, bonds, 

and debentures. It also deals with used or pre-existing securities, which is why it is known as the 

secondary market. 

iii) No securities are purchased or sold by the Stock Exchange for its own account. It only gave 

its members and brokers who deal in securities the facilities and infrastructure they needed to do 

so. In order to maintain free and fair commerce, it also controls commercial operations. 

iv)The NSE has a list of the securities that may be bought and traded on its floor. Unlisted 

securities are those that are not included in the stock market's or exchange's official list of 

securities. The stock market does not allow trading of such unlisted securities. 

v) All the transactions in securities at the stock exchange are affected only through its authorized 

brokers and members. Outsiders or direct investors are not allowed to enter in the leading circles 

of the stock exchange. Investors have to buy or sell the securities at the stock exchange through 

the authorized brokers only. 

vi) A stock exchange is an association of persons or body of individuals which may be registered 

or unregistered. 

vii) Stock Market is an organized market and requires recognition from the Central Government. 

viii) Buying and selling transactions in securities at the stock market are governed by the rules 

and regulations of stock market as well as SEBI Guidelines. No deviation from the rules and 

guidelines is allowed in any case. 
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ix) This market is a particular market place where authorized brokers come together daily on the 

floor of market called trading circles and conduct trading activities. The prices of different 

securities traded are shown on electronic boards. After the working hours market is closed. All 

the working of stock exchanges is conducted and controlled through computers and electronic 

system. 

x) NSEs are the financial barometer and development indicators of national economy of the 

country. Industrial growth and stability is reflected in the Index of Stock Exchange (ISE). 

3.Functions of Stock Market : 

This market has some of the important functions of stock market / secondary market are 

following : 

A) Pricing of Securities : 

The stock market aids in valuing stocks based on aspects such as supply and demand. As there is 

greater demand for the securities of prosperous and growth-oriented businesses, their value is 

higher. Investors, the government, and creditors all benefit from understanding the value of 

securities. Investors, creditors, and the government can all assess the worth of their investments 

and levy taxes on the value of securities. 

B) Economic Barometer : 

Any stock exchange in the world serves as a trustworthy economic gauge for nations like India. 

The boom or recession cycle of the economy reflects every significant shift in the nation's and 

economy. The stock market, commonly referred to as the "pulse of the economy," indicates the 

state of a nation's economy. 

C) Contributes to Economic Growth :The buying and selling of securities from diverse firms 

on the stock market allows investors to reinvest in the most profitable investment opportunities, 

which promotes capital formation and economic progress. 

D) Safety in Stock Exchange : 

Only listed securities are traded on stock exchanges, and the names of firms are added to the 

trade list only after the soundness of the company has been confirmed. Companies that are listed 

must adhere to severe laws and regulations as well. This guarantees the security of stock market 

trading. 
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E) Scope for Speculation and Spreading of Equity Cult : 

This market encourges people to invest in ownership securities by regulating new issues, better 

trading practices and by educating public about investment. To ensure liquidity and demand of 

supply of securities the stock market permits healthy speculation of securities. 

F) Better Allocation of Capital : 

The share of profit making companies are quoted at higher prices and are actively traded so 

much companies can easily raise fresh capital from Stock exchange. The general public hesitates 

to invest in securities of loss making companies. So, Stock market facilitates allocation of 

investor's fund to profitable channels. 

G) Liquidity and Stock Market : 

The main function of stock market is to provide ready market for sale and purchase of securities. 

The presence of stock market gives assurance to investors that their investment can be converted 

into cash whenever they want. The investors can invest in long term investment projects without 

any hesitation, as because of Stock market they can convert long term investment into short term 

and medium term. 

H) Saving and Investment : 

The Stock market promotes or offers attractive opportunities of saving andinvestment in various 

securities. These opportunities encourage people to save more and invest in Securities of 

corporate sector rather than investing in unproductive assets such as gold, silver, etc. 

4.Stock Market and Modern Financial System : 

The financial system under stock market in most of the countries has undergone a remarkable 

transformation generally in western countries. One features of this development is 

disintermediation. A portion of the funds involved in saving and financing, flows directly to the 

financial markets instead of being routed via the traditional bank lending and deposit operations. 

The general public interest in investing in the Stock market, either directly or through mutual 

funds, has been an important component of this process. Statistics show that in recent decades, 

shares have made up an increasingly large proportion of households' financial assets in many 

countries as well as India. The trend towards forms of saving with higher risk has been 

accentuited by new rulesfor most funds and insurance, permitting a higher proportion of shares 

to bonds. Similar tendencies are to be found in India as well as developing countries. In all 
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developed economic systems, such as the European Union, the USA, Japan and other developed 

nations, the trend has been the same. Saving has moved away from traditional (government 

insured) "bank deposits to more risky securities of one sort or another". Therefore, a second 

transformation is the move to electronic trading to replace human trading of listed securities. The 

major part of this adjustment is that financial portfolios have gone directly to shares but a good 

deal now takes the form of various kinds of institutional investment for groups of individuals 

such as pension funds, mutual funds, hedge funds, insurance investment of premiums through 

this modern electronic system in the country. 

5.Stock Market Efficiency 

It is general notion in the market that stock markets are efficient and prices reflect all available 

information. There is extensive research literature available to see whether stock markets are 

efficient or not. Some academicians believe that stock market is weak efficient (Cootner, 1962; 

Fama, 19652; Kendall, 19533; Granger & Morgenstern, 1970)4. While some others have belief 

that stock markets are not weak efficient (Chaudhary, 19915; Ranganatham & Subramanian, 

1993)6. The present study is an attempt to see the efficient form of Indian stock market. 

Efficiency of stock market has its implications for the whole economy and economic 

development of any country. As, if stock market is efficient enough then there is no need of 

government interference in the market movements. But, on the other side, in an inefficient 

market investor would like to take the benefit of extra ordinary information available to them. 

The role of government and the regulators increase in this situation to keep a control on 

significant high differences in the stock prices. There are three forms of market efficiency i.e. 

strong form, semi strong and weak form efficiency have different consequences as far as excess 

returns are concerned. If market is weak-form efficient, no excess returns can be received on the 

basis of study of past prices. This type of study is called technical analysis which is based on the 

past prices study without any further information. If market is semi-strong efficient, no excess 

returns can be received by the study of any publically available information. This study is called 

fundamental analysis, the study of companies, sectorals and the whole economy can?t produce 

much returns than expected compared to risk involved. If market is strong-efficient, as prices are 

adjusted even for secret or privately held information so no excess return can be received even 

by insidertrading.A stock market can be said efficient if all past information, new information 
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and even hidden information reflect in the security prices. It is general notion in the market that 

stock markets are efficient and prices reflect all available information. There is extensive 

research literature available to see whether stock markets are efficient or not. Some academicians 

believe that stock market is weak efficient (Cootner, 196293; Fama,196594; Kendall, 195395; 

Granger & Morgenstern, 197096). While some others have belief that stock markets are not 

weak efficient (Chaudhary, 199197). 

6.Volatility in Indian Stock Market 

Volatility is basically the variation from the average value over a measurement period. If the day 

to day variation of the price of the securities is more, it can be said that the volatility of it will be 

high, and conversely if the day to day variation is low, the value of volatility will be low as well. 

It is measured by the standard deviation of logarithmic returns during a certain period. In the 

financial year 2008-09 stock markets across the globe witnessed extreme volatility. NSE Nifty 

came down by 179 points on 6th May 2015 due to Greek debt crisis and other problems. It came 

down by 490 points on 24th August 2015 due to meltdown in the Chinese stock market. On 24th 

June 2016, the Nifty came down by 181 points due to Brexit referendum.Over the years it has 

been observed that the correlation between Indian Stock Market and other world markets are on 

an increasing trend. This phenomenon should explain the reason for increased volatility 

exhibited by Indian markets during 2008-09 periods. When world markets move the valuation of 

Indian stocks are also affected.Investing money in stock market is assumed to be risky because 

stock markets are volatile. There is volatility in stock market because macro economic variables 

influence it and affect stock prices. These factors can affect a single firm?s price and 

canbespecific to a firm. On the contrary, some factors commonly affect all the firms. For 

example, when stock market crashed in September 2008, the price of almost all listed companies 

came down. Volatility is the variation in asset prices change over a particular time period. It is 

very difficult to estimate the volatility accurately. Volatility makes a stock market risky but it 

provides the opportunity to make money by those who can understand it. It gives the investor 

opportunity to take advantage of fluctuation in prices, buy stock when prices fall and sell when 

prices rise. So, to take advantage of volatility the need is to understand it. 
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7.Conclusion: 

In conclusion, it may be say that National Stock Exchange is a first exchange in India to 

introduce electronic trading facility thus connecting together the investor base of the entire 

country. Currently NSE has 2500 VSTs and 3000 leased lines spread over 2000 plus cities across 

India. Mumbai Stock Market is the oldest in India like London Stock Exchange. Hence, Stock 

markets are the financial barometer and development indicators of national economy of the 

country, industrial growth and stability is reflected in the index of stock exchange. There is also 

need to attract investor to investment more fund in stock market. The exchanges provide real-

time trading information on the listed securities, facilitating price discovery. In fact, the stock 

market is often considered the primary indicator of a country's economic strength and 

development. In the nutshell, with the growth of technical facilities in the capital market and 

removal of investment barriers, the integration of Indian stock market along with international 

stock markets will increase in future 
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