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Dear Mr Mehta,

128 T V Industnal Estate
War" Mumbal 400 025

Telephone 4946630 4963599
Fax (91 22) 4963555

•

Sub SEBI Conference "Creatmg a VIsIOn for the 21 st Century"

As part of OUl contIact wIth the USAID, the Pnce Waterhouse FIRE PlOJect
orgamzed a wOlkshop for the Secuntles and Exchange Board of IndIa (SEBI)
from July 31 - August 2 1998 at The ResOlt, Marve

Background

SEBI IS mto Its second five yem s of eXIstence as the regulator It has gamed
credIbIlIty as the regulator m a capItal market of enormous potentIal for
explosIve growth, as an mstItutlOn, It can take pnde mIts past
accomplIshments The capItal mmkets mdustry IS among the most dynamIc m
the wOlld Technologv, commU11lCatlOns, and Iegulatory envIronments
worldWIde me changmg the way bu::.mess IS done and wIll be done m the years
ahead SEBI's success m the ne"t 5 yems and mto the next mIllenmUlTI wIll
depend cntIcally on Its semOf management s abIlIty to antICIpate and respond
appropuately to external and mternalImperatIves to mamtam the vIabIlIty and
mtegnty of the IndIan market

Purpose of ACtIVIty

The broad goal OfthIS workshop was to bnng SEBI's semor management
togethel to dISCUSS changes m the mdustIy J.nd formulate the framework wIthm
whIch SEBI ~Ill operate to meet the challenges ahead
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•
Contents of the RepOi t

ThIS report IS a compIlatIOn of the vanous pIesentatIOns made at the
confelence

We would lIke to thank you and your colleagues at SEBI for the tIme, courtesy
and cooperatIOn extended to us dunng the course of thIS conference

Please contact us at the FIRE project fO! any clanficatIOns you may requne

Thankmg you,

Smcerely yours,

\rV-~ ~
W DENNIS GRUBB
PRINCIPAL CONSULTANT FIRE PROJECT
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SEBI Creatmg A VIsIOn fOI the 21" Centu"

IBackground
SEBlls mto Its second five year s of C\lstence a the regulator It has gamed credibility <lS the regulator In a capItal
market of enormous potential to! e'\ploslve glowth as all mstl\utlon It can take pnde 111 Its past accomplishments But
the capital markets Industry IS amonb the most dynamIC m the world Technology c..ommUlllcatlOns and regulatory
envIronments worldwide ale ch1n6 1l1g ladlcally the way that busllless IS done and wIll be done In the years ahead
SEBI s success In the ne"t ') years and mto the ne"t millennIUm will depend critically on Its senior management s
abilIty to antiCipate and respond IpplOpnatp !\ 10 external and IIlternallmperatlves to mallltaln the VIability and
mtegrltv of the IndIan market fhe broad goal of thIS work~hop IS to brmg SEBI s selllor management together to
dISCUSS changes In the Illdustry 1nd formulate the framework \\lthIn whIch SEBI will opetate to meet thl. challenges

ahead

AGENDA

FRIDAY (Jul) 31) Internal An llvSIS -- Cre Itmg a Common Understandlllg

0900-10 30

1030-1050

1050-1 I 10

II 10-13 20

1320-1335

1335-13 45

1345-1445

1445-1605

1605-1625

1625-17 50

Arnval and check-Ill

Openmg addre\s ~peaker IvIr DR fo.fLhra Chairman SEBI

OHrvlew of the Workshop "ltructure and Objectives Speaker Mr Dennr!> Grubb Principal
Comultal11 P11( FIRE

Session I Establlshmg a FI amework for ActIOn - PresentatIOns by Executive Directors
SessIOn ChaIrman Mr DR AfLhta Chairman SEBf
PwC Facilitator Dr TeSSie San Martin FiRE Project

SeSSlO1l object/lo To proVIde the Executive Directors an opportunity to present an analySIS of theIr
dIVISIon They will proVide theIr analySIS ot the strengths and weaknesses of the current operatIOns
and theIr VISion for the futUle of their diVISion mcludmg staff development needs

FehcltatlOn and PresentatIOn of Project Results Mr Peter Thormman and Mr Ashok Jha USAID

Group Photo G1ther on ten Ice outSIde conference faCIlity

Lunch

SessIOn 2 The State of the Industry--Stakeholder PerspectIves

SessIOn Objective To prOVIde SEBI WIth a vanety of views on the current state of the Industry
SessIOn ChaIrman Mr 0 P Gahrotra SEBf
PwC FaCIlitator Mr Denms Grubb FfRE Project

Panelist 1 The Domestic Perspective
Presenter Ashok DesaI Consultmg Editor Busmess Standard

(30 mlllutes)
Panehst 2 ForeIgn Investors and India
Presenter P K Advam Chairman Advam and Company

(30 minutes)

DISCUSSIon Q&A 20 minutes

Tea Break

SessIOn 3 Organizational Strategy--Is~uesand Strategy
~esslon ChaIrman AIr AshoA Kacker SERf
PwC FaCIlitator DI Te\!>Il- )un Marlin FIRE Project
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19 15-2000

2000

!lU,\IOIl o!JJe£1I1'( \ 10 broddln ~EBI nl1ll1gement s undel <;tlndmg of thL par ameters they need to
address to lit- ltL a succe~sj til organlz ltlon II1ternal commUl1lcatlon~ Jeportmg rdatlOnshlps
organizatIOnal ~tlllLlulLS <;talf preparation and recruitment etc

Panelist I 0,~alllzal/{JllulDo L!opmwl 411 A~ell(lafor A£lIOn for \FBI
Presenter Dr fe<;<;le '-lan M utll1 FIRE Project

(20 Illll1utes)
Panehst 2 Crulll11~ llu Leum111~ Or~ul11:l1tllJ11

Presenter Col V M Velll1a Dllector HRD and General Admmlstratlon BSE
(20 mlnute~)

Panehst 3 hllmj)I((/~e MmWl,Ul1ent 111 \EBI Presentation tlom the ">LBI group~ \\ ho partIcIpated
111 the Baruch CollLge PrObJll1l

(25 mll1l1tes)
DISCUSSion Q6..A 20 mll1ute~

Cocktail ReuptJOn

Dmner

SATURDAY (August J) E"tern<ll AnahSIS The IndU<;tn Speah.s

730-830

830-930

930-1220

ActiVItIes
I Yoga and meditation
2 nature wall-.
3 low Impact aerobics
4 CardlO CIrcuit gUIded CIICUlt worl-.out uSll1g weight machmes

Breakfast buffet breakfast will be avaIlable from 7 30 onwards Sebl Confelence reserved seatmg
available from 8 30 onwards

SessIOn 4 Secondary Marh.et Development
Session Chalflllan Mr 0 P Gahrotra E"eClItlve DlrectOi )EBI
PwC Facilitatol AlI Pantm,!I)hw rna FIRE PIOJCCt

Se!)SlOn o!JJe(1Jve\ To dISCll~S cntlcal Issues lffectmg the development of a stlong secondary market
m IndIa

Panelist I E\penel1U wl1lt lIoll-equtf} DerLIullveS potenlwl pltfal/\ juung lite IndlUn Derivatives
Market
Presenter Martin Fish Country Director Standard & Chartered

(20 mlllutes)
Panelist 2 Stlll1ulatl11g tlte JlldlUll Debt Market
Presenter N Gopalknshnan Managmg Director SSI Gilts Ltd

(20 minutes)
PanelIst 3 TIl( Mutual FUllt! Illllustr} ValuutlOll, FUlld Growtlt, allll Complullne
Presenter SImon Holdsworth ChIef Investment Officer ITC Threadneedle

(20 mmutes)
10151045 Tea Break

1220-1240

Panelist 4 Tlu Mutuul Fund Industry Tlte Compilance Per:.pectlVL
Presenter Sandhya Shate FIRE Project Consultant

(20 mlllutes)
Panelist 5 Muluul FUlld:. Tlte Credence Report on Guaral1teed ProdU£1\
Presenters

I R N K Prasad FIRE ProJect
2 Vlvek Smha P lrtner Credence

(40 mlllutes)
DISCUSSion QS-A 20 mInutes

Tea Break



1240-1340

1350-1500

1500-1620

1620-1635

1635-1750

1750-1805

1805-1850

1915-2000

2000

~esslOn 5 M lrket Intermcc.h ules-Chdllengls and OpportullItlcs
Session Challman Mr M D Patel E\(.WfJ\(. Dlfector C)EBI
Pv. C FacIlItator MI DwnH 01 ubb FIRE PIO/(ct

Si HlOn ohJectll e\ Panelists will dIscuss various ways m whIch SEBI can mteract more effectIvely
\\ Ith market partIcipants Among the Issues to be discussed In this seS'ilOn the development and
growth of effective SROs mechanIsms for enhancing exchange membel accountability the role of
IeglOnal excll1nges and the development of SlCUrltles law III India

Panelist I Tlte Securltle\ Law SERJ'!> Roh-Settlllg and Leatflllg tlte Legulatlve Agenda
Presenter MI C Schroff P111ner Almrchand &. Mangaldas &. Suresh A Shroff

(20 I11l1l1ltes)
PanelIst 2 !'JUri etlltl/ne ant! Lnjorcemult Siock Exc/ulIlge\ as Eljatll'e SROs
Presenter M r.... r....hanna Managing 011 ector UTI Securities Exchange

(20 m lIlutes)

DISCUSSion Q&.A 20 mlllutes

Lunch

SessIOn 5 M lrkct Intermec.Jldnes--Challengcs and OpportullItles--(contmued)

PanelIst 3 RUlIIl fntermellllIry Survel Preltmlllary Resultsjrom a FIRE Project Survey
Presenter Ashlsh Jam Senlol Managel PrlcewaterhouseCoopers India

(20 mlllutes)
Panelist 4 Prl(e Discovery 111 ReglOllal ami VlItlOllal StoGA E\c1ll1l1go
Presenter 01 Han K NagaraJan Indian Institute of Management Bangalore

(20 mlllutes)
DISCUSSIOn Q&A 20 minutes

Tea Break

SessIOn 6 Workmg Group SessIOns and ConcluslOns--please see group assIgnments posted
outside conference drea

SessIOn Chairman SEBf ED\
FacIlitator DI Tesl/£. San !lfu!t1J1 FIRE ProJ<'({

SeulOn ob]eulve!> PartIcipants will review the proceedings trom the last two days and work In

teams to summanze a) their assessment of the current situatIOn In theIr area of responslblhty relatIve
to what the mdustry requIres and b) concrete recommendatIOns for the Chairman regardmg what
SEBI must do as an orgalllzation to address shortfalls and meet challenges The focus Will be on
SEBI s miSSion and the type of structure staffing commUlllcatlons and profeSSIOnal development
mechalllsms requIred to fulfill It These summanes Will provIde a framework for future actIOns to
Improve SEBI as an orgalllzatlon PwC FIRE Will work With the workmg groups to pull the output
ot these sessIOns together mto a final working paper from the workshop to be given to every
\\orkshop participant by Fnd1Y August 7

Tea Break

Final Observ ItlOns and Workshop SUmmdr) "The Road Ahead"
• Dr TeSSIe San Matm FIRE Project
• Mr DenniS Grubb FIRC Project
• Mr D R Mehta SEBI

Cocktail Reception

Dinner
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The Securities and Exchange Board of IndIa: A VISIOn for the 21 st

Centuryl

Unlike seCUrities regulators m other countries which have had decades to hone their skills, the
Seculltles and Exchange Board of India (SEBI) has come of age m an era of rapid consohdatlOn
and change m financial markets worldwIde Marked by the pohtlcal hberahzatlOn accompany mg
the end of the Cold War and the loosenmg of foreign exchange barners worldwide, the last
decade of the 20lh century has seen a sea change 111 the size and composItion of the world's
capital markets

SEBI which \'vas founded m 1992 under the Securities and Exchange Board ofindla Act, has
been forced to rapidly develop and mobl1lze Its resources to keep up with the changes m the
II1dustly Though SEBI has brought a measure ofstablhty and oversight to India's market, there
are stl1l several steps to be taken to transform SEBI II1tO a world class securities market
regulator

This paper outlmes key Issues that SEBl should consider as It moves forward mto the 21 sl

century m what IS potentially one of the largest capital markets m the world

I What Should a Regulator Be?

Throughout the world, each market IS different and IS mfluenced by diverse factors mcludmg
locatIOn, progress 111 development, hiStOry, and culture However, all secuntles markets share
certall1 characteristIcs that must be addressed by a regulator In particular, the objective of all
securities market regulatIOn IS to ensure that the market IS fair and transparent for all mvestors
In an emergmg economy the regulator IS also confronted with additional challenges not present
111 more mature economies mcludmg divided or unclear regulatory authority, msufficlent power
to discharge responslbJlltles and msufficlent resources The challenge confrontmg a regulator
such as SEBI IS to draw upon the lessons of other regulatory agencies throughout the world while
at the same time avoldmg the problems that have plagued others

A seCUrities regulator eXists to protect mvestors, ensure that markets are fair, effiCient, and
transparent and to reduce systemic risk One of the regulator's greatest challenges IS to
determll1e an appropriate level of mterventlOn m the markets When a regulator Imposes
numerous burdensome requirements, time spent to meet the regulator's demands may outweigh
the benefits brought by the regulatIOns Conversely, too httle regulatIOn can decrease market
fairness and transparency and result m slower capital formatIOn

ITllls Issues p1per wa~ developed by John Miraglia under Ihe supervision of Dr TeSSIe San Martm both of
PnCellafahouseCoopers LLP tor the '>ecuntles and Exchange Board of India (SEBI) workshop Creatmg a VISIOn for the 21st
Centlll:, ThIS achvlt, W1S conducted under the Fmanclal Institution Reform and ExpanSIon (FIRE) project sponsored by the
UllIted "tates Agency tor InkrnatlOnal Development (USAID) The paper IS meant to serve as a basIS for dISCUSSIon rather than to
Illustrate el\her ettectlve or IIKttecllve handling ot a busmess scenario The authors of the paper wish to thank the Mr MIchael
Sommer and Mr ClltT "ennedy both P\\C consultant~ to SEBI under the FIRE project without whose mput thiS paper would not
have been pO%lble further usc ot the papLr IS prohibIted without permiSSIOn from PncewaterhouseCoopers LLP SEBI and
U'>AID



In order to function m an efficient and effectIve manner, a regulator such as SEBI must have the
mdependent authority to

• Establish rules and standards
• Admll1lster and enforce provIsions of seCUrities law
• Control access to the market prlmarllv through IIcensll1g
• MOl1ltor the behavIOr of market participant,> through surveIllance II1spectlOn and

mvestlgatlOns
• Enforce standards and rules by conductmg IIlvestlgatlons and brlngll1g enforcement actIons
• Take prompt correctIve action to ImmedIately end actIVItIes that bring harm to the seCUrities

mar"'ets (I e fraudulent ~ellmg of securltle~)without recelvmg prior court approval

To successfully carry out these tas"'s

• The regulator's responsIbIlitIes should be clearly stated
• The regulator should apply Its Judgement clearly and consistently
• The regulator should be II1dependent2 both wlthm the government and wIth respect to the

sector It regulates
• The regulator must mamtall1 the hIghest standards of professIOnalism and confidentIality

II A Blueprint for Progress

In the SIX years smce ItS 1I1ceptIOn 111 1992, SEBI has made remarkable progress towards
becom1l1g an effectIve seCUritIes market regulator SEBI has 1111ttated self-regulatIOn at the
various exchanges, aSSisted 111 the formatIOn of a deposItory, and conducted numerous
II1vestlgatlons, II1spectlOns and enforcement actIOns targeted agamst II1slder trad111g and market
mal11pulatlon However there are stIli further steps to be taken to ensure It cont111ues ItS
ascendancy to ItS rightful pOSItIOn as a top-tIer II1stltutlOn Though there are many areas and
avenues for nnprovement four ke) steps must be taken to ensure SEBI's contmued
development

• SEBI must work to develop a strategIc plan and VISion
• SEBI must establish mll1lmUm standards to cultIvate the development of Self­

Regulatory Orgal11zatlons
• SEBI must develop a permanent dedIcated staff of clvd servants
• SEBI must II1vest 111 the development of support Ul11ts such as the Office of General

Counsel and the Office of Technology Management
• SEBI must take steps to promote public awareness of how seCUritIes markets

functIon and the role of the regulator

')t, ateglc Plannmg

SEBI IS currently operat111g WIthout a strategic plan The startmg pomt for the development of
such a plan IS a VISIOn for the orgal1lzatlOn Once thl'> vIsion IS articulated 111 the form of a

The notIon that a regulator should bL opLratlonall) mdependent from external polltlcal or wmmercJaI mterference 10 the exercIse
01 ItS tUlKtlonS and powers I" onL tlldt h IS gamed great Lurrent) 111 thL United ~tates In some natIOns however the deCISIons of the
regulator might also require the appro" 11 ot othLr agencIes or mmlsters Thc key IS to clearly Identity those circumstances 10 whIch
thL regulator Il1U~t ~ubmltto outsldL lpproV11 to ensure the contmuLd tnnsparency and con~lstencvofthL regulatory proce~s

2



miSSIon ~tatement then SEBI can begll1 to set goals for achlevmg ItS VISIon The strategic plan
then serves as a road map as to how SEBI can reach Its destll1atlOn or goals

In partIcular the strategic plan should try to address

• SEBI s goals
• The objectIves of each goal
• Measurement of progress towards reachll1g goals

StratLg/( Plam/11I1: at tilL us SLcur/tlL ~ and E\change ComllUsswn

The SLutr/IIL ~ ami E\chllllge CommlHlOn (SEC) ofthe United States IS the securities marl..et regulator responsible lor
1dmnmtLnnb lJ " federal SeLUritles l1\\s The purpose of these la\\s IS to protect mvestors m seCUrities marl..ets that operate fairly
dnJ to Ln,ure tl11t mvestor, haH: aLLLSS to dlsdo,ure of all matenal mformatlon concemmg publlcl\ traded secuntles The
(olTInm,lon1ho regulatLs firms engaged m the purchase or sale of secunties people who pro\lde mvestment adVIce and
111\ estmLnt Lompames

~fIHlOn \laILn/(nl The Secun/les and E\efwnge Comln/ssron /s a lan enforcement agency I/s miSSIOn /s 10 admmlster and enforce
IhL (Ldual sLcunlles lall m ordu 10 protect Imes/ors and mam/amfalr honest and effiCIent marAets

GOdls
I ProtLCt Investors
:! Mallltalll fair Honest and Elhclent Marl..ets
3 FaCIlitate Capital Formation

Goal I Protect Investors

ObJcctives
A Deter lraud and reqUIre compliance \\Ith the federal secuntles laws
B Promote mformed mvestment deCISions by requtrlng lull and lall disclosure of material mformatlon to mvestors
C Promote the preventIOn and detectIOn of seCUrities fraud through the educatIOn of IIlvestors
D Promote l11gh profeSSIOnal standards m the seCUrities mdustry

Performdnce Measures

Number/percent 01 entorLement actions m each program area
:2 Number ot rLquL,t; bv tIll ,,[C to torelgn regulators lor assistance m mvestlgattons and enforcement actions and the number

ot requLsts trom torelgn regulator, tor assistance by the ~EC

3 Percent ot mVLstment compames exammed smce the begmmng of the current regulatory C\ c1e
4 PerLent ot ,>EC registered mVLstment adVisors exammed smce the begmnmg of the current regulatory cycle
~ Number ot Imtlal public olTenngs and reportmg Issuers Imanclal statements reViewed to mamtam a substanual SEC mfluence

on secuntles disclosure practices
6 Number ollllvestor hits on the ~EC \\eb site
7 Number of Commission and 'iRO brol..er dealer mvestor protections rules proposed and the percentage of proposed rules

reVIewed and adopted
8 PLrcwt ot portlollos Identlhed bv nsl.. assessments lor whIch tollow up leads to a slgm!icant change m disclosure or

operations
9 Number and percent olne\\ mutual fund portfolios and separately of new msurance product filmgs reViewed

3



Cultivatingfurther development ofSelf-Regulatory OrgamzatlOns3

Developmg well managed and ethical Self-Regulatory OrganizatIOns (SROs) can also greatly
faCIlitate SEBrs goal of creatmg an open and effiCient market SROs are normally professIOnal
organizatIOns that exercise dIrect oversight responslblhty within their assigned areas of
competence Like the Government Regulator, SROs estabhsh rules and standards for their
membels, examine and license individual market partiCipants, enact and enforce codes of
conduct, and Inspect and discipline their members In additIOn, most SROs typically Impose
upon their members the same duty to supervIse their employees SROs possess the additIOnal
advantage that they are much closer to the center of action than the regulator and therefore have
better information on the capabIlities and tendencies of their members It IS Important to keep m
mind however that SROs must stl1l be subject to the oversIght of the regulator, by forming SROs
the government IS merely delegating authority rather than abdlcatmg responslblhty

Before authorlzmg these and other entItIes to operate as SROs, however, certam reqUIrements
must be met The potential SRO must

• SubmIt to SEBI oversight of ItS rules and policIes
• DeSIgn a set of rules and standards for ItS members that protect mvestor's Interests
• DIligently enforce ItS own rules, as well as those of SEBI
• Possess the capacity to mOnitor, investigate, and sanctIon members who do not comply with

all applicable laws and regulations
• Cooperate With SEBI and other SROs In enforcement actions against ItS members
• Treat all members and applicants m a fair and consIstent manner
• Pledge not to use ItS posItion of trust to enable one participant to gain advantage over any

other

SEBI has already made measurable progress In faclhtatmg the formation of SROs m India by
enforcing self-policing and mOnitoring pohcles at the stock exchanges, and supporting the
development of organizatIOns such as the ASSOCiatIOn of Mutual Funds In India (AMFI) By
requmng each exchange to deSignate a compliance officer charged WIth mOnltormg members
SEBI has added an extra layer of protectIOn to the lay Investor Furthermore, the pubhc
awareness of 'self-pohcmg' and accountablhty can greatly enhance the reputatton of the
seCUrities markets and SEBI

Other hkely candIdates for SRO status mclude the Institute of Chartered Accountants ofIndla
(ICAI) and India's seCUrities dealers

The InstItute of Chartered Accountants ofIndla (ICAI) IS partIcularly critical, In vIew of the
growth of mternatlOnal busmess and trade 10 the 1990s Compames now need to be able to cross
borders to raise capital and natIOns must compete With each other to attract capital In an
mcreasmgly competitive market RecognIzmg that Uniform mternatlOnal accountmg standards
would help to achIeve a truly global capital market the InternatIOnal Orgamzatlon of Securities

1 SROs are very Important to the effiCient regulation of securities markets m the United States the Umted Kmgdom and several
other countries however SROs are not predommant all markets In the Umted States the Securities and Exchange CommIssIOn IS
greatly aided by the efforts of the American Institute ofCertified Public Accountants the NatIOnal AsSOCiation of Secunties Dealers
and the various stock exchanges Other regulators m emerging markets such as RUSSia and Poland are slowly developmg new SROs
In addItIOn the Importance of SROs to the regulator has been recognized by the Internallonal OrgamzatlOn ofSeCUritIes
CommISSIOns m their recent paper on Objectives and Prmclples of Secunties RegulatIOn published In May 1998 which listed the
presence ot ~ROs among Its 30 PrinCiples of Securities Regulation

4



CommiSSions (lOSCO) has announced that It will seek to establtsh mternatlOnal accountmg
standards by the turn of the century

As India s compal1les move to adopt recognIzed mternatlOnal standards the Importance of the
accountmg professIOn s cooperatIOn with SEBI will only grow The ICAI can playa Critical role
as the first (me of defense ensuring fair and open disclosure of finanCial mformatlOn The
finanCIal audit and auditor s opmlOn serve as a 'Seal of Approval' ensurmg that all necessary
disclosure reqUIrements have been met m accordance With generally accepted accounting
prinCiples

Workmg together With ICAI SEBI can ensure that accountmg reqUIrements take Into account all
disclosures and reportmg necessary to produce comparable finanCial mformatlon AnalyZing
those m place m other countries around the world and then adapting them to India s UnIque
environment can develop standards Once mvestors are able to look at the finanCial mformatlOn
oft\\o companIes and make an mformed comparison between them then uncertamtles
slllroundmg disclosure wIll be eltmmated and capital will begm to flow to the healthier
companIes offering the prospect of higher returns

Intel na/ Tl alnlng and OrganlZatlOn Development

The most Important asset for any services organIzatIOn IS Its people In the complex and rapIdly
evolvmg arena of global finance SEBI's regulators must constantly update theIr skill sets m
order to keep the organIzatIOn abreast of the market's advances Unfortunately, most of SEBI's
employees follow the traditIOnal route of the Indian CIVil ServIce and rotate among the various
agencies on a periodiC basIs Though thiS approach IS good for producmg generalists famIliar
With the breadth of the Government's actIVIties, SEBI must also cultivate speclaltsts who
understand the effects that complex emergmg financial Issues such as Y2K and denvatlves will
have on the secuntles markets

Under the current system after employees have spent two or three years at SEBI and are
begmnmg to grasp the lIltrlCaCleS of secuntles regulatIOn their rotation IS completed they go to
another agency or back to their home agency In the process SEBI loses the skIlls and
experience those employees developed In addItIon, SEBI loses mtanglble Items such as Its
lIlstltutlOnal memory One of the most valuable rewards of a tramed and profeSSIOnal staff IS
their knowledge of the 'SEBI way' By knowmg what problems SEBI has faced m the past, what
courses of actIon were taken and what results ensued employees can greatly Improve their
operatmg effectIveness and efficIency Therefore, SEBI must strive to develop a career model to
ensure opportunIties for professIonal development and advancement eXIst for those employees
who stay there long term

To ease thIS cnsls SEBI must begm to reorganIze and develop an intensIve In-house tramlng
program to bring ItS employees up to date on the latest strategies and practIces used by other
regulators around the world In addItion as part of theIr mltlatlve towards bUlldmg a fulI-tIme
staff SEBI should attempt to recrUIt expenenced market profeSSIOnals who have pnvate sector
expenence and know what will and what WIll not work

SEBI's trammg programs need to focus on three areas

• Introductory traml11g
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• Continuing educatIOn
• Executive educatIOn

Entry level or Introductory training of staff IS essential for both hew and Inexpenenced hires
Early training should focus on introducing employees to organIzatIOn culture, regulation theory,
and the operatIOn of seCUrities markets Later training should focus on emerging Issues and
organIzatIOnal management and development Furthermore, top management should also
undertake training courses to keep themselves appnsed of new developments In the Industry and
to Interface with management of market participants to ensure that SEBI IS prepared to meet the
challenges head-on

The key goal oftralnl11g however WIll be to establtsh an esprit d corp5 wlthm SEBI Intensive
training will help the organIzatIOn to build up an institutIOnal Identity and teach employees the
'SEBI-way , As trall1l11g becomes more UnIform so Will SEBI's poltcles and decIsIOns that will
ultimately Increase market effiCiency, as the pOSSibility of conflicting statements and gestures
from different diVIsions decreases

Internal Orgamzatzonal Development The Office ofChiefCounsel and Informatzon Technology
Management

The Office of Chief Counsel IS both an Instrument of and an adVisor to the regulator One of the
Chief Counsel's key roles IS to Interpret secuntles law to layout the framework for the
regulator's powers and responSibilities In an emerging market such as India, the regulator's
powers are often speCified In law but largely undefined m practice The Chief Counsel's
responSibility IS to review secuntles laws and aggressively assert the regulator's authOrIty where
prOVided In the law, and also to proVide interpretive adVice to the mdustry and Its counsel
regardmg seCUrIties laws

The Office of the ChIef Counsel also often serves as the Interface between the regulator and
others who are either market partiCipants themselves, or closely Involved m the regulatory
process such as lawyers accountants, and the Judiciary Creating a Chief Counsel's office
combining lawyers accountants, and policy analysts, gIves the regulator a foothold on the poltcy
process from which most m<uor initiatives flow A vigorous Chief Counsel creates a strong
framework of rules and responslbllttles and prOVides a front Ime defense of that framework from
outSide challenges The Chief Counsel will serve as a policy shop to educate the regulator's
stakeholders as to ItS roles, goals, and responslbllttles as well as an Interface With the market
Itself to detect developl11g trends and ensure these are mcluded In the regulator's pohcy strategy

The role of the Chief Counsel Will be espeCially Important In faclhtatmg SEBrs cooperatIon
With the Dhanuka Committee as It stnves to produce and develop a comprehenSive secuntles law
for India As the law undergoes scrutmy m Parltament prIor to approval, SEBI and the Chief
Counsel In particular should ensure that at a minimum the new law

• Broadly establtshes the functions of SEBI
• Establtshes the authonty of SEBI as an Independent regulator
• Delineates the relatIOnship between SEBI and the SROs
• Grants SEBI strong mvestlgatory powers
• Stlengthens the penalty prOVISions of the current seCUrities law
• Grants SEBI cease and deSist powers
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1n101 matlOn Technology Management

Anothel 1990s trend IS the rapid Increase m the flow of mformatlon Available technologies such
as the Internet, e-mail, and personal computers have made prevIOusly unlmagmable amounts and
sources of mformatlOn available at the press ofa button One of the challenges facmg SEBI In
the comll1g millennIUm IS to harness the advances 111 mformatlOn technolog} to mcrease Its
operatll1g efficiency

With more than 5,000 stocks bemg traded on the Bombay exchange alone and the NatIOnal Stock
Exchange emergmg as a valid competItor, SEBI's InformatIOn management reqUIrements Will
only rISe In order to allocate Its scarce resources effectIvely to target the largest potential
problems, SEBI must develop a system capable oftrackmg vast amounts of market data and
reportmg this InformatIon at the touch of a button

Therefore, SEBI's mformatIon management team must coordInate wIth the vanous operatmg
divIsions to create a system capable oftrackmg the vast amount of data produced m regulatmg
SeCUrItIes markets At the mmImum, SEBI's system should have the capabilIty to

• Track the filing of registratIOn statements and prospectuses and If possible provIde
onlIne access to scanned copies

• Track the filmg of reqUIred perIOdIC reports, hlghhght those firms not In comphance
WIth filIng regulations, and refer VIOlators to the enforcement dIvISion for mvestIgatIon
and penalty

• MaIntam a lIstIng of all officers and dIrectors ofpubhc compames to ensure those who
have been banned from participatIon m the secuntles markets are not vlolatmg theIr ban

• Track ownership and tradmg of seCUrIties by officers, directors, and other 'InSiders'
• Track the results of hcensmg and other testmg of market profeSSionals and their

employees
• Track the progress of enforcement mvestIgatIons and ca,ses and their result
• Trac'" all seCUrIties law VIolators and VIOlatIOns and reference these VIOlatIOns to other

applIcable fields wIthm the database (I e When a query IS run on an officer of a
company the database would also note that enforcement actIOn had been taken In the past
agamst that IndiVIdual)

MaIntall1mg and trackmg the above mformatlOn WIll vastly Increase the effiCIency of SEBI's
operatIons ThiS InformatIOn should be tracked m a database customIzed to the umque
reqUirements ofindta s seCUrIties markets WIth thIS Information at theIr fingertips, SEBI's
compliance officers II1vestlgators, and enforcers Will have the up to the mInute status of
seCUrItIes regulatIOn compltance of all major market partIcIpants By trackmg thiS InfOrmatIon
compames and mdlvlduals that don't comply With SEBI's rules can be momtored and actions can
be taken agamst them

In addition to faclhtatmg the momtormg of the markets, the InfOrmatIon Technology Department
should also conduct an assessment of SEBrs mternal operatIOns to determme areas III which
technology can Improve overall operations In thiS respect, the Department should

• DetermIne the needs and priorities for office automatIOn and management InformatIOn
components
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• Develop, plan and Implement a strategy for ensunng SEBI's information management
capablhtles keep pace With SEBl's mformatlon management reqUirements

• Plan and Implement a program to make mformatlOn filed With the regulator accessible to
the publtc

• Tram SEBI's staff to use commumcatlOn and hardware systems

PI oJllotmg Publzc Awareness

Every market, from those Just emergmg to the most mature, needs to develop and mamtam
II1vestor trust and confidence Bnngmg the work of the regulator to the attention of the pubhc
can trigger rlsmg mterest and awareness of the effectiveness of SEBI's programs

One way to promote awaleness IS to set up a publtc reference room at SEBl's headquarters and
district offices as well through as other mformatlon sources such as the Internet These reference
centers should mclude mformatton on Issuer fihngs, SEBI s II1terpretations of secuntles laws,
penodlc reports by SEBI and by market participants, summanes of enforcement actIOns, press
releases and other relevant documentation Among the benefits of provldmg mformatJon to the
publtc are

• Gives members of the mvestmg public reliable mformatlOn about the activIties of Issuers
and professIOnal market participants

• Educates the publtc and creates a famlltanty about how secuntles markets operate
• Increases publtc sensitiVity to the markets and SEBI's role as a regulator
• Deters vIOlations by makmg market participants aware of the rules of the marketplace

and the consequences ofvlolatmg them

Increasmg public awareness can stimulate market participants to further mcrease their
compltance With secuntles laws and regulations because of the perception that they are III the
public eye In addition provldmg Investors With an Independent and Impartial source of
mformatlon can further the development of India's secuntles markets

A key for any orgamzatlon to achieve success IS to have an orgamzattonal structure that matches
Its strategy and Its functIOns Secuntles regulators share many common organizatIOnal traIts
With SEBI As constituted now, SEBI has operatmg diVISIons 10 place focusmg on enforcement,
registratIon and reView, secondary market overSIght, overSIght of mvestment funds, and legal
affairs Though other regulators have taken different approaches (see diSCUSSIon of Regulatory
Examples m other counties m SectIOn V) most agencIes are formed around a SImIlar core
diVISional format

I III OrgamzatJon Structure Issues

The diVISional format has been proven best to match expertise With reqUIred tasks A key
element oftlllS structure IS to ensure that a diVISIOn's responSlbllltles are neither too broad nor
too narrow A diVISion With broad responslbllttles over several market sectors IS unable to
develop the knowledge base needed to stay abreast of the complex and developmg Issues that
affect the various aspects of capital and securities markets GIvmg each diVISion a narrow range
of focus however could muddle the orgamzatIOnal structure by creatmg numerous dIVISIOns With
the concomitant potential for turf wars and dlffenng interpretation of rules and standards
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Once an organizatIon structure has been adapted It 5hould be adhered to, barnng a major shake­
up m the secuntles markets Constantly shlftmg responsIbIlItIes leads to confusIon both wlthm
the regulator and for the Imestmg publtc as a whole When responsIbilitIes are moved
enforcement and the focus of rule makmg necessanly shIfts as an entIrely dIfferent group of
people IS then makmg polIcy

The responslbllttles of each dIvIsIOn should be stnctly defined to ehmmate any pOSSIble overlap
and to II1crease operatll1g efficIency In addition, each dIVISion should formulate ItS own mIssIon
statement and vIsIon to ensure It remams focuses on It core goals

The followmg IS a breakout by dIvIsIon, of typIcal responsIbilItIes and operatmg authonty It IS
meant to serve as a checklIst and gUidelmes, provldmg some Ideas for SEBI to conSider as It
reVIews, and If necessary restructures, Its own organIzatIonal structures, to meet the changmg
demands of the Indian market

Corporate Fmance (Full Dlsclo~ure) The Corporate Fmance DIVISIon (CFD) sets standards and
revIews mformatlon provIded by Issuers which offer or sell secuntles to the publIc CFD's
pnmary mISSIOn IS to ensure that mformatlon IS complete, adequate, accurate, and current Is~ues

related to corporate finance are very different from those handled mother dl\ ISlons, therefore,
personnel needs are also dIfferent Most personnelm this dIvIsIOn tend to be lawyers,
accountants and financIal analysts In addItIon to ItS stated responslblhtles, CFD should also

• EstablIsh dIsclosure standards for Issuers to file registration statements before their
secunttes can be publicly traded

• RevIew regIstratIon statements and penodlc reports and make recommendattons for
Improvement

• RevIew press releases and other mformatlon Git D te::;t basIs to ensure Issuers do not
nrovlde mlslp~dmg f()re!.:a~+- cr ~ _~ "tal-curate reports

• Deny permIssIOn to make publIc offermgs If disclosures are mcomplete or matenally
mlsleadmg

• Track Issuer reports and fihngs to ensure ttmely comphance with applIcable regulatIOns
and refer dIscrepancIes to the enforcement divIsIon

• Refer matters to the DIvISIon of Enforcement or other appropnate regulators
• Review and comment on mformatlOn about tender offers, mergers, takeovers, and proxy

sohcltattons
• Interpret laws and rules appltcable to Issuers

Market RegulatIOn The DIvIsIOn of Market RegulatIOn handles all matters related to exchanges
and persons who mtervene m the markets, excludmg mvestment funds and mvestment advlsor<:
In a market where all market partIcIpants mcludmg sub-brokers must be lIcensed, \,.'"' h '~u, allU

accountable to the regulator, this DIVISIon v• .)U~<.. establish Ci1.m"'ce sil-:mJards for profeSSIOnal
market partiCIpants mcludmg stock exchanges, brokers, the deposItory, and their employees The
DIvIsIOn exammes qualIficatIOns, licenses and mOnitors market partiCIpants and reviews their
operatIOns systems, procedures, and rules With a focus on ensunng effiCient, effectIve, and
ttmely c1earmg and settlement As SROs, such as the exchanges and profeSSIOnal aSSOCIations,
become more developed m a market many of the responslbllttles of Market Regulatton can be
spun off The dIvISion can then become a watchdog over the SROs and focus on conductmg
random compltance tests and revIews rather than regulatmg the market as a whole Other
responSIbIlItIes of the Market RegulatIon DIvISIon are to
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• Review rules and pronouncement developed by professIOnal market participants and
ensure those meet the minimum standards established by SEBI

• Examme applicatIOns under the rules and supervise professIOnal market participants
• Oversee market surveillance conducted by exchanges and ensure adequacy
• Inspect market participants
• Consult with and advise professIOnal market participants mcludmg secuntles e....changes

fnveMmenl Management This divIsion regulates the activities of mvestment companies to ensure
compliance with the registration, finanCial responsibility, sales practices, and advertlsmg
regulatIons

This diVISion mOnitors compliance with disclosure reqUirements of mvestment compames and
licenses market mtermedlanes such as II1vestment managers and mvestment advisors The
responsibilities of tillS divIsion overlap In some respects with those of the Corporate Fmance and
Market Regulation DIvIsions, however because of the complexity positIOn of trust occupied by
fund managers, and the sheer size of most lI1vestment funds, this regulatory function should
repose In a separate divIsion The DIVISion of Investment Management

• Registers, licenses and Inspects mvestment funds and mvestment advisors
• Works to strengthen the professionalism of market partIcipants
• Provides exchanges with authority to license and momtpr their members
• ReqUires exchanges to Increase member mspectlOns to unearth pOSSible violations and

bring action If necessary
• Oversees offers, sales, and redemptIOns of fund shares
• Proposes rules regardmg fund operatIOns and standards of conduct

Enforcement Enforcement IS separated from other diVISiOns because of ItS emphasIs on
litigatIOn The credibility and effectiveness of a seCUrities market regulatory program will
depend, to a large extent, on the regulator's ability to take effective actions to enforce secuntles
laws and regulations A successful enforcement program must be able to both deter and detect
vIOlatIOns Therefore, It IS Important for thiS diVISIOn to have the resources to conduct thorough
mvestlgatlons and the mechamsms for Imposmg meanmgful and timely sentences The DIVISIOn
of Enforcement must be able to

• Investigate pOSSible VIolatIOns of secuntles laws and regulations
• Recommend enforcement actions
• Take prompt actiOn through injunction 111 cases where the secuntles markets or the

investing public IS facing Immment harm
• Institute admll1lstratlve proceedings and court actIOns and negotIate settlements
• Review cases and with the Chief Counsel's Office, refer matters to cnmlnal authontles

for prosecution

In additIon to settmg up speCialized divIsIOns to regulate secuntIes market participants SEBI
must also take actIOn to ensure that a sound regulatory framework IS m place To that extent
SEBI must also work to enhance the Office of the Chief Counsel, create a liaison With the
Institute of Chartered Accountants and develop the In-house InformatIOn Technology capability
necessary to track the regulatory compliance of the numerous actors and participants m India's
security markets
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IV What Could SEBI Do?

Based on the above dIscussIOns there are several steps SEBI should consIder ImmedIately so
that It may achIeve ItS nghtful place as a world class secuntles market regulator

• FacIlitate and advIse the Dhanuka CommIttee dunng ItS revIew of secunties laws and
ensure the new laws broadly define ~EBI's role as a regulator

• Develop an active and vIgorous Office of Cillef Counsel As a regulator m an emergmg
market, a factor affectmg SEBI's effectIVeness IS a lack of consensus on ItS mIssIon and
on ItS powers The ChIef Counsel m concert wIth the Chatrtnan can work to mterpret
secuntles laws consistent wIth SEBI s mISSIOn to ensure that SEBI s goals of developmg
a 'transparent efficIent, and competitive market" are met

• Implement structured mternal trammg programs Trammg IS the key mgredlent an
orgamzatlOn needs to develop a sense of umty and prtde among ItS employees By
IOstltutmg a comprehensIve trammg program SEBI can begm to mtemally bUIld a skilled
and efficIent team of regulators

• Foster the development of strong and effectIve SROs SROs can be very effective 111

removmg much of the regulator's everyday overSIght burden SROs foster the
development of professlOnahsm and accountablhty m market partIcIpants and aId m
openmg the mar~et By makmg professIOnal orga11lzatlons stakeholders m ensunng the
transparency of the market the ultImate effectiveness of market regulatIOn IS
dramatIcally mcreased In addItIOn, by encouragmg self-pohcmg, market professIOnals
can enhance theIr posItion 10 the eyes of IOvestors

• FortIfy the Enforcement DIVISIon The above actIOns WIll enable SEBI to lay down a
framework and an orga11lzatlOnal plan to achIeve regulatory success All that progress
wdl be moot however IfSEBI does not have the resource or the power to pumsh those
who mSlst upon breakmg the law Therefore, SEBI must develop a strong enforcement
divIsIOn with the capacIty to Impose adml11lstratlve penaltIes on rule-breakers In
addItIon, SEBI must cultIvate cooperatIOn wIth the JudiCial system to ensure that
prosecutors are famIlIar with financial terms so that crtmmal cases can be referred to
them In additIOn, SEBI mIght conSIder dedlcatmg more staff and resources to the
dIvIsIon of enforcement, speCIfically mcrease number of mvestlgatlons conducted and
enforcement actIons brought and move to recover mvestor losses and Impose penalties

• Develop a strong database and good management mformatlon system to tap It SEBI
should only develop a strong mternal database of vanous mformatlon mcludmg
regIstratIOn statements, prospectus, penodlc reports, list of officers and directors of
public compames, IIcensmg of market partiCipants, mvestlgation progress etc It should
harness the advances m mformatlOn technology to tap e>...ternal databases like pnce and
volume movement mformatlOn at exchanges when reqUired Mamtammg and trackmg
this mformatlOn, SEBI's compliance officers, investigators, and enforcers WIll be able to
momtor and take actIons as needed Fmally, technology IS also a tool for promotmg
more effective knowledge transfer wlthm the orgamzatlOn
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• Develop a Publtc Information Program Bringing the work of the regulator to the
attention of the public promotes trust and confidence, and strengthens the foundatIOns of
the regulatory program SEBI should take steps to ensure informatIOn mcludmg Issuer
filtngs, SEBI II1terpretattons of regulation, periodic reports summaries of enforcement
actions, news releases, and other documentation are available to the public
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Appendix

Almost every country In the world has a dlffenng philosophy for securities market regulatIOn In
the Umted States a vigorous Secunties and Exchange CommIssIOn works hand m hand wIth
sevelal powerful SROs mcludmg the Fmanclal Accountmg Standards Board, the NatIonal
ASSOCiation of Secunties Dealers and the vanous secuntles markets mcludmg the New York
Stock and Amencan stock e\.changes

TIllS however IS not the only model In other countnes different phIlosophIes have been applted
Followmg IS a bnef diSCUSSIOn of the orgamzatlOnal structures and management philosophies of
several other regulators from both emerglllg and developed markets worldwIde

U11lted Kmgdom

The UK's secuntles markets are regulated by the Securities and Futures Authonty (SFA) which
m turn reports to the Fmanclal Services Authority (www sfa org uk)

SFA IS dIvIded mto SIX committees reportmg to a Chairman as follows

• AuthonsatlOn CommIttee Assesses the smtablhty of a firm to conduct IIlvestment busmess
• Conduct of Busmess Committee Develops rules governmg services gIven to IIlvestors
• Capital Committee A~sesses risk management poltcles and aval1able capital to cover nsks
• Enforcement Committee MOOitors firms through inspectIOns and analysIs of finanCial

reports, mvestlgates suspected malpractice, and leVies pUlllshment agamst VIOlators

• FlIlance CommIttee
• Nomlllatmg Committee

In the UllIted KlIlgdom the Fmanclal Services Authonty (FSA) Will eventually be the sole
regulator over most finanCial markets Eventually the FSA Will take over responsibilitIes for no
less than eight regulatory agencIes spannmg secuntles, real estate, and msurance

South Africa

The Fmanclal Services Board (FSB) IS an IIldependent statutory body funded solely by leVies on
the finanCIal services mdustry The FSB supervIses the exercise ofcontrol over such InstItutions
and services as the Registrar of Insurance PensIon Funds, Dmt Trust Compames, Stock
Exchanges and Fmanclal Markets It also exercIses regulatory control over the partICIpation
bonds mdustry, certam trust and depOSitory InstitutIOns as well as central security deposltones
responSible for the safe custody of secuntles Excluded from the FSB's responslblhtles are some
area') 111volvmg listmg requirements or public Issues, takeovers and mergers, and mSlder deatmg
mvestlgatlon and prosecution For further mformatlon see the FSB webSIte at
http //www fsb co za/home I htm

The eight diVIsions that comprise the FSB and their mISSions are

Actuanal Pnmanly responSible for supportmg the pensIOn department
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Fmancwl Market'i To ensure sound and efficIent markets and related servIces for the exchange
of relevant secuntles and financIal mstruments together wIth mechamsms for mvestor
protectIOn

Long Term Insurance SupervIsion of the Long Term Insurance Industry
Retirement Fund!. To ensure retIrement funds operate In a stable envIronment so that all

obligatIOns are met when due
Umt T1 usts To ensure all collectIve mvestment schemes avaIlable to the public are conducted m

the Interest of Investor protectIOn
Fl17ance ProvIde accountmg and finanCial support to the FSB
IlIformatlOn Technology Provides technology support to other FSB dIVISIons
Legal & Policy ProvIdes legal mterpretatlons and pohcy analySIS to further the objectives of

FSB

Russw

The Federal CommissIon for the SecurIties Markets (FCSM) supervIses RUSSia's capItal markets
FCSM works to assIst m the development of RUSSia'S regulatory mfrastructure as well as to
ensure fair and transparent operatIOns m the capItal markets FCSM lists Its mam goals and
responsIbIlItIes as

• Protectmg the nghts of mvestors and other market partIcIpants
• Developmg a umquely RUSSIan model of the market based on RUSSia's traditIOns and

internatIOnal expenence
• AVOid excessive mterventton m the market by maxlmlzmg self-regulatIOn by orgamzatlOns

of profeSSIOnal market partIcipants

For further mformatton see the FCSM webSIte at http /Iwww/fedcom ru

Poland

The Pohsh Secuntles and Exchange Commission (PSEC) IS generally recogmzed to be one of the
best seCUritIes regulators m the transltlomng economies of Eastern Europe The mam factor that
has contnbuted to ItS early success IS ItS orgamzatton as an mdependent and powerful
commiSSIon that doesn't share authonty WIth other government agencIes

PSEC IS dIVIded mto the followmg diVISIons and functIons

• AuthonzatlOn DIVISIon hcensmg, exammatlon, and mspectlOn of all market mtermedlartes
mcludmg mvestment funds

• Corporate Finance ReVIews prospectuses and perIodIC reports, prepares economic analySIS,
and proVides pubhc mformatlon

• Enforcement DIVISIon Prepares enforcement actions
• Legal AffaIrs Interprets regulations prepares legIslation, mteracts WIth other government

agencIes, and prOVIdes legal counsel to other dIVISIons
• 5ecretanat Responds to pubhc mqumes and complamts orgamzes educatIonal actIVItIes

both mternally and externally, and manages relationshIp WIth other government agencIes
Admmlstratlon Handles all admlmstratlve functIons of the CommIssIon

Further mformatJon on the PSEC can be requested from sekr@kpwg gov pi
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Germany

In Germany the secuntles markets are regulated by the Bundesaufnchtsamt fuer
Wertpaplerhnadel (BAW), a federal regulatory agency wlthm the Mmlstry ofFmance BAW IS
diVided mto three mam dIvIsIOns as follows

• Directorate I Information Technology, Public Relations, Legal Issues Legislative Issues
• Directorate II InSider superVISion, Ad hoc dlsclosure/Mlljor shareholdmgs Reportmg

reqUirements
• Directorate III Investor protectIOn Rules of Conduct, Prospectuses

BAW Itsts ItS mam responsibilities as

• Combatmg mSlder tradmg
• M011ltormg compliance with reportmg reqUirements
• M011ltormg the rules of conduct of mvestment services firms
• Provldmg mformatlon to the general publtc on all mvestment types

Further mformatlon on BAW can be found at http Ilwww bawe del
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SEBI Workshop VIsion 2000

31 July to 2 August

Overview of the Workshop Structure and Objectives

Mr Denms Grubb

Agenda

);> Workshop objectives

);> Workshop structure

);> Workshop outcomes

FIRE Project

2



Workshop objectives

~ Analyze challenges

).- PrioritIze challenges and develop a VISion for SEBI
Into the year 2000

~ Formulate a strategy for SEBI

FIRE Project

Workshop structure

» Internal analysIs

,. Current status and Issues

,. Developing an appropriate organlzatlonal structure

» External analysIs Industry perspective on SEBI

,. Secondary market development Issues derlvatlves mutual funds

,. Market Players mtermedlanes stock exchanges

,. Market surveillance compliance mechanisms

» Working sessions to develop strategy recommendations

FIREProjKt

4
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Workshop outcomes

~A VISion

).- Recommendations on concrete steps to Implement
the vIsion

~ Management and staff buy-m

FIRE Project

5
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USAID-FIRE Project
•

Illdex of Capital Marl{et Developnlellt

BACKGROUND

- Results Review and Resource Request

- Problem with the macro indicators



~

~

•
USAID-FIRE Project

Index of Capital Market Development

METHODOLOGY

- Identify critical areas of a developed capital market

- Identify objective in each of these areas

- Stages of development

- Assign score to each stage
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USAID-FIRE Project

Illdex of Capital Market Developillellt

AREAS

I. Market oversight and enforcenlent

II. Debt Market

III. Inforulation infrastructure

IV. Trade, clearance and settlenlent infrastructure

V. Self-regulation/licensing and certification

VI. Risk 111anagelllent (Futures and Options)
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•
USAID-FIRE Project

-
Illdex of Capital Marl{et Developnlellt

STAGES (Score)

1. MiIumal or no system in place (1-3)

2. Need for improved and efficient system recognized (4-6)

3. Policy and infrastructure issues being addressed (7-9)

4. State-of-the-art system in place (10-12)



USAID-FIRE Project "

"
~

"

Illdex of Capital Market Developll1ellt

EXAMPLE

IV. Trade, clearance and settleillent infrastructure

Stages

- Existulg infrastructure archaic and high on systenlic risks

- Need for transparent, efficient and risk free systenls recognized

- Policy, legal and regulatory constraults identified and beIng addressed

- State-of-the-art infrastructure operational
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USAID-FIRE Project

Index of Capital Market Developlllent

ANALYSIS

- Panel of independent experts

- The simple arIthmetic mean of scores - Index nunlber



USAID - FIRE Project

Index of Capital Market Development
ObjectIve .> - I - - -- II - - -III IV - V- VI Mean

~

Scorer

(A) ~ _ 4 6 9 4 5 5 _~?

(B) 7 5 7 8 5 6 6 33
(C) f?_ __ 4 3 9 3 6 5 17

-- - - -- - --- - - ----- - - - ..-- - - - - - - - --

Mean 6 33 4 33 5 33 8 67 4 00 5 67 5 72
- -- - ~ - - - - - -

Tar(T) 6 5 4 6 5 5 5 17
_(t99~ _ _ _ _ __ _ __ _ __

Mean 6.33 4 33 5.33 8 67 4.00 5.67 5 72
SD 0.47 0.47 1.70 0.47 0.82 0.47 0.48

Corrl (A & B) 0 95
Corrl.(B & C) 0.69
Corrl (A & C) 0 80

Corrl (A & T) 0 48
Corrl (8 & T) 0 37
Corrl (C & T) 0 78

~V""



SEBI Crcatmg A VIsIOn fOT tht 21 'I Ctntuf)

SessIOn 1 E,tdbhshmg d Frdmt\\ork for AttIon - Prcsentatlons by Exccutlve Directors
'ie%lOn Chdllman AfJ DR Mehta Chwrman 'lEBI
P-wC FacIlitator D, Te\\IL San MmtlJ1 FIRE PrlJ/eu

)

SesslOll Objectll'e\ To PIO'v Ide thc ExecutIve DIrectors an OPpOI tUlllt\' to present an
analY'>Is oftheII dl'vI'>lOn 1 hc\ \\Ill pIOVIdc thUI analysIs of the '>tJLngths and weaknesses
ot the cunent operations dnd thur \ ISlon tor the futllle of theIr dIvI,>lon mcludmg staff
development nced"



SEBI Workshop VIsion 2000

31 July to? August

Session 1 Establlshmg a Framework for Action
Presentabon by SEBI Execubve Directors

Agenda for the session

~ Executive Directors' Presentations

~ Mr 0 P Gahrotra

" Mr Pratlp Kar

~ Mr Ashok Kacker

~ Mr VIJay Ranjan

l- Ms 0 N Raval

l- Mr M 0 Patel

}- Q&A

~ Summary

FIRE ProJecr
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Executive Directors' Presentations

).> State of the orgamzatlOn

, Enforcement and surveillance

, RIsk containment and Investor protection

, Pnmary markets

, Secondary markets

, Professionalizing the Industry

, Self regulation

, Instltubonal Investment

, Staff development

FIRE Project

Summary
A VIsion for SEBI- Year 2000 and Beyond

~ SEBI respondmg to a rapidly changing environment

}> Implies need for flexible structures and processes

y What strategies can public managers use to mltlate
change?

y What can you expect from the process?

FIRE Project

3
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Respondmg to achangmg environment

~ The market has and continues to change

, Information age, globalization are qUickly changing
competitive dynamics In capital markets

).> The regulator must respond

).- Organizations like SEBI can benefit from past expenence
around the world

~Best practice companies and governments have taught us much
about ways to dramatically Improve organizational performance

FIRE Project

Respondmg to achangmg environment

~ Tools to Implement change

).- CommUniCations, IT and Information

~Networks, Intemet

~Knowledge management

).- Training

>-Best practices

,Access to network of secuntles regulators from around the world

FIRE Project
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Inltlatmg change In the public sector

~ Change requires a clear VISion

}.- To whom IS SEBI accountable?

}.- Who are ItS customers?

}.- How to measure customer satisfaction?

> What are SEBl's "products" and "services"?

> Ultimately what IS SEBI's mission?

~And how do you sell that VISion to every staff member?

FIRE Project

Change In what?

> Customers--revamplng the relationship between your
organization and ItS customers

>Asklng customers what they want? Radical Ideal

>How do you even determine who to ask?

> Consequences-Introduce accountability for
consequences of actIons

~Introductlon of mechamsms for rewarding success and forcing
weak performers to Improve

~Use of budgeting and other rewards enable managers to feel
repercussions of actions

FIRE Project

7
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)- "Big-bucket" bUdget or "mlsslon-dnven" budgeting

~ Budgetmg tools--example from US NPR

9

Change mwhat? (contmued)

~ Control-Creating entrepreneunal orgamzatlon by
devolving control to those In the "front lines" (In direct
contact with agency "customers")

y Culture--cIoes orgamzatlonal culture support the work
people do to deliver value?

,.Creatlng culture of empowerment

,.Creatlng a learning organization a culture that rewards and
motivates knowledge shanng

FIRE Project

10

How to change apublic sector agency?
You may have more tools than you thmk

1
/

,.An experiment that began at the US Forest Service ...,
Restructunng the budget reducing hundreds of thousands of Ime Items and
eliminating mflexlble gUldelmes for movmg momes around provldmg
managers greater license to move allocations In response to organizational
strategy

);0 Allow agencies to keep a portion of what IS not spent that year

~ But Must hold managers accountable for results

FIRE Project
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Some tools available (2)

).> Procurement gUidelines are streamlined

.. Introduce competition/deregulation

,. HRD and Organizational Restructurmg

.. The UK system heads of agencies sign performance agreement
detailing objectives and tlmeframe

.. Restructurrng staff appraisal/performance reView process

.. Designate a COO responsible for change

FIRE Project

12

Some tools available (3)

~ Performance measurement tools geared to tracking
what matters to you r clients

> Make clear the distinctIon between outcomes and
outputs

> Must get staff Involved In determining what matters

).- Must determine the nght tools and processes for
measunng (e g surveys)

FIRE Project



Some tools available (4)

~ Technology can playa major role

).> Provides new ways to commUnicate and Interact
throughout the organization

J<' Provides databases of best practices across divIsions

).> Provides Immediate feedback

FIRE Project

What can you expect from the process?

13

14

~ Change Will not happen overmght

~ You may not get It nght the first time

~ Must have freedom to fall

~ Is leading change better than follOWing It?

»- Change Will happen

~ If you lead It you are In control of the agenda

FIRE Project



SessIOn 2 The State of the Indu~try--St.lkeholderPerspectives
SessIOn Chairman M, 0 P Galll otra SEE]
PwC FacIlitator MI Dennn Gluhh FIRE Project

SessIOn ObJtctlve To plOvlde SEBI wIth a varIety of vle\V~ on the current state of
the Industl y

PanelIst 1 Tht Domt~tItPerspective
Presenter A<;hoI... De"al Consultll1g EdItor, Busll1ess Stand.u d

Panelist 2 FOI ugn InH.,tors .1I1d Indl"
Plesentel P K Advdl1l Challn1<ll1, Advdl1l and Company



SessIOn 2 Smut relev,mt Price W dterhnuse FIRE Pro,ett Dthverables

Dellverable # Aut/tor Title

27 Mr Tom Keyes 8.- An OllentatlOn Program on Intel11dtlOnal CapItal Markets
Mr Paul LItteau tor partIcIpant,> flOm the mmlstry of fmance SEBI &

The Stock Exchange, MumbaI

45 Mr Thomd~ Keye<; ReglStldtlon and Regulation of Retal1 CapItal Market
Intermedlal1e~ tor SEBI

66 M... Kate InternJtlOnal Approaches to Dell\ .Itl\ eo; Mark.et
Hdth.lway Rt-gulatlon (ommon Global Regul.ltory Objectives

78 M ... Kate Appro<llhes to Dellvatlves MaI h.et RegulatIOn for
Hath.lwJy f111ancl.II Saktv and FaIrness by V.II lOllS JUrIsdIctions

(
'1)



..c.
~

a
advani share brokers pvt. ltd.

52 bhupen chambers,

9, dalal street,

mumbai 400 023.

tel : 267 1533 fax: 262 4369
email: advani@giasbm01.vsnl.netin
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The State of the Industry - The
International Perspective by a

Domestic Broker

4­
~

Date

Venue

Time

•
•

•
•

•
•

July 31, 1998

The Resort, Marve

2.45 p.m.
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v ....
CJ

Selling India
List GDR's in India

• NSDL to settle

• Indian Mutual Funds/Indian clients to be allowed
to take advantage of the arbitrage

Information
• Transparent, timely

• Norms to prevent leakages from RBI,
Custodians, SE's, SEBI - articles in the
Press come in on a timely basis, with
specific trade information
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Selling India...

Internet Trading
• Norms to be worked on now

FII Registration
• Quicken the process

• Fees : Manager or fund?

• Re-examine fee structure for Fils



v""­
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Level Playing Field ....

• Reduce Risks
• Insist on Clearing house trades for Flls/Fls

• Reduce Pay-In/Payout time gap - ideally match
them

• Braking business to be given Industry
Status
• Lines of Credit

• Better looking Balance Sheets
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Level Playing field .....

• Transparency &Availability of
Information
• FII holdings

• Analysts meetings

• Minimum % of business to be given to
Indian brokers.
• Monitoring by SEBI, publishing the data

\



In conclusion ...

V"
~

~

• Efforts put in by SEBI, FI RE are
commendable.

• Need to continue these with greater
vigour, keeping the lines of
communication open at all times

• Improve the image of the domestic
braking community



SessIOn 3 OrgdDlzatlOn.ll ~trdtc.gy--l'i!luesdnd Str.ltegy
SessIOn (halrman MJ A'lhok Kae-ker SEEi
PwC Faulltator DJ 7e\\le f:)an Mmtrn FiRE Projeu

SessIOn o!Jjectll'e'i To hI oaden ~EBI management sunder ,>t,.ll1dll1g of the
pmametel'> tllLv l1t.ed to address to cleate a "successful Ol!,!.,ll1IZatlon Il1ternal
communll,IIIOI1~ I CpO! tm!,!. relatIOnshIps, OJ gal1lzatlOnal ,>11 uUures staff preparatIOn
and reCI ultmLnt etc

Panehst I 0, !?(/lIl'latuJI1al Del'e/opment An Agenda for -4 LlIOIl for SERf
Pre~entel 1)1 fC,>,>Il. "hll1 Mdltlll FIRE Project

Panehst 2 0 eatll1!? tlie Lellrtlll1g 01 glllllzatlOn
Ple<;entel (01 V M Velma DIH..ctor HRO and General AdmllllstratlOn BSE

Panehst" Iwowledge Management III SEBf PresentatlOl1 110m the SEBI groups
who pm11clp 11:ed III the Baruch College Program

/,
;; !



SessIOn 3 ~(}m<- I elevant Price W dtcrh()u~e FIRE ProJ<-d Dchverables

-
Deliverable # Aut/lOr Tille -

17 Ms Su".ll1 Hertel Orgal1lzatlonal Structure Plan fO! N~DL
-

22 Ms ')u"..ln Hertel WOlk flo\\s and Job Descnptton under the
Orgal1lzatlOn..ll Plan for NSDL

-
28 Ms ')u",lI1 Hertel r0110\\ lip on the orgal1lzatlonal ~tlllcture plan for N~ J )I

-

36 M~ '.1I'>1I1 Heltel RevIL\\ of Org Il1lzatlOnal DevelopmLllt ofNSDL
-

48 Ms ~U"lI1 Heltel M..ln..lgul1ent ~\. ~taft trall1l11g thlollgh development 01
procedural 111 lIl11..lls for NSDL

-
60 Ms Su<;an Hertel Development of operatll1g procedlll L~ manuals for

NSDL - Deplltments ofPartlclp.mt Interface Issuer
InterfaLe Regl::.trar Operations and Busmess Partner
In~pectlOn

-

68 Ms Su"an Hertel Development of Operatmg Prol.edllles Manuals for
NSDL Dl?pmments of Cleanng (Olpmation InterfacL
COl pm at~ Cl-"'1mmul1lcatlons-Mal ketll1g & Corporate
Planl1lng and Risk Management -

70 Ms Susan Hertel EstablIshment of a Contll1ull1g Tlammg Program wIthl1l
the HUI11.1l1 Rc.::.ources Department of NatIOnal Secuntl t '>

Deposltof\ L1I1l1ted -
75 Ms SU~..ln Hel1el Development l)f Operatll1g Procedul es Manuals for

Nation 11 Se~ulltles DepOSItory L1111lted (NSDL)
Dep'lltnknt-- \)1 Surveillance Compliance and Fmancl/
ACLOlinh

-
83 Ms Susan Hertel Expan::'lOn ot the Trall1l11g Program wlthm the Human

ResoUlces Dc.p.utment of The Stock Exchange Mumh.u
(BSE)

~

86 Ms ')usan Hertel Development ot Operatll1g ProcedUles Manuals for
NatlOn.11 Se~ulltles DepOSItory Ltd - Departments of
Infoll111tlon TLLhnology Systems ,.U1d Networkmg

-~



Session 3
SEBI •• Organizational Development Issues and Strategy

SEBI Workshop 31 JUly· 2 August 1998

2

Agenda for the session

~ Overview of Internal organizatIon pnontles

);> Suggestions from the FIRE project experience

~ Case studies from capital markets organizations In IndIa

);> Lessons learned

~ Knowledge management at SESI The view of participants In
US training under FIRE

);> Lessons learned

FIRE Project



Agenda for the presentation

i' Presentation objective

i' Enhancing performance at SEBI--a blueprint for action

). Issue areas covered

, The MIssion

, Functions and Charactenstlcs

, Action Areas

,Organizational structures

,HRD and Training

,Knowledge management and Institutionalization

, Measures of Success

FIRE Project

The MIssion

};> Elements of a VISion

~ VVho are our customers?

~who do we serve?

~ VVhat our our products and services?

~ How do we measure success?

~Outputs v outcomes

FIRE Project

3
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MIssion for SEBI--An Example

y Protect Investors

,. Our customers

l- Ensure fair, transparent markets

,. Rule making a product

,. Monitoring compliance enforcement services

,. These are outputs of the regulatory process

, Reduce systemic nsks

,. Outcomes

FIRE Project

Functions

~ Common functions of any market regulator Keeping the playmg field
level

,. Who can play?

,.Access to the market

8

,. What are the rules?

,.Rule making

,. Interpreting the rules Referee

,.Monltorlng and disclosure

,. What happens If the game IS not played fairly?

,.Compllance and enforcement

FIRE Project



What IS needed to discharge these functions effectively?
CharactertstIcs of the Regulator

7

;..Independence

);> Consistency

;.. Professlonaltsm, confidentiality

FIRE Project

8

Orgamzatlonal structure atool of strategy

);> How IS SEBI organized?

);> What areas can be strengthened?

);> Key questions

~ Do we have the operating divIsions required?

~ Are areas of responsibility well defined?

~ Is overlap extensive?

FIRE Project
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Organizational Structure Example at the U S SEC

I Office cf the I
I 0fIi"" dllr II alii"" dllr I L--.-,;01,;llI"Rn!!!.!an.!...-...J I 0fIi"" cClIr II 0fIi"" cClIr I

Cornu. crer Cornn. ora I I L-..=Co::.:mn:::;=-.="",,=--...I L--=Co::.:mn=~:;:."""=--...J
'--- '-__---'1-__--1.,..--__--1

I•..·.. II 0... III o. .co r II
Law Jlldll' Colli al Nfj II A on'. ~ - III 0.« .. III o. .. I I o. .... II "~ ...... IMol-;: II 1.., dD an..,. II P"'. Mf.. Serna., O", ..\I .. ,Ofl

FIRE PrOject

OrganizatIOnal structure Office of General Counsel

~ Strong Office of the General Counsel

10

, Interprets secuntles laws and provides framework for the regulators powers
and responsibilities

, Defines powers protects regulator against outside challenges to Its authonty

, Provides Interface between regulator and market partiCipants and other
stakeholders In the regulatory process

,Policy shop to educate legislators JUdges and other stakeholders

, Particularly Important today as SEBI works WIth Dhanuka Committee and
others to develop a comprehensive legislative framework

FIRE Project
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Organtzatlonal structure Office of Information Management

).. Tool to develop SEBl's momtonng capabMy, Including
tracking of

}> Filing of registration statements

). Periodic reports

}> Banned players

}> Progress of enforcement actlOnsllnvestlgatlons

).. Development of customized databases Improves compliance
and enforcement

FIRE Project

12

Organtzatlonal Structure Office of Technology Management

> But more than IT, hardware and software

> It IS about knowledge management

}> How does the organization learn and institutionalize knowledge about
the market?

}> How does It keep In touch With evolVing ·customer" needs?

,OTM can create and maintain databases of best practices

,OTM can facilitate access to dellverables from projects such as FIRE

,OTM can faCIlitate public education process (e 9 development of
interactive websltes)

FIRE Project
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Knowledge management

Ii' More than technology

);. Coaching and mentonng

);. Career models and paths (generalists, specialists and McKmsey's 0T"
professionals)

);. Organizational culture that values and rewards knowledge
management and knowledge shanng

, Through performance expectations placed on management

,Special incentives

, Training/professional development

FIRE Project

14

Orgamzatlonal Structure The HRD Function

> Developing HRD policy

);. A tool to Implement vIsion and strategy

,More than training

);. Includes

,RecrUitment/selection at all levels

,Skills development program per department (generalists vs specialists)

,Staff evaluation/measurement

FIRE Project



Evolution of the
Human Resources Function

).. Traditional approach hiring and administrative functions
(payroll, etc )

" Current approach broader and more complex fun
responsibilities

, emphasIs on staff development and retention

'" closer interaction with hne managers and senior executIves

FIRE Project

Example US SEC HRO Functions

Emplovment Relations and Development

, counsels management and employees on nghts requirements and actions

, ad"'n1sters and menrtors leave atlemalJve work schedule program annual awards

, recommends poloCles and procedures for career development, Including training

,. carnes out training needs assessments

~ tdenbhes and procure appropriate trainIng programs as well as evaluates all trainIng

~ Owrsees development and maintenance of perfonnance standards

Classlficahon and staffing

, classifies postltons and develops and Implement grading

, helps management develop and maintain org charts and funcltonal s1atements

,. Implements federal pay regulatIOns/conducts pay studies

,. helps Identify recruIt and process new employees

Processmg and Benefrts Branch

, manages federal employee benefrts programs (e g health Ide Insurance retirement program)

II' maintains all employee personnel data

FIRE Project
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Example HRD US SEC

} Performance standards

,. Each department/divIsion works WIth the Employee Relations and
Development Branch to establish descnptlons for each Job

,. Based on the Job descnptlon each department/divIsion supervisor wntes a
performance standard to meet that function

,. Performance standards for each employee must be wntten at least 30 days
before the formal annual appraisal penod

,. supervisor must communrcate standard to the employee

,. both supervisor and employee agree on the performance standards

,. Performance standards must be measurable

FIRE Project

Example US SEC

~ Staffappraisal process

} Goal of StaffAppraisals

,. Assess employee performance against measurable standards

,. recognize outstanding performance

,. Idenbfy employee development sktlls

} Process

,. management assesses employee s performance through the
Performance Management Record

,. management discusses all the Informabon gOing mto the PMR WIth the
employee

FIRE Project
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The Role of Trammg Wlthm Human Resources Development

};> Training can Impact Job performance by

~ preparing new hires to perform their work

~ Improving technicalllndustry knowledge

~ Improving productlvlty/managemenUcareer skills..... ., ..
~~@m~ l~j~~J
FIRE Project

20

Three Levels of Learnmg ActivIties

};> TraIning: learning directed toward the present Job
of the learner

};> Education: learning directed toward a future
Identified job of the learner

};> Development· learning that IS not job-related

FIRE Project



Example Training at the SEC
Sam ple OIfenngs by Office of Compliance Inspection and examination

21

Tep.cs covrnd unthr lhr Brolce,lD~aler training program
mclwi.

Phase I
exp!llJUllIon of structure of !he SEC n
the exarnmatlon process
reglStrabon broker/dealers
reportwnt1J111
NASO", NYSE
boal<s records and brokerage accounts
tradtng mthe eqUIties market
customer acCOWlt revIew
other statutes and reguialloos of!he Federal Reserve and
other federal agency reqUIrements
secunlles investor protectIon corporatIon
net capItal computatlOO
customer protectIon computanon
etJucs

FIRE Project

Phase II
reVIew of PhllSC (
cxpIllJUllIOl1 of 33134X
small 1ssues/corporate finance
lnlmfer agents
mlDUClpol 50cunlIes
different Acts that apply
mampulatloo and accompanylllil facets

Phase III
current developments In secWlbes market regulatlon
reView of exarmnallon cases
other 'hoi topiCS

22

Example Training at the SEC
Sample Offenngs by Office of Compliance Inspection and examination

T"p'cs '" 1M lnvurmtnl AlMsOl'J' trtdning
Phase 1(an mtroductlon) and Phase 2 (m-depth)

what IS an mvestment adVIsor
how to register schemes and mechamsm for regJstenng
who IS reglstenng where
differences between federal and state rCglstratlon
records that adVIsors create and are reqwred to mamtam
paper-based Vs computer generated stored documents
custody possessIOn ofsecootles and chent fund secunty
adverl1sements
brochure rules
marketlng
Ulterrelabon between adViSor and portfollo management
functlon
mtervtewmg skills
etlucs

FIRE Project

Phase 3 covers

curren! developments 111 secuntles market regulallon
other hot topics



Example Training at the SEC
Sample Offerings by Division of Enforcement

I BasIcs ofConducting an Investlgatlon (J week
workshop for new!y hired atlorneys wlthm the
DIVIsIon)
introductIon to Insider trading and financial
dIsclosure
how 10 organIze Investlgal10ns
how to present and take testImony
hands on e)terclse on presenting and takIng
testImony
how to Issue subpoenas

FIRE Project

2 BOSICS ofAccounting (3 4 days)
basIc concepts and apphcal10ns of GAAS and

GAAP •
how to mvestlgate uSing finanCIal statements

3 Current Issues on enforcement
Supreme Court serIes (focuses on secunlles cases
addressed by the Supreme Court )

23
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Organizational devel6pment institutionalization

~ Development of procedures

» Clear definition of each department's and diVISion's
responsibility

» Systematization of key processes

» Development and maintenance of manuals

FIRE Project



AWord about SRO's

J' No amount of databases can address fundamentalmformatlon
asymmetnes between the regulators and the players

, SRO s are tools used by SEBI and other regulators to correct these
asymmetries

, SRO concept relies In increasing professlonallzatlon of market partiCIpants

, SROs must be developed and the nght earned

~ Key Issue to address m SEBI

, Professlonallzatlon of market partiCIpants through testing and licensing

, Role of accountancy profession

, Schedule for devolving increasing authonty to selected SROs

FIRE Project

Measunng success

25
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, OUTPUTS--some examples

~
,.. Number of enforcement actions In

each program area

,.. Percent of Investment companies
examined

,.. Percent of SEC registered
Investment adVisors examined SInce
the beginning ofthe current
regulatory cycles

,.. Number of Investor hits In SEC
website

,.. Number of new mutual fund
portfolios and new Insurance
products reViewed

FIRE Project

, OUTCOMES-some examples

,.. Number of violations

,.. Increase In number of small and
medium Investors actIVe In the
market

,.. Growth In volume and value of
securities traded



27

Presentations

~ Strengthentng HRD Function The Case of the BSE.
).> development of an effective HRD function In a capital

markets organization

).- Participant tralntng at SEBI Observations from the
field

y a case of knowledge management and Institutionalization

FIRE Project

.,'\()
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CREATING A LEARNING ORGANISATION'

The concept of learnIng organisation IS not new, many authors have talked about

organisations learning from others and their own past expenences Probably Garratt

was the first to publish a book on the subject In 1987 followed by another In 1990 But

the term was populansed by Senge when his famous book 'The Fifth DIscipline' was

released In 1990 Senge's book tnggered a great deal of Interest In the subject of

learning organisations He emphasised that all learning organisations have five

common charactenstlcs They Include

DevelopIng personal mastery, USIng mental models, bUildIng shared

VISion, understandIng the power of team learnIng and USIng systems

thinkIng AccordIng to him the fifth (systems thInking) In the most cntlcal

one, and therefore he titled his famous book 'The Fifth DIscipline'

The concept

In 1970s Argyns proposed the concept of a different qualitative learning Contrasted

with traditional learning, or the 'sIngle-loop' learnIng (InvolVIng Incremental change

within an eXisting framework), 'double-loop' learning emphasized testIng of the

underlyIng assumptions and achievIng transformational change Senge Contrasted

adaptive learning (solvIng problems In the present without examInIng appropnateness

of current learnIng behaviours) with generative learning (emphasIsIng contInUOUS

expenmentatlon and feedback In an ongoIng examInation of the way organisations

define and solve problems)

pto
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Organisational learnmg has been defined m vanous ways My definition of the concept

IS II the process by which an organisation acqUIres, retams and uses mputs for ItS

development , resultmg In an enhanced capacIty for self learnmg and self renewal"

Organisational learnmg has been proposed as a development process, from Individual

to group to organisations However, there are certaIn Hmdenng and Facilltatmg factors

m the organisation requiring attention of the HRD and the management

HINDERING FACTORS

• Frequent changes at the top leadmg to loss of contmUlty and absence of long-term

onentatlon

• Culture of complacency arising from past successes Inadequate efforts for

Improvement leading to process of slow decline

• Excessively bureaucratic and centralised methods of working leadmg to delays

• With a community of functional specialists havmg little appreciation of each others

area, learnmg gets fragmented and thiS leads to functional myopia The tunnel vIsion

of informatIon sharing blocks learmng

• Due to Preoccupation with day-to-day fire fighting, time and attentIon do not get

allocated to Issues of change and mnovatlon As a result changes are not backed up

with vIsible support and energetic action

FACILITATING FACTORS

There are five key conditions that are essential for orgamsatlonal learnmg

• Clarity of purpose and mission Employees need to understand the goals they

are striving for
pto
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• Leadership commitment and empowerment Leaders play a vital role In fostenng a

learning climate by being committed to goals, promoting openness and trust, Identifying

performance gaps and empowenng their employees

• Experimentation and rewards Employees must have the freedom to take nsks

and Innovate and, In fact, should be rewarded for It ThiS IS by far the most

consistent managenal practice that IS observed In learning organisations

• Transfer of knowledge Communication needs to be clear, fast and focussed

to enable employees to learn from each other, from past failures and from other

organtsatlons

• Teamwork and group problem solvmg By working In teams knowledge can be

shared by members Interaction generates new Ideas and solutions

SSE - A LEARNING ORGANISATION

We In the BSE have had our own share of expenenclng the advantages of being a

learning organisation A Silent HR revolution IS taking place In the BSE for the past two

years Taking clue from the enVironment, both Internal and external as also the deep

set cultural background of the organisation, we conducted an Organisation Climate

Survey and Identified the strength and weaknesses Thereafter the needs of the

organisation were ascertained and Identified as ORGANISATIONAL

RESTRUCTURING, COMMUNICATION and TRAINING as key intervention areas

BSE started off With all the three and several other HR Interventtons Simultaneously two

years back and have since been learning organisationally through ItS own

exepenences Our focussed areas of interventions which have given us tremendous

learning expenence which are also under constant review and reVISion are as under -

pto
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• Organisational Climate Survey

• Beginning to develop a database of skills among employees

• Implementmg a new employee appraisal system, mam focus bemg

PERFORMANCE REVIEW FOR REWARD and PERFORMANCE REVEIW FOR

DEVELOPMENT

• Inltlatmg an mternal trammg programme based on need assessment, Impact &

evaluation of trammg Behavioural, Functional, Technical and General

Management Tralnmg needs are being addressed

• Communication Process, both Inter Personal and Intra Personal

• Automation & Human Resources Information System (HRIS)

• Induction & Mentormg at entry levels

• BSE MISSion Statement (Review)

• Empowerment & Job Rotation

• Effective Internal Support Systems

With the above interventions and several more to follow In the subsequent training year,

we are expecting a total transformation through self renewal and constant revelw of

Internal learning process

*************



~
v~,

"

The process by which an organisation ACQUIRES, RETAINS and USES

INPUTS for Its development, resulting m an enhanced capacity for self learning

and self renewal
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2. HINDERING FACTORS

>- Frequent changes at the top

» Culture of complacency arising from past successes

» Excessively bureaucratic and centralised methods

» The tunnel vIsion of information sharing blocks learning

» Hierarchial Organisations

» Preoccupation with day-to-day fire fighting
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3. PACILITAIING FACTORS

~ Clanty of purpose and miSSion

~ LeadershIp commItment and empowerment

)0> Expenmentatlon and rewards

~ Transfer of knowledge

~ Teamwork and group problem solving
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4. SSE· A LEARNING ORGANISATION

)0> Organisational ClImate Survey

)0> Beginning to develop a database of skills among employees

)0> ImplementIng a new employee appraisal system

)0> InItiating an Internal training programme based on need assessment, Impact

& evaluation of traIning

)0> CommunicatIon Process

)0> Automation & HRIS

)0> Induction & Mentonng

)0> BSE MIssion Statement (RevIew)

)0> Empowerment & Job RotatIon

)0> Effective Internal Support Systems



A PRESENTATION ON

PARTICIPANTS TRAINING AT

BARUCH COLLEGE
NEW YORK



BACKGROUND

• Participants visited US for a training
programme organised by USAID under
FIRE Project during October­
November, 1997

• An overview of US capital markets

• Class room lectures

• Visits to various Institutions and
Intermediaries viz NYSE, AMEX, Meryll
Lynch, Coffee, Cocoa and Sugar
Exchange

• Visits to regulatory bodies viz. SEC,
CFTC
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REGULATORY FRAMEWORK/CAPITAL MARKETS
IN USA

• SIngle Regulatory Authonty for publIc held companIes (No
ROC)

• Strong Legal Framework and Enforcement

• ContInuous DIsclosure and ComplIance Requlfement for
hsted CompanIes WIth US SEC

• Issue Management Process

• AudItors' Involvement In PublIc held CompanIes

• Importance ofNASDAQ m US Markets

• Settlement of Trade (maJonty) through depositones and
supportIve cleanng corporatIons

• Strong Self-Regulatory OrganIsatIon for Mutual Fund
Industry VIZ , ICI

• Large Spectrum of Investment Products Offered

• Dommant presence of Mutual Funds m CapItal Markets to
channehse RetaIls Investments

• On-Lme SurveIllance and Monltormg, Stock Watch



INTERMEDIARY TRAINING

• Improved Compliance by Intermediaries
due to Training and Development

.Securities Training Corporation ( STC )

• National Association of Securities
Dealers ( NASD )

-Investors' Education



TRAINING HIGHLIGHTS

• Supportive Legal System - Effective Enforcement
of Securities Laws

• Specialised professIonal Skills of Securities
Industry Professionals

• Back office Operations of Brokers

• Clearing Issues in Derivatives Markets

• Self discipline seen among intermediaries viz,
brokers, Investment Banks and Issuer Companies
ensuring better compliance

• Entry norms/restrictions for securities industry
personnel

• Effective Time Management
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SUGGESTIONS

• ContInuation of Training programmes under
USAID and other Global/Foreign Training
Programmes

• Focused TraIning Programmes for future
requirements of SEBI lIke

• Derivatives
• Depositories and clearing systems
• Surveillance systems and Enforcement
• Regulatory measures through legal recourses

• Strengthening the self-regulatory
organisations/Stock-Exchanges for effective
compliance

• In-House Trainings



SeSSIOn 4 Second.try M.ul,,d Dl-velopment
SessIOn Challman Mr 0 P Gahrolla Execullve Dlreuol "EEl
PwC Facilitator Mr Pal llo\h Shw ma FIRE Project

SessIOn olJjecllves To dIscuss clltlcal Issues affectmg tlK development of a strong
secondan 111<11 ket 111 Indld

Pdnehst 1 L\penellCe wllh nOIl-elflll/l DeriVatives pOlelllw! pitfalls facmg the
Indian DellV(lllve~ Marf..el
PIt.<.,cntcl M,lItll1 I l~h COllntlY DueclOl Standard & Ch.lItucd

P<mchst 2 ~/ll1Ill!al/l1g tire !1U!UlIl Debt Market
Plc<;entel N Gopalknshnan M,magmg DIrector, SBI Gl1h Ltd

Panehst 3 TI,e Mulua! Fund J/l(lu~tn ValuallOn, FUlld Growlh, alld Compliance
Plcsenter <:;11110n Holdsworth Clllef Investment Officer IT( Threadneedle

Paneltst 4 The Mutual FUlld 1Iulustl) The COmpllllJice Perspective
Plesentel Sandhya Bhate FIRE Project Consultant

Paneltst 5 Mutual Funds The Credellce Report on Guarallleed Products
Plesenter~

1 R N K Prasad FIRE Project
2 Vlvek Smha Partner, Credence

!
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SessIOn 4 SOl11t I tltv.,"! Pnct Wdterhou'le FIRE PrOlett Dehverables

Deliverable # A lit/lOr Title

8 Mr Stephen A review ot the OperatIOnal Impediments of the Debt
Brown Market 111 India - NSE TO # 001

1I 01 WIllIam FeasibilIty Study of a Dellvatives E'\change 111 India -
Barclav N~E T 0 # 003

15 MI Ral<lt "axena Re<;earch papel on RetaIl Debt Mm ketmg 111 India

21 Mr Lewl" J A Comprehelbl\e StIateglc
Mendehon PlJn for AMFI

31 Mr BIll GOllnan Inter -connected Market System r edslbIllty Report

32 Mr LeWIS J ASSistance to Mutual Funds - Re\ lew of comprehensive
Mendelson Strategic Plan and Investor Awareness campaIgn

33 Mr Joseph Schenk Wol1d Secuntles market Cleanng/ ~cttlementProposal
for Stock Exchange, MumbaI

37 Mr LewI~ J ASSistance to Mutual Funds
Mendelson

38 Mr Paul Lltteau ReView of Regulations for Denvatl\ es Exchange 111 IndIa

43 Mr DaVid Silver ASSistance to Mutual Funds - Improvmg Products and
Sel Vices, Strengthenmg the regulatory Framework and
AMFI

49 Mr Kmh Chokshy Proposal for the estabhshment ot a Debt Dealers
&MI A As~ol1atlon 111 Inum
DevasUl endIa

50 Mr LeWIS J AS';lstance to Mutual Funds - ReView of comprehensive
Mendelson strategic plan & Investor Awareness campaIgn

51 Dr WillIam Index Denvatl\es Tradmg and the Indian EqUIty Market
Barclay Impact, Regulation and Control De~lgn

57 Mr LeWIS J ASSOCIatIOn of Mutual Funds 111 IndIa (AMFI) Model
Mendelson Comphance Manual

61 Ms Susan Hertel ReVIew of the Ca~h Settlement Process and proposed
secllntles depo~ltory for the Stock. Exchange, Mumbal
(BSE)

62 Mr Joseph Schenk ReVIew of Cleanng and settlement Procedures at the
Delhi Stock Exchange

63 Mr Petel StIategy for Development of the Scwndary Debt market
GIennollgh Il1 IndIa



71 Ms ~lhdn Hertel Asw,tance to ~eculltles Settlement •.ll1d Clearance to The
Stock E\.change MumbaI

Ms Kate A revIew of the SEBI Denvatlves (ommlttee Report A
72 Hathaway Regulator FtamewOlk For Denvatl\eS Tradmg

74 Ms AnJali Kamat WOIkshop AMFI Mutual Fund ComplIance Workshop
"Medmg OUI PlOtesslOnal Respon<;lbIlltles"

76 Ms Kate A fl lmcwOl k ot Denvatlve~Mal kLt RegulatIons for the
HatIM\\d\ ['\ch,mge SLlI Regulator m Indld Draft Futures Market

Regulations 101 the NatIonal 'Stal.k I '\change ofIndla
Ltd

77 Ms An)aIJ Kamat SE131 Mutual fund InspectIOn WOl k,>hop "QualIty
Contlol and (onsl~tencym Mutual I und In~pectIOns

InSIghts flom the US SEC InspectIon Process"

79 PW/ FIR[ Assl,>lance to Registrars ASSOCIatIOn of IndIa - Manual of
Standard Opel atmg Procedures

80 Mr MIchael RepOlt on Stock IndeJl. FutUles tOI the NatIOnal Stock
Gorham Exchange ot India LImIted

81 Ms Kate Paragraph ReVIew of the Decembel 1997 Gupta
Hathaway DerIvatIves CommIttee Report

85 Mr LeWIS T ASSIstance to Mutual Funds - ReVIew of ComprehensIve
Mendelson Strategic Plan & Investor Awareness CampaIgn

88 Mr Kush Chob\ Fixed Income 1310kers ASSOCIatIOn (fIBA) Busmess Plan
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Stimulating the Indian Debt
Market

Issues and Role for SEBI

SBI Gilts Limited

act ofreforms

Govt borrowing at market rates

z Greater absorption of secuntles by market
fW~
• Increase In trading volumes

• Greater transparency

• Increased focus on treasury management and
mterest rate fisk management

• Increased mterest m debt market
• Large amounts bemg raised by corporate sector

" f
i t
"
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lutlon ofDebt Markets

tures ofa developed Bond Market



ondary Market Development

Reasons for low secondary market activity

• Um-DlfectlOnal Markets
- Views based on call rates

- No benchmark mterest rates

- No hedge mechamsm

• Herd Mentality

• Investors holdmg paper to matunty

• Low retail and corporate mterest

• EXistence of stamp duty

gestions to actIvate debt market

Investor educatIon

Move towards 100% mark to market for
secuntles

• Settmg up of dedIcated gIlt funds
• Marketmg debt to corporates/hlgh networth

mdlvlduaIs

• Strengthen system of PDs
• Development of satellIte dealers

• Establishment of when-Issued market

• IntroductIon of denvatlves



gestlons to actIvate debt market (contd)

Regulatory Issues
• RatlonaltsatlOn of stamp duty

- umformlty across states

- one tIme stamp duty at the tIme ofIssuance

- encourages dematenallzatlon and facIlItates secunhzatlon and
hence Improves liqUIdity

• Regulation of Private Placement market
- ensure umform and adequate disclosure reqUIrements

- M,mm,se delay between letter of allotment & Issue ofscnp

- U S market, Issuers use Rule 144A to pnvately place wIth
QIBs( QualIfied InstitutIonal Buyers)

gestlons to actIvate debt market (contd)

Regulatory Issues (contd )

• Need to ensure consistent regulations
- too many bodIes regulating the same segment

- Govt secs subject to regulations lIke Public Debt Act, SeRA
etc

• Repos
- standardIsatIon ofrepo agreements
- broadbasmg the market by mcreasmg the number ofplayers

and mstruments



gestlons to actlvate debt market (contd)

, Regulatory Issues (contd )

• Allow short-sellmg/stock lendmg which would
lead to greater depth m the market

• Wldenmg the mvestor base
- permit Provident/GratUity funds to purchase

corporate debt and secuntlsed paper

- allow Insurance compames to Invest a larger portion
of their funds In non-govt paper

- blanket permission to be given to Public Trusts to
Invest In highly rated paper

gestlons to actlvate debt market (contd)

Regulatory Issues (contd )

• Withdrawal ot wlthholdmg tax on mterest
mcome on Fils

• C/antlcatlon ot ambigUity m taxation ot mterest
under Section 10 (23(g))

• Introduce multiple credit ratmgs system



llosophy ofRegulatIon

Parlnershlp between SEBI and Industry

;j I. Mutual Responsibility

~4.Ii& Should not shackle Industry and prevent
~

~ Innovation
/

three steps ofregulation

Work with Industry to facIlitate market
Innovation but protect Investors

.~ Constantly reappraise regulation and
discard what doesn't work

• Don't reinvent the wheel



'hat's good for the Investor IS good for the market
EC RegulatIOn IS not a zero sum game In which
very new advance for Investors brtngs an equal
nd corresponding loss for the firms Most of us

recognise that It IS qUite the opposite Every new
Improvement for Investors makes a better
marketplace, one that's likely to attract more
Investors and more capital"

- Arthur LevItt, Chalnnan SEC

(
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Valuation and Its Importance
in Mutual Fund Growth

1st August 1998

SEBI Senior Management Conference
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The Importance of Valuation

• SupportIng ProfeSSIonalIsm

• MaIntaInIng Confidence

• Effect upon LIqUIdIty

• ReducIng Pncing FleXlblhty
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Supporting Professionalism

It IS taken as read that for the IndIan Mutual Fund Industry to

have sustaIned growth It must attract and retaIn professIonal

operators

These operators must provIde adequate Investment returns not

only to Investors wIthIn the funds they manage but also theIr

own shareholders

One requIrement of the valuatIon process IS therefore that It

must promote the success of professIonal operators, and It must

actIvely hInder the growth of those who do not maIntaIn the

hIghest standards
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DIscrepanCIes In pnce movements, as occurred on January 19th 1998, between 'sImIlar' open
ended lUcome mutual funds, serve as a clear sIgnal that InconsIstent, and therefore potenttally
dangerous, pncIng pollces are beIng followed wIthIn the Industry
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The hnes represent the PUBLISHED NAV
of 5 major open ended Income mutual funds
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Satisfying User Expectations

SatIsfyIng expectatIons on a sustaIned basIs lmphes, amongst
others, that confidence must be maIntaIned ThIS confidence
must be maIntaIned even dunng penods of net redemptIon
from the Industry, or IndIvIdual funds

ThIS need lmphes that a gap must not be allowed to appear
between the actual reahsable value of a fund's assets and Its
stated valuatIon
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Corporate Investors

Whl1st corporate Investment Into Mutual Funds IS lIkely
to increase over the next few years, thIS growth wIll
reverse at some pOInt due to.-

• Shareholder pressure to return under utilIsed cash

• Deregulation allowIng more responsIve Capex

• More competitive bank depOSIt returns

Any movement by corporates to redeem units in funds will
expose NAV mispricings. Perversely those funds with the
greatest corporate exposure may be those with the greatest
NAV mispricings
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The Effect of Pricing Flexibility on Fund
Manager Behaviour and Market Liquidity

• Pnclng flexlblhty allows fund mangers to Immunlse their fund's
reported NAV's from changes In the traded value of the assets within
the fund

• This reduces the IncentIve for the fund manager to react to Investment
views that are expected to Increase value for the unit holders E g The
fund manager expects Interest rates to nselbond pnces to fall If the
fund IS beIng fairly valued everyday the manager can Improve the
reported NAV by redUCIng exposure to those assets expected to fall
However, If the reported NAV will be unaffected by market
movements why bother?

• In addItIon, If assets are mls-pnced, any open market transactIon wIll
ImmedIately cause this mis-pncing to be recognIsed In the NAV MIS­
pncing traps the manager Into InactIvIty - InactIvIty results In Low
Market LIQUIDITY and further mis-pncing temptatIons
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Proposals to Deter Pricing Flexibility

• There needs to be mInImal dIscretIon In the pncing process ­
If the structure allows rope some fund managers w111 hang
themselves (and the Industry)

• NAV's should always represent, on everyday, the reahsable
NAV on that day Only In thIS way can the Industry avoId the
development of a cnSIS of confidence at some pOInt In the
future

• Funds should be forced to dIsclose quarterly, asset by asset,
and as a total %, those assets where some non recently traded
pnce IS beIng used

• Funds should pubhsh quarterly a hst of all transactIons In non
rated assets, and detal1s of any non rated assets held
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In Summary

A clear and consistent valuation environment will
support professional investment managers, reduce
the risk of a loss in consumer confidence, and
improve market liquidity
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5% Brokerage AllocatIOn

25(7)(a) An AMC shall not through any broker assocIated wIth the sponsor,
purchase or sell secuntles, which IS average of 5% or more of the aggregate
P&S of secuntles of the MF In all ItS schemes

provided further that the aforesaid hmlt of 5% shall apply for any block
of three months

25(7)(b) An AMC shall not purchase or sell secuntles through any broker
(other than 25(7)(a)) whIch IS an average of 5% or more of the aggregate
P&S of secuntles made by the fund In all ItS schemes, unless the AMC has
recorded In wntIng the JustIficatIOn for exceedIng the hmIt of 5% and reports
of all such Investments are sent to the trustees on a quarterly basIs

ProvIded that the aforesaId hmIt shall apply for a block of three months

'40Act DiversIfication Definition

• Sec 5(b)(1) "DIversIfIed company"means a management
company whIch meets the followmg reqUIrements At least
75 per cent of the value of ItS total assets IS represented by
cash and cash Items (mcludmg receIvables), Government
securIties, secuntIes of other mvestment companIes, and
other secuntIes for the purposes of thIS lImIted m respect of
anyone Issuer to an amount not greater m value than 5 per
cent of the value of total assets of such management
company and to not more than 10 percent of the outstandmg
votmg secuntIes of such Issuer







SEBI SenIor Management Conference ­
Guaranteed Return Schemes

PW FIRE PROJECT TEAM

& CREDENCE

August 1, 1998

PW FIRF/ CREDENCE

The FIRE PrOject BrIef

"Does the conhnuahon of GR schemes under
current condlhons present

• RIsks to umtholders and guarantors

• Embarrassment of the regulators
• A dram on the credIbIlIty of the fund mdustry?"

GR schemes do present several problems

PW FIRF/ CREDENCE

Page 1

Page 2
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Regulatory ObJectzves

• Sustainable growth and development
""* MFs develop Into vIbrant and effiCIent

Investment vehIcles, and

""* provIde the benefIts of secunhes markets to
mIllIons of Investors

• Smooth cflsIs-free funcnomng of market
""* Contractual obhgahons honoured In the

normal course of business

PW FIRF/ CREDENCE

Magnztude

Rs Crores

Page 3

Net Assets of Industry
Net assets ofGR schemes
Number of GR schemes
Past Shortfalls
PossIble Shortfalls

>70,000
--25,000

>50
--950

2,000-3,000
As on 31 March 1998 except for UTI (31 Dec 1997)
Shortfalls exclude open-ended schemes

PW FIRF/ CREDENCE Page 4



Pattern ofGR schemes

MF Industry Net Assests
I

Total GR Share 35%

PW FIRF/ CREDENCE

Predommantly closed end 77%

Page 5

Large Shortfalls: Impact

Imphcahons for Stakeholders

• Investors Loss of Trust

• MF Industry Loss of CredIbIlIty

• Regulator Loss of CredIbIhty
• Sponsor/Shareholders Losses
• Taxpayers Recapltahsahon of Sponsor Banks
• Insurance- pohcy holders Loss of ProfIts

• Economy Sub-ophmal Uhhsahon of Assets

PW FIRF/ CREDENCE Page 6
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IIv-
SIgnIficance for Issuers-l

o GR's hIgh share of current corpus

Net Assets of the MFs (Rs crores)

I 24,8431 71,1791 34 90/0TOTAL

GR Total GR Share

Pvt Sector MFs 10 3,629 030/0
UTI 20,516 59,5931 3440/0

Other PSU MFs 4,318 7,6891 5620/0

Ason 31 March 1998 Datafor UTI as on 31 Dec 1997

PW FIRF/ CREDENCE Page 7

IIv-
SIgnIficance for Issuers-2

o Sharp rIse m GR Fund Mobulsahon

GR InItIal CollectIons (Rs Crares)

*
FY92 FY93 FY94 FY95 FY96 FY97 FY98

UTI 205 2,449 2,094 941 - 910 7,864
OtherMFs 1 742 391 0 130 76 225 555
TOTAL 1.947 2840 2094 1 071 76 1 135 8,419*

Note Fr IS Tlscalyear ending March 31 exceptfor UTI (30 June)

Data excludes ongoing sales by open- ended schemes

PW FIRF/ CREDENCE Page 8
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SIgnIficance for Issuers-3

o FY 98 New Money m MF 80% VIa GR
GR share 10 Total IPQ CollectIons

-'l.lTf -liEj):I1.~pnU"ll)

$~ ~~~~~~-

1;<~

%
4:\1

2:~

II-¥--~~~::::~---l
t9-9.l

FY end March for UTI end June

PW FIRF,I CREDENCE

UTI 99%
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Need for GR Schemes-l

Investor's Viewpomt

• Safety aspects VIS-a.-VIS

-+ IPQs, Secondary market, Regular MF schemes

-+ Gold, Real Estate, Corporate Bonds

• Rahonal choIce
-+ Low FaIlure Rate of GR schemes

PW FIRF/ CREDENCE Page 10



1/v-
Need for GR Schemes-2

Investor's Vlewpomt Cornparahves

Criterion
Return
R,sk I
Secured I
Payment mechamsm
Insurance I
Credit ratIng I
Capital adequacy I
Statutory fundmg

PW FIRF/ CREDENCE

Bank FDsl
Lowest I

I
No I

Clear I
Yes [

Optlonal I
Yes I

CRR, SLR!

FI Bonds I GR
High I Hlgh,Upslde

I

6::r I FI~;ed
No I No

Mandatory I No

Yes I No
Sp Reserves None

Page 11

InternatIonal ExperIence

a Sumlar, but not Idenbcal products eXIst
UK
~ Issuers do not take on Credtt RIsk

~ Hedge Pnnapal Loss VIa Denvabves

~ Returns m sync WIth Market

USA GICs
~ Offered by Assurance Industry
~ Sold to Authonsed PensIon Plans

• HIgher Guarantee Cover I Lower Assured Return

PW FIRF/ CREDENCE Page 12
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-t EqUlty-onented GR Losses
• Bear market
• Severe erOSIOn m IPa and small-cap stocks

-t Debt-orIented GR Losses
• RIsks Tenor mISmatch, default, remvestment,

volatility
• Constramts Pauaty of quahty paper, tlun tradtng,

poor asset recovery, no hedgmg tools

• EnVIronmental DiscontmUlty

Upsets Issuers' RlSk eshmates

Shortfall Earhest
BoI MF 1 FY1996
Canbank MF 600+ FY1994
GICMF 58 FY1997
IndIan Bank MF 61 FY1998
LICMF 145 FY1997
PNBMF 24 FY1998
SBIMF 58 FY1997
UTI 11 17

TOTAL 947+

IIv-
Why Shortfalls?

II
~-

Past Shortfalls (tzll31/3/98)

l
I
I
I
I
I
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I
I
I
I
I
I
I



Envzronment.. Then and Now

Pre-1991 I Post-1991
Real economy I

Level of Govt control HIgh I Reduced
CompetItIon LImIted I SIgnIfIcantly hIgher

Fmanclal markets I
Level of Govt control HIgh I Reduced
Interest rate volatIlIty LImIted I SIgmfIcantly hIgher
CredIt rIsk Low I HIgh
Tradmg volumes Thm I Thm

• Then, SUItable Now, needs restructunng

PW FIRF/ CREDENCE

Potentzal Shortfalls-l

Assumpbons/Lmutabons

Page 15

-+ Excludes SpeCial purpose, Open-ended schemes

-+ StartIng Pomt - Net Assets Senslhve to Valuahon
norms

-+ MultIple OptIons estImated Umt CapItal SplIt
-+ Put ophons, Repurchase by Fund Ignored
-+ Rate VolatIlIty, Wmdmg- up Costs Ignored
-+ Costs and Asset QualIty Stable

PW FIRF/ CREDENCE Page 16
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Potentzal Shortfalls-2

Methodology

• Start from adjusted Net Assets

• Esbmate Guaranteed Outflows Assumpbons

• Fmd ReqUIred IRR Net of Costs

• Does ReqUIred IRR appear DIfficult?

• Esbmate Shortfall for Range of Net Earnmgs Rate

PW FIRF/ CREDENCE

Potentzal Shortfalls-3

Investment- WISe
MF I Scheme Shortfall at Earnmgs Rate

5% 15% 20%
(Rs Crores)

EqUIty GR 1,234 892 709
Debt + Balanced GR 3,671 1,179 447
Total GR 4,905 2,072 1,156
Scheme earns at the gwen steady rate/rom 1 Apnl 1998 until matunty net basIs

... Avg Returns
• EqUIty (BSE 100, lustoncal)

23% (10 yrs ), 11 % (5 yrs)
• Debt PrevaIlmg AAA yIelds < 13%

PW FIRF/ CREDENCE
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J/v-
PotentIal Shortfalls-4

Fund- level Aggregates
MF Shortfall olt Earnmgs Rolte

5% 15% 20%
(Rs Crores)

BoI Mf 617 384 256
Canbam. MF 459 388 152
GIe MF 209 143 107
IndIan Bank Mf 60 44 36
LIe MF 32 26 23
SEI MF 179 136 liS
UTI 3 350 950 268

TOTAL MF INDUSTRY 4,905 2,072 1,156
Note &hfime earns at the gIven steady rate from I Apnl1998 until mat net basIs

-+ Payment CnSIS ?

PW FIRF/ CREDENCE Page 19

RISk-Re'loard for Issuer

• Key RIsks
CredIt risk default/downgrade

Market rIsk IllIqUidIty, volablIty

No fungIbIlIty

• Supply/Market Constramts Increase RIsk

-+ ThIS Increases the ReqUIred Rate of Return

• Reward IS capped at 1 25% Is It adequate?

PW FIRF/ CREDENCE Page 20
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Safeguards: Control ?.

ReshIcbng Rtsk- takmg
• Product Controls

-+Guarantee Returns One Year at a tIme

-+ LImIt Tenor

• Investment controls
-+ At least 85% debt

-+Only AA- or HIgher Grade, Listed, Reasonably
LIqUId, Paper

Severe Constramts m Offermg GR

PW FIRF/ CREDENCE

,/y-
, Safeguards: ..or Regulate

CapItal Adequacy

• Reserve Creahon

• LInked to net assets/ guaranteed outflows

• Norms to be defined by Regulator

Creates Up- front, Transparent, Payment
MechanIsm, Level PlaYIng FIeld

PW FIRF/ CREDENCE
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,Iv-
Safeguards-3

o Plus Pro- Achve Reserve Managment

• SF to Invest In RIsk free, LIqUId Assets

• Quarterly / Seffil-annual ReVIew

• Projected Shortfalls Automahc Top- up
VIa specIal SInkmg Fund (SF)

Alternate
-+ Earmark SpecIfic Assets, at Market Value

PW FIRFj CREDENCE

Safeguards-4

Improvmg the payment mechamsm
Presently

Guarantors' funds InSUfficIent to support obhgabons

• ExphCIt Conhngent Llabl.hty DIsclosure on
Guarantor/Sponsor Balance Sheet

• Regular dIsclosure of Cap Adequacy/SF

• CredIt Rahng for GR Schemes?

PW FIRFj CREDENCE
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Wrap Up

Do these recommendahons meet these cntena?

-+ Investors 'Real' guarantees, adequate disclosure

-+ Market Smooth payment mechamsm, no CrIses

-+ MFs Transparent regulatIons, level playmg field

-+ Sponsors Upfront cost of GR schemes

-+ FaIrness to all stake-holders

PW FIRF/ CREDENCE

DefinItIon olNet Assets

Page 25

LIABILITIES
Umt CapItal

Reserves
Loans

Current LIabIlItIes

ASSETS
Investments

Current Assets
Deferred Revenue Exp

c/fLosses

Net Assets = Investments + Current Assets

- Loans - Current LIabI1Ihes

= Umt CapItal + Reserves

- Losses - Deferred Revenue Exp

PW FIRF/ CREDENCE Pag<> 26



,Iv-
What a GR scheme must earn

o E g Closed-ended, 5 yr, Income scheme

Between 270-600bps p a

Vanes WILh SIze of scheme, cosu. and nsk

Guaranteed return 135% 135% 135%
Add-on costs MmmlUm IReasonable I MaXImum

-ImtIal Issue Expenses I 04% I 06% I 12%
-RecurrIng Expenses I 08% I 1 5% I 25%
-CredIt rIsk I 1 0% I 1 0% I 1 5%
-Market rIsk/lIqUIdatIonl 05% I 1 0% I 1 0%
TOTAL of all Items I 162% I 176% I 197%

PW FIRF,I CREDENCE

GR . Denvatlves Perspectzve

• Stock + Put OptIon
TIme 0 Index after 1 Year

100 90 I 110 I 120
Stock 980 882 I 1078

1

1176
Buy 97 Put I 36 70 I 0000
Sell 115 Call -1 6 00 I 00 -50
Net Income 24 I 24 24
Total 1000 976 1102 1150

PW FIRF/ CREDENCE
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GR . DerIvatIves PerspectIve

• Cash + Call Opbon

I TIme 0 I
I 100 I

Deposit I 983 I
Interest I r
100 Call Part 48~ 17 I
Total I 1000 I

PW FIRF/ CREDENCE

Index after 3 Months
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: SURVEY OF
: RETAIL FINANCIAL INTERMEDIARIES:
· PRELIMINARY FINDINGS

• • •

•
•
•

An Introduction

• Study objectives

• Study coverage

• Key findmgs
... Market Structure

... Profile

+ RelatlOnshlps With other Intermedlanes

+ RelatlOnshlps With Cltents

• Issues for discussIOn

1 August, 1998

Prree Waterhouse •
• • • •

Survey ofRFIs -1998

2 Prree JfUterhouse •
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•
•

Study Objectives

Survey ofRFls - 1998

• "To promote an understandmg of the RetaIl FmancIaI
IntermedIary (RFI)"
... To charactense the different segments of mtermedlanes and

lmkages between segments

... To profile the RetaIl Intermediary

... To determme the nature of the Relanonshlp between
.... Brokers - Sub-brokers

.... RFI - Chents

•
•
•

Study Coverage

3 Prrce Jffzterhouse ..

Survey ofRFIs - 1998

• 1198 RFls were covered

• 35 CitieS across RegIOns, covenng 20 stock exchange towns

• Retatl Focus - at least 25% of busmess from retail segment

• Brokers - Pnmary (139) and Secondary (332)

• Sub-brokers - Pnmary (239), Secondary (427) and Fixed
DepOSit Agents (472)

• Instrument - Structured QuestIOnnaIre
• Study Penod - 2 weeks m June 1998 - Lean phase

4 Prrce Waterhouse ..
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Survey ofRFls - 1998

•

Market Structure
• HIgh degree of flUIdIty III the market

A Intennedlanes Identify themselves as actIve In multiple roles m
different markets

A Intennedtanes deal 10 a Wide range of products - Pnmary, Secondary
Fixed DepOSits Mutual Funds, Life Insurance, Tax Sav10g Products

• MUltIphcIty of relatIOnshIps
A Brokers work on multiple stock exchanges - As brokers as well as

sub-brokers

A More thar1 50% of Sub-brokers met work With more than a smgle
Broker

A Even In the Pnrnaty Markets, Sub-brokers may work With other Sub­
Brokers With Brokers, or even With Merchant Banks

Profile of Brokers

5 Prree Waterhouse •

Survey ofRFIs - 1998

A Sktlls are mostly expenence based
• Lack of formal trammg - only 24% claimed to have undergone formal tram

• Educatlon level - Vast maJonty were Graduates / Post Graduates

A Less thar1 half the brokers read or prepare Research Reports and depend pnmartly on
bUSIness newspapers (91%) and Annual Reports of Comparues (76%)

A More thar1 half of them also rely slgmficantly on 'market buzz"

A Only 26% of brokers met were corporatIsed (Pvt Ltd Cos)
A Brokers are well eqmpped With telephones, faxes, computers, etc
A Overall around 60% ofBrokers reported havmg reduced their DehveI)' based

busmess on account ofBad Dehvenes
A On an average around 60% of a Broker s busmess was reported to be Square-off

6

•
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• Survey ofRFls J998

•

Profile of Sub-brokers
• Around 20% of sub brokers reported earning less than 50% ofthelr total Income from thelT financial

business

• Around 25% of Sub brokers reported that they operated from theIr Brokers office while 20% claImed
to operate from home

• Lack of formal tramlng only 19% claImed to have undergone formal tramlng

• Education level Vast maJonty claImed to be Graduates I Post Graduates

• Around 35% of sub brokers read Research Reports and depend pnmanly on buslncss new~papers
(87%) and Annual Reports ofCompames (67%)

• More than half rely on Broker recommendatIOns

• Less than 10% of sub brokers met were corporatlscd (pvt Ltd Cos)

• Sub brokers are well equipped WIth telephones 40% claImed to have access to computers

• Overall 45% of Sub-brokers reported havmg reduced their 'Dehvery based busmess on account of
Bad Dehvenes

• On an average around 50% of a Sub-Brokers business was reported to be 'Square-ofT'

•

7 Price Waterhouse •

Survey ofRFls - J998

Relationships with other Intermediaries
... Only around 40% of the Brokers met admItted to havmg Sub-brokers

... VenficantlOn
... Around 70% of these Brokers reported that they venfY the sub-brokers

background (pnmanly References Fmanclal Assets and Past trnck record) before
appomtmg lum Correspondmgly, 60% of sub-brokers reported bemg asked to
provIde venficatlOn

... DocumentatIon
... About 65% of these Brokers reported havmg formal contrnctual documentatIOn

With theIr sub-brokers and half of them used a standard fonnat as suggested by
the stock-exchange Correspondmgly only around half the sub-brokers reported
havmg formal contractual documentatIon With theIr brokers

8
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Survey ofRFls 1998

•

Relationships with other Intermediaries
RegistratIon Issues
... Of the brokers who admitted havmg sub-brokers less than 40% of Brokers reported

havmg registered sub-brokers

.t.. Amongst those brokers who have not registered theIr sub-brokers with SEBI the pnmary
reason provided IS Sub-brokers do not want to get registered and that they dId not want
to take responslblltty for the ac1Jons of their sub-brokers"

.t.. From the perspec1Jve of Sub-brokers

• Only around 70% were aware of the SEBI reglstratton reqUIrement

• Of those aware 55% were actually registered WIth SEBI (38% of all Sub brokers met)

• AgalO of those aware another 13% had attempted to get registered directly with SEEI (around
9% of all Sub-brokers met)

... All Brokers who had Registered therr sub-brokers reported that they take secunty depoSits
from theIr RegIStered sub-brokers whereas only 40% of the Other Brokers reported that
they took a secunty depoSit from therr Unregtstered sub-brokers

9 Prrce Waterhouse •

Survey ofRFls -1998

•

Relationsbips with Clients

• Whereas the vast maJonty of Brokers (around 80"10) venfy chent background
(pnmanly References and FlOanclal Assets are venfied), a slgmficantly lower
percentage of Sub-brokers (15%) reported dOlOg the same

• Marketing focus?

• Very few Secondary Market Intermedlanes (around 30%) report canvasslOg for
new chents and busmess

They pnmanly deal with their chents on the phone and that too mostly when the
chent calls up

• Less than 30% reported proViding any research analysIs to their chents and even fewer
(around 15%) proVided Portfoho management ServIces to chents

• However around 35% of Brokers and 63% of Sub brokers reported that chents mostly
or always consult them before takmg an Investment decIsIon

• The vast ma.Jonty ofBrokers and Sub brokers reported that they prOVide receIpts to
their chents

10 Prrce Waterhouse •



• Survey ofRFls -1998

•

Key Findings

.. HIgh degree of flUIdIty m the market, WIth a multtphclty of roles

.. The number of acbve mtermedlanes have decreased sIgmficantly smce 1994-95

.. Few Intermedlanes have formal trammg and most do not read / prepare
research reports

.. The maJonty of sub-brokers are unregIstered, and a sIgmficant percentage of
brokers deal \\Ith unregIstered sub-brokers 30% of sub-brokers met reported
that they were not aware of the SEBI RegIstratIOn reqUirement

.. Intermedlanes reported a sIgmficant lack of marketmg focus, both m
canvassmg for new busmess, as well as m dealmg WIth eXIstmg clIents

•
•

Issues for discussion

11 Prrce WaLerhouse •

Survey ofRFIs 1998

• AmbIgUIty III roles and FlUIdIty m the dIstnbutIOn
cham II

• ProfessIOnalIsm?

• AccountabIlIty?

• Level playmg fIeld ?

• Adequacy of Reach?

12 Prrce WaLerhouse •
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Integration and Price Discovery m Indian Stock Markets

ObJectives

Major objectives of the study were

... Are the stock markets m India mtegrated?

Market mtegratlOn IS a condition, where pnces of the same stock across vanous markets

exhibit long-term relatIOnship Under Ideal conditions, these pnces should adjust towards

each other

.... Is there a concept of a Central market that produces pnces, which are then fed to the

other markets?

.... Is pnce discovery takmg place m the various regIOnal markets?

fir Are the regional exchanges Important for the national exchanges?

.... We WIsh to examme whether the regIOnal exchanges proVide any type of stablhzmg

mfluence on the process of pnce discovery 10 the market place

.... Fmally, the evolutIOn ofpnces of stocks m the vanous exchanges to a random

macroeconOffilC shock IS exammed Gtven thiS, we test whether the response depends on the

structure of the market or, on the nature of the stock.

2



Matched data sets were constructed for the most actJvely traded stocks 10 NSE, BSE

Ludhmna, Delhi, Madras, and, Bangalore The stocks taken up for consJderatJon were, SBI,

Telco, Rehance, TJsco, ACC, lCIC1, and, Rehance Capital Time stamped data was used

Consequently, three data sets were constructed The first one was for the penod Apnl 1996

to Apnl 1997 (that dJd not 10clude Deihl), the second data set was for the penod Apnl 1997

to January 1998 (thIS Included DelhI) and thIrd data set was for the penod Aprd 1997 to

November 1997 (wJthout NSE)

Summary of the Data

Data Set 1

1 Apnl1996 to 30 Mareh1997
Stocks SBI, Rehance, TIseo, Telco, ACC, ICICI, Rehanee CapJtal
Markets NSE, BSE, LSE, BgSE, MSE

Data Set 2

1 Apnl 1997 to 30 January 1998
Stocks SRI, Rehanee, TISCO, Telco, ACC, ICICr, Rehanee CapItal
Markets NSE, BSE, LSE, BgSE, MSE, DSE

Data Set 3

1 August 1997 to 30 November 1997
Stocks SBI, Rehance, TIsco
Markets BSE, BgSE, MSE, DSE

"1



Methodolo2)'

To examme the long run relatIOnship between pnces of a gIVen stock across exchanges, the

method of comtegratlOn was used This is done for the followmg reasons As shown m

figures (I) and (2), the vanance of the pnces by themselves are mcreasmg wIthout bounds

The pnces are also seemmgly related over the entire honzon Under these CIrcumstances

Simple correlatIOn pattern yield at best spunous results Hence, comtegratlOn IS used to

unearth long run relatIOnship between pnces across varIOUS markets

A comtegratmg vector descnbes how pnces adjust In the long run For example, 1£

the comtegratIng vector is

-1 pmse + 68pbgse =0

1
=> - pmse = pbgse

68

We can say that a one percent Increase In the pnce of thIS stock In Bangalore WIll brIng

about a 1/ 68% Increase In the pnce In Madras ThIS IS over the long run

Pnce DIscovery IS a short run phenomenon ThIS IS exammed through the Error

CorrectIon Mecharusm (ECM) ThIS can detect whether pnces m most exchanges are

mov1Og Independently of each other In the short run or, 10fluence each other If pnces In

exchanges mfluence each other In the short run we have pnce dIscovery takIng place In the

varIOUS markets

A thIrd method exammmg market effiCIency IS the Impulse response model where

the system is exposed to a random shock Hence, gIven the data and the comtegratmg

vectors, we can examIne the evolutiOn of pnces 10 varIOUS markets



Results

• Markets are mtegrated

ImpllcatlOns

"+- In the long run pnces across markets move together There IS no undue long

run arbitrage

"+- This does not Imply that there IS lack of arbitrage We find that there IS

absence ofarbitrage at the margm

"+-Not much eVidence that the current regulatory atmosphere IS unduly stlflmg

as has been claImed 10 certam quarters

• Prices are discovered ID all the markets

Impllcahons

"+- All exchanges seem to be mdependently contnbutmg to the pnce discovery

process

~ Independent traders eXist who act on mformatlOn It IS not as If any tIme new

mformation IS released mto the market, BSE or NSE IS the leader RegIOnal markets proVIde

a posItIve role

5
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.. The short run adjustments are not stable

ImpltcatlOns

4- The short run pnce movements are not adJustmg toward the long run

relatIOnshIp In some markets for some stocks This Imphes that some markets are randomly

volatIle for certain stocks

4- A stock can be stable In some markets whIle being unstable In the others

But, gIven that there IS a long run relatlonshtp between markets, pnce movements In the

stable markets are ultimately prevalhng upon the pnce movements 10 the other markets ThIs

Imphes that It IS advisable to list the active stocks on more regIOnal exchanges and proVide

optImal avenues for healthy tradmg

4 Markets are not mdependently volatile We find that 2 or 3 markets are

simultaneously volatde for any given stock Thts could Imply that If one market IS exlubltmg

short run volatthty then It IS bemg transmitted through short run arbitrage to other markets

.. Impulse response functions show that the response to shocks on the vanous

markets IS not Similar

ImpllcatlOns

.... In the very short run, these stocks are behavmg as though they are different

commoditIes One of the reasons IS the differences m the settlement cycles The dIfferences

In the responses does not Imply arbItrage, Instead, merely reflect the dIfferences In the

tradmg structure and settlement cycles

6



"+-To Implement umform settlement cycles we need a consohdated quotation

system Here, Instead of each exchange putting up Its own best quote to the market

participants, In Integrated exchanges, all market participants In all exchanges WIll observe

only one quote ThiS WIll enable the Impulse response across markets to be SImilar At

present, the dIfference In the Impulse response IS not necessanly damning Instead It IS a

result of the stocks behaVing as though they are dIfferent products

7



Table 1
Summary of Empirical Results

a) Without DeIhl
1) Long run relatlOnslup
Stocks Number of Comtegratmg ,ectors

COll1tegrat.mg Vectors

SBl 3 -I pmse -1621 plse + 4 232 pbgse - 075~ +
434 pnse = 0

-1 pmse + ~9 plse + 071 pbgse - 06"'1 pbse +
141 pnse = 0

-1 mse + 514 plse - 077 pbgse + 15876 pbse-
IS 028 pnse = 0

Telco 2 -1 pmse- 318pnse-1296pbse=0
-1 pmse + 1 112 pnse - 077 pbse = 0

Rehancc 4 -1 pmse - 1821 plse + 1 589 pbgse - 1 779 pbse +
2990 pnse = 0
-1 pmse + 7137 plse - 6 459 pbgse + 208 pbse +
135 pnse = 0

-1 pmse - 531 plse - 325 pbgse + 1 145 pbse +
045 pnse=O
-1 pmse + 870 plse + 410 pbgse - 242 pbse-
0371 pnse= 0

Tlsco 3 -1 pmse - 3 480 pbgse + 3 869 pbse - 6 633 pnse = 0
-1 pmse + 1 878 pbgse - 914 pbse + 0058 pnse = 0
-Ipmse+ 238pbgse+ 762 pbse + 015 pnse =0

ACC 3 -I pbgse - 1 131 pmse - 049 pnse + 2 18 pbse = 0
-1 pbgse - 098 pmse + 2 14 pnse - 1026 pbse = 0
-1 pbgse + 1 098 pmse - 188 pnse + 072 pbse = 0

ICICI 1 -1 pbgse + 3 116 pmse + 1 469 pnse - 3421 pbse = 0

RelIance Capital 1 -I plse + 971 pnse = 0

11) Endogemty
Stocks EndoJ?;enous center(s) Exogenous center(s)

SBI bgse, bse, rose, nse lse
Telco bse, nse mse
RelIance bgse, bse, lse, msc, nse
Tiseo bgse, bse, rose, nse
ACC bgse, bse, use rose
ICICI bgse bse, mse use
Rehance Capital lse, nse

8
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Table 1 cntd
b) With Deihl
I) Long run relationshiP
Stocks Numbcrof COintegmtmg \ ectors

COll1tegratlllg Vectors

S8I 4 -I pmse + 3 199 pbgse - 102 pdse - 076 pbse -
2421 plse+ 371 pnse= 0
-1 pmse - 013 pbgse - 158 pdse - 097 pbse +
1098 plse + 162 pnse = 0
-I pmse - 02 pbgse - 1 pdse + 2 029 pbse +
I 717 plse - 1694 pnse = 0
-I pmse + 244 pbgse + 12252 pdse + 035 pbse-
1163 plse + I·n pnse= 0

Telco 3 -1 pmse + 3 973 pbse - 409 pnse - 2 429 pdse = 0
-I pmse + 029 pbse + 862 pnse + 104 pdse = 0
-1 pmse + 197 pbse - 2 726 pnse + 3519 pdse = 0

Rehance -+ -I prose + 921 pbgse - 529 pdse - I 184 pbse -
605 plse + 2 403 pnse =0
-I pmse - 5 09 pbgse + 351 pdse + 208 pbse +
5 567 plse - 006 pose =0
-1 pmse + 1 576 pbgse - 3 048 pdse - 891 pbse +
1592 plse - 031 pose = 0
-I pmse + HI pbgse + 1 922 pdse + 569 pbse -
1 592 plse - 024 pose = 0

Tisco 3 -1 pmse - 799 pdse + 671 pbgse - 1216 pbse +
2360pnse=0
-1 pmse- 067 pdse + 1 219pbgse- l06pbse-
049pnse=0
-I pmse + 2 363 pdse - 2 156 pbgse + 894 pbse -
031 pnse = 0

ACC 2 -1 prose -11 358 pbse + 185 pdse + 10 517 pnse = 0
-1 pmse + 138 pbse - 1193 pdse + 982 pnse =0

ICICI 3 -1 prose + 1747 pdse - 1 68 pbse + 906 pnse =0
-1 prose + 2 78 pdse + 3 043 pbse - 4788 pnse =0
-1 prose - 877 pdse + 1 361 pbse + 462 pnse = 0

RelIance CaPital 2 -1 pdse - 4374 plse + 5 452 pnse = 0
-1 pdse + 938 plse + 064 pnse =0

11) Endogemty
Stocks Endogenous center(s) Exogenous center(s)

S81 bgse, bse, lse rose, nse dse
Telco bse dse rose nse
Rehance bgse, bse, dse mse,

nse lse
Tisco bgse,bse,dse,n~ nse
ACC bse nse rose dse
ICICI bse, ll1~e,dse, nse
Rehance CaPital dse lse nse

9



Table 1 enld
c) Without NSE
I) Long Run Relationship
Stocks Number of COllltegraung \ cetors

Comtegraung Vectors

SBI 1 -1 pmse + 11 563 pbgsc + 4 198 pdsc - 3726 pbsc ==
0
-I pmse + 1028 pbgse - 167 pdse + 123 pbse == 0
-1 pmse - 3 791 pbgse + 4 841 pdse - 13 pbse == 0

Reliance 2 -1 pmse + 1003 pbgsc - 03 pdse + 021 pbse =0
-1 pmse + 74 pbgsc +6272 pdse - 6 12 pbse == 0

Tiseo 3 -I pmse + 059 pdse + 94 pbgse - 003 pbse =0
-I pmse + 5 872 pdse - 6 584 pbgse + 1 754 pbse =0
-1 pbse - 4 098 pdse - 2 93 pbgse + 8 119 pbse =0

II) Endogerntv
Stocks Endogenous center(s) E\.ogenous cenler(s)

SBI bgse,b5e,dse n~e

RelIance b5e,dse mse, bgse

TIseo bgse bse mse dse

d) Stoc~ SpecIfic to Regions

I) Long run relatlonshtp
Stocks Number of Comtegratmg vectors

Comtegratmg Vectors

Ashok Leyland 2 -I pmse + 28 pose + 705 pbse :::: 0
-1 prose - 7424 pose + 12 378 pbse:::: 0

IFCI 2 -I pdse - 951 pose + 1882 pbse:::: 0
-1 pdse + 1 048 pose - 04 pbse:::: 0

11) Endogemty
Stocks Endogenous center(s) Exogenous center(s)

Ashok Leyland mse,nse bse

IFCI bse, dse, nse
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Table 2
Profile of Short Run Behavior of Pnces

a) Without Deihl
Stocks Stablhsmg markct(s) Destablhslllg markct(s) Random

SBI bgsc lse msc bse nse
Telco nse bse, mse
Rehance bgse nsc bsc msclse
Tiseo nsc bsc bgse lUSC

ACC bgse, lUSC bsc nse
ICICI bgsc bsc msc nse
Rehance CaPital lse nse

b) With Delhi
Stocks Stablhslllg market(s) Destablhsmg market(s) Random

SBI bgse else rose bse, lse, nse
Telco bse else mse use
Rehance nse bse, mse bgse, else lse
TIseo else, mse nse bgse,bse
ACC mse nse bse else
ICIei bse, mse else, nse
Rehance Capital else, Ise, nse

c) Without NSE
Stocks StabIhsmg market(s) Destab111smg market(s) Random

SBr bse, else, mse bgse
Reltance else bgse bse, mse
TIseo bse, else, mse bgse

d) Stocks specific to RCf!IOnS

Stocks Stabl1ISmg market(s) Destabthsmg market(s) Random

Ashok Leyland mse bsense
!Fer else, nse bse

11
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Table 3
Error Correction Model for SBI

Dependent Var1able
Regressor t.plllSe dplse t.pbqse Apbse l\pnse

Intercept 194453 ( 1703) 033687( 74171) -1 3452(-9 7838) 44405 (2 5055) 019975 ( 43853)
Trend - 1683E-4(- 83052) - 3171E-5(- 21133) - 1433E-3(-3 1557) - 1649E-4(- 2817) - 1446E-4(- 96123)
l\mse (t-1) - 43595(-16 5917) 016734 ( 86006) 041296 ( 70109) 070395 ( 92718) 026424(1 3541)

A1se(t-1) 27044 (7 1416) - 085090(-3 0345) 032115 ( 37832) 18273 (l 6700) 16192 (5 7576)

Abqse(t-l) 0059675( 32576) - 020930(-1 5429) - 21612(-5 2628) 044736 ( 84514) - 020332(-1 4945)

Abse (t-l) 012314 (1 5715) - 0045945(- 79184) - 016111(- 91720) - 74099 (-32 727) - 013768(-2 3659)

Anse (t-1) 24457 (7 7539) 075122(3 2163) 18792(2 6577) 28669 (3 1455) - 055330(-2 3620)

AlIlSe (t-2) - 45091(-16 5777) - 5483E-3(- 0272) - 00372(- 061) 024612( 31315) 0074171 ( 36718)

A1se(t-2) 19779 (5 1527) 0048144( 16938) 12210 (1 4190) 10648 ( 95997) 12539 (4 3987)

Abqse(t-2) 005413(5 31638) - 015824(-1 2489) - 17256(-4 4985) 037166( 75170) - 022905(-1 8025)

Abse (t-2) 011720 (1 3255) - 0035485(- 54195) - 012864(- 64896) - 54905(-21 4893) - 013974(-2 1280)

Anse (t-2) 17933(5 5854) - 0046568(- 19587) - 00563(- 0782) 18978 (2 0456) - 079867(-3 3495)

dlllSe (t-3) - 26096(-9 6057) 010284 ( 51118) 16539 (2 7156) - 014582(- 13~76) 0070278( 34832)

Alse (t-3) 25723(6 8064) 017184 ( 61403) 046482 ( 54864) 26515(2 42£:11) 085492(3 0460)

Abgse(t-3) 0084785( 54050) - 013524(-1 1643) - 12926 (-3 6757) 034783 ( 76739) - 019257(-1 6530)

Abse (t-3) 010314 (1 1454) - 8600B-3(- 12897) - 0096553(- 47829) - 45480(-17 4784) - 011667(-1 7446)

Anse (t-3) 049876 (1 5424) - 012349(- 51572) - 020801(- 28695) 055651 ( 59559) - 057337(-2 3876)

AlIlSe (t-4) - 27929(-10 6S00) 013981( 72199) 13914 (2 3735) - 040746(- 53923) 021782(1 1216)

Abe (t-4) 20S91 (5 6379) - 010415(- 37957) - 037765(- 45462) 25770 (2 4067) 013242 ( 48118)

Abqse (t-4) 010297( 74086) - 00S0767(- 78474) - 082296(-2 6412) 01657!!( 41271) - 014238(-1 3794)

Abse (t-4) 013339(1 5204) 0060563( 93223) - 0043262(- 21997) - 37155(-14 6562) - 0048561(- 74531)

Anse (t-4) 0034929( 10S17) 028600(1 1961) 097561(1 3478) 16765(1 7968) 0038090 ( 15884)
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Table 3cntd

- - - - - - - - -

AlMe(1:-5) - 13858(-5 8427) - 045591(-2 5957) 097580(1 8351) - 012663(- 18475) - 032310(-1 8342)

A1.se(1:-5) 11820 (3 2945) 054446(2 0493) - 091703(-1 0158) 28024(2 7031) 054137 (2 0317)

Abgse (1:-5) 010305 ( 88669) - 0084559(- 98260) - 060661(-2 3284) 0072584( 21615) - 013677(-1 5847)

Abse(1:-5) 012725 (1 56lS7) 0072815(1 2107) - 00141 (- 0775) - 26410(-11 2531) - 0051200(- 84880)

Anse(1:-5) 014570 ( 45481) - 038892(-1 6395) - 069901(- 97334) 033615 ( 36314) - 013796(- 57990)

dIMe (1:-6) - 17883(-9 9186) - 010995(- 73390) 12811(2 8500) - 037373(- 64505) 0018683 ( 12547)

IUse(t-6) 11974 (3 5725) 015200( 61244) - 13266 (-1 7656) 14274 (1 4739) 0365221 4673

M:>qse(t-6) 0028730 ( 34150) - 0029013(- 46571) - 037591(-1 9932) 0020612 ( 094788) - 0060115(- 96216)

Abse(1:-6) 3391B-4( 0053062) - 4751&-3(- 10039) 0023358( 16304) - 13440(-7 2780) - 00268(- 5648)

Anse(1:-6) 00S3517( 17154) - 010815(- 46813) - 00397 (- 0567) - 092247(-1 0233) - 045977(-1 9844)
ec::m1 (-1) 1 31278 ( 33483) 1 3940(2 0152) -35 15 (-16 7851) -2 6211 (- 97105) 59089( 85173)
ecm2 (-1) 2 -6 9413(-7 4306) 29359( 42442) 036932 ( 017636) -3 2720(-1 2122) -2 6102(-3 7624)
ecm3(-1)' 28808( 30939) - 92635 (-1 3392) -1 4777(- 70562) 13 2802(4 9199) -2 4897 (-3 5887)
R2 29582 02014 46279 40534 046447
ow 2 0307 1 9992 2 0083 2 0328 1 999'1
F-stat: 36 5481 ( 000) 1 7882( 003) 74 9470( 000) 59 3011 ( 000) 4 2377 ( 000)

.,/
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1 ecml = - 0048(pmse) ­
ecm2 = 0213(pmse) ­
e.m3· 000l(pm~o) -

­w

0176(plse) + 0206(pbgse) ­
0181(plse) - 0015{pbgse) +
0001 (plso) + 00002(p~~~e)-

0003(pbse) +
0013 (pb.e.r» ­
00<,5(pl\~") ,

0021 (pIlC' )

001 (fJn I I
()O')~ (I'n ()
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Table 4
Error CorrectIOn Model for Reliance

Dependent Var.:Lable
Regressor Apmse Aplse Apbqse 6pbse Apnse

Intercept 087366(1 1!594) 01372!5( 20139) - 05751(- 70708) 001296 ( 011223) - !58876(-2 2717)
Trend - 5243Z-4(-1 0!51) - 2605.-4(- 57784) - 14892-3(-2 767) - 25982-3(-3 3992) - 33322-3(-1 943)
Apm.se(l:-1) - 49482(-13 032) 030442 ( 886!51) 10568(2 578) 020664 ( 35499) - 48442 (-3 709)

Aplse(t-1) 27964 (4 527!5) - 16817(-3 0106) 26663 (3 999) 40060(4 2305) 31999 (1 506)

Apbqse (t-l) 17247(3 7199) 10419(2 48(6) - 40955(-8 183) 20126(2 8314) 37787 (2 369)

6pbse(l:-1) - 072783(-3 6530) - 052124(-2 8926) - 073055(-3 396) - 66895(-21 8993) - 31396(-4 581)
Apnse(t-l) 0013308 ( 12S18) 00666 ( 71824) 019226 (1 737) - 028906(-1 8389) - 049567(-1 (05)

AplIISe(t-2) - 27657 (-6 !562) 038813(1 018) 10190(2 2402) 033518 ( !51877) - 27107 (-1 870)

6pbe(t-2) 12025(1 909) - 20337(-3 5709) 115948 (2 4934) 30674 (3 177) 10223( 47203)

Apbq_(t-2) 17632(3 7907) 154S8(3 6746) - 2!5113 (-5 0018) 22297(3 126) 39464 (2 466)

Apbse(t-2) - 046749(-2 2265) - 028294(-1 4899) - 0!52681(-2 32(4) - 54011(-16 780) - 23937(-3 314)

Apnse(t-2) - 0022350(- 23896) 4052J:-3( 0(790) 0099355 ( 9841) - 031797(-2 217) - 069469 (-2 159)

AplllSe (t-3) - 17836 (-4 1785) 016622 ( 4305) 080231(1 7413) 090916(1 3893) - 063161(- 43021)

Aplse(t-3) 075514 (1 2277) - 094528 (-1 699) 1.5289 (2 3028) 17148(1 8184) 008256( 03902)

Apbqse (t-3) 17571(3 ~!51) U3U (4 077) - 1379!5(-2 8744) 26169(3 8388) 36600(2 393)

Apbse(t-3) - 08716(-4 190) - 08065 (-4 287) - 108'4 (-4 8517) - 45115(-14 1464) - 25138 (-3 513)

6pnse(t-3) 7340Z-3( 0883) 0031793 ( 42290) 011061 (1 2327) - 01658(-1 3010) - 042413(-1 483)

....
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Table 4 cntd

t\pmse(t-4) - 0686(-1 6681) 025808( 6938) 059403(1 3381) 080738(1 2805) - 10039 (- 7097)

t\plse(t-4) 16670 (2 9486) 061035 (1 193) 27169(4 4522) 18214(2 1014) 11061 ( 5688)

Apbqse(t-4) - 031695(- 7946) - 013437(- 3724) - 22708(-5 2741) 11150 (1 8233) 14973 (1 091)

Apbse (t-4) - 051221(-2 7072) - 053167(-3 107) - 07541(-3 6927) - 30423(-10 487) - 16328 (-2 509)

Apnse (t-4) 3481Z-3 ( 04948) 0030811 ( 4943) 0062624 ( 82479) - 00851(- 78997) - 026870(-1 110)

Apmse (t-5) - 051001(-1 438) 8677E-3 ( 02706) 033043 ( 86355) 033950 ( 6246) 068323 ( 56036)

Aplse (t-5) 084025(1 730) 008934( 2034) 079744(1 5218) 002294( 03082) - 18422(-1 103)

Apbqse (t-5) - 01502 (- 4802) 013003 ( 4594) - 086894(-2 5725) 12264(2 5563) 097095( 90212)

Apbse(t-5) - 023833(-1 570) - 026237(-1 9112) - 027989(-1 7083) - 13147(-5 649) - 10792 (-2 067)

Apnse (t-5) 1433B-4 (002595) 0026476 ( 53020) 0034998( 58724) - 3331E-3(- 03935) - 0074651(- 3931)
eem1 (_1)4 47478( 25264) - 63892(- 37592) -3 5144(-1 7325) 8 4096(2 918) -126 051(-19 501)
ecm2(-l)' 7 4011 (3 938) 1 8329( 0784) 14 2919 (7 0455) 1 2416 ( 4309) -6 6877(-1 034)
ecm3(-l)' -2 1963(-1 1687) 1 0345 ( 60864) 3 8170(1 8817) 18 3304(6 362) 9 7837(1 513)
ecm4 (-1) 1 -3 690 (-1 9635) 10828( 063709) 1 5609( 76950) -5 4503(-1 891) -4 8113 (- 74436)
R2 11003 037995 17216 32073 38317
DW 1 9999 2 0003 2 006 2 0241 2 0053
F-.tat 12 2106( 000) 3 8966( 000) 20 54( 000) 46 6348( 000) 61 3535 ( 000)

-

~ ­VI

~ pcrnl
~ pcrn2
6 ecrn3

ecrn4

- 0019(pmse) -
- 0034 (prnse) +

0006(pmsel +
0065(pmse) -

0035{plse) +
0243(plse) ­

0035(plse) ­
0056(plsel -

0030(pbgseJ ­
02?O(pbgse) +

0021 (pbgsel ­
0026(pbgse) +

0034 (pbs p ) +
0007 (pbs ... ) j

0076(pbse) ­
0015(pb~e) +

005 7 (pno;e)
()1l04 (pll ( )

0003(pnsel
0002(pnse)
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Table 5
Error CorrectIon Model for SBI

Dependent Var1able
Regressor t\pmse Apbqse Apdse Apbse Aplse Apnse

Intercept 32892 (3 518) -1 9329 (-9 7(7) 062459( 8783) 71308 (2 7150) - 13526(-1 959) - 059072(- 8207)
Trend - 1185Z-4(- 5597) - 1761B-3(-3 929) - 5578E-5(- 34(3) 4391E-5( 07381) - 22362-5(- 1430) - 1311X-4(- 8042)
Apmse(t-1) - 48395(-18 624) - 0307 (- 5599) 031283 (1 582) 099138 (1 358) 36392-3 ( 0189) 005697( 2848)

Apbqse(t-l) - 32301-3(- 0193) - 15506 (-4 395) - 027354(-2 158) 021055 ( 4496) - 012597(-1 023) - 00797(- 6215)

Apclse(t-1) 22609 (4 346) 20942(1 901) - 099485(-2 514) 21559(1 475) 38279(9 965) 36920(9 218)

Apbse(t-1) 00725( 9309) - 0222(-1 349) - 008352(-1 409) - 63996(-29 230) - 00931 (-1 619) - 01258(-2 097)

Aplse(t-1) 078980(1 351) - 17726 (-1 433) 052458(1 180) - 0725(- 4419) - 43638(-10 114) - 14722(-3 272)

Apnse(t-l) 20149(6 404) 16161 (2 426) - 0032679(- 1365) 19424 (2 197) 032513(1 399) - 14133 (-5 835)

Apmse(t-2) - 47125(-17 72) - 0762 (-1 353) 011465( 5668) 041580 ( 5565) - 00670 (- 3415) - 00891(- 4355)

Apbgse(t-2) - 00215(- 1458) - 11526(-3 683) - 02351(-2 091) 019114 ( 4602) - 00935(- 8569) - 01138(-1 0002)

Apclse(t-2) 27237 (4 861) 16653(1 404) - 07186 (-1 686) 39283(2 496) 25421(6 145) 28544 (6 618)

Apbse(t-2) 0085199(1 019) - 0159 (- 8986) - 01066(-1 676) - 41870 (-17 82) - 00536(- 8688) - 00907 (-1 409)

Aplse(t-2) - 027181 (- 4421) - 01547(- 1188) 093077(1 990) - 30581 (-1 770) - 23531 (-5 183) - 1625(-3 434)

Apnse(t-2) 18625(5 7977) 009355( 1375) - 04655(-1 905) 10994(1 218) - 029003(-1 222) - 11247(-4 547)

Apmse (t-3) - 18961(-7 (76) 066698 (1 275) 001047 ( 05576) - 033744 (- 4863) - 0027441(- 1504) - 01685(- 8866)

Apbqse (t-3) - 00378 (- 30S6) - 07357(-2 808) - 01689(-1 794) 015906( 4575) - 00738(- 8077) - 0086(- 9121)

Apclse(t-3) 046212( 8385) 001142 ( 009794) - 01518(- 3621) 50998(3 293) 16759 (4 118) 21749(5 125)

Apbse (t-3) 00127( 1596) - 01728(-1 019) - 007394 (-1 213) - 29742(-13 214) - 00493(- 8346) - 00951(-1 542)

Aplse (t-3) 11858 (1 986) 05717 ( 4525) 017247( 3799) - 27282(-1 627) - 14682(-3 331) - 13012(-2 831)

Apnse(t-3) 077376 (2 396) 01795 ( 2626) 0043293 ( 1763) 022637( 2495) - 00114 (- 04786) - 04511 (-1 815)

....
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Table 5 cntd

Apmse(t-4) - 06122 (-3 011) 03665( 8518) - 1913E-3(- 0123) - 02597 (- 4549) 005S01( 3665) 01440 ( 9207)

dpbgse(t-4) 0023336 ( 2597) - 032275-1 6975 - 00538(- 7878) 013761 ( 5452) - 7803E-3(- 1176) - 0022(- 3238)

Apdse(t-4) 090594 (1 629) - 18473-1 7645 00641 ( 1703) 35545(2 557) 12495(3 418) 16274 (4 273)

Apbse(t-4) 5718E-3 ( 0876) - 00976 (- 7078) - 0053(-1 071) - 16301 (-8 898) - 00277(- 5772) - 00605(-1 206)

dplse(t-4) 032965 ( 6269) 1S497 (1 392) 007779 ( 1945) - 18111(-1 226) - 11824 (-3 045) - 12395(-3 062)

Apnse(t-4) - 0162(- 5195) 099405 (1 351) 003572( 1502) 15599 (1 776) 031696 (1 373) - 0014(- 05903)
eem1 (-1)' 1 2080(1 23S) -42 196 (-20 394) 1 3987(1 866) -1 2485(- 4544) 94940(1 174) 0642 ( 08536)
e0m2 (-1)' 8 6901(8 895) 78389 ( 3786) 31394 ( 4219) 7 56732 7542 - 82002(-1 135) 2 2715 (3 016)
eem3 (-1) 10 1 2397(1 267) 1 3284 ( 6417) 1 7488(2 351) -19 97 (-7 235) 1 0730(1 485) 2 7399(3 639)
eem4 (-1) 11 -2 0389(-2 084) -1 1623(- S614) 12270( 1649) -1 126(- 4100) -2 237(-3 097) -2 171(-2 984)
a2 32176 45645 012015 37362 06794 079883
OW 2 007S 1 9988 1 9984 2 0523 2 0052 2 0074
F-stat 48 4882( 000) 95 8311 ( 000) 1 2430( 174) 60 9639 ( 000) 7 4517( 000) 9 8734 ( 000)

-

.-/'

Jd

8 eeml = - 0058 (pmse) +
9 eem2 = - 0196{pmse) ­
10 p~m3 = - 0026(pmse) ­

1 eem4 = 002l(pmse)-

--..l

0185(pbgse) - 0005(pdse) - 0004 (pbse) - 0140{plse) + OO~l{pn el
0002 (pbgse) - 0030(pdse) - 00l9(pbse) + 0125(plse) + OOJl(pnse)
00005lpbgse) - 00261pdse) + 0053(pbse) + 004')(pl~e) t OASI (!=n,>,)

0005 (pbgse J - 0265 (pdse) - 00007 (pbse) - O~"l (pl"e) - 1)00 j (I Il~r_)



./
..J'
~-

Table 6
Error CorrectIOn Model for Reliance

Dependent Var1able
Regressor Apmse Apbqse A~e Il.pbse Aplse t.pnse

Intercept - 073846 (- 6968) - 24304(-2 3693) 037909 ( 39305) - 18018(-1 437) - 04418(- 46.598) 76436 (1 943)
Trend 10901-4( 151) 2033B-5( 0291) 2746B-4 ( 4(87) 332.5E-4( 3901) 7071E-41( 096) 1013B-3 ( 378)
t.lUe(t-l) - .52927 (-1!5 90) 0175S0 ( 54.57) 015918( 525S4) 11292 (2 868) 013914 ( 46726) - 23331(-1 88S)

!ll:>gse (t-l) 18695(3 4504) - 151443 (-9 808) 0361588 ( 74(94) 14523(2 266) 076267 (1 5731) 36575(1 818)

Il.dse(t-l) 29425 (4 3182) 32817(15 11502) - 19407(-3 239) 12284(1 577) 14901(2 5299) 20215 ( 8272)

Abse(t-l) 026518 (1 0695) 0293154(1 223) 0014876 (0659) - 7156(-24 40) 026365(1 1884) - 14253(-1 548)

t.lse(t-l) 14426 (1 88) 215332(3 426S) 24888(3 S804) 48942 (5 4(79) - 15608 (-2 283) 09039( 3188)

Anse(t-l) - 0084(- 794(4) 002674 ( 26124) 9076&-3 ( 09428) - 0137(-1 0955) - 00128 (- 136) - 187S(-4 77.5)

AlUe(t-2) - 2910 (-7 71538) 0186215 ( 5126) 0323715( 9478) 10709 (2 4(26) 020471 ( 6095) - 1390(- 997)

Abgse (t-2) 029302 ( 51056) - 37822(-6 808) 031068 ( 5947) 16187 (2 3847) 05972 (1 1630) 15S45( 7295)

Adse(t-2) 29621(4 2897) 42683(6 3857) - 11202 (-1 7824) 10325 (1 2643) 17929(2 901) 11678 ( 4555)

!ll:>se(t-2) 0,58664 (1 9864) 043089 (1 5072) 04010 (1 4919) - 51747(-14 814) 060578(2 292) 00755 ( 0689)

Alse(t-2) - 09926(-1 2524) - 10365(-1 3510) 004171( 0578) 17774 (1 896) - 32772(-4 6211) 04383 ( 1489)

Il.nse(t-2) - 01098 (-1 1376) - 00174 (- 1869) - 00201(- 229) - 01329(-1 1638) - 00285(- 33004) - 15272(-4 259)

t.lUe(t-3) - 17257 (-4 5269) 071776(1 945) 030975 ( 8927) 091930 (2 036) 020645( 60528) - 09708(- 6860)

Abqse (t-3) 045933( 82008) - 26244 (-4 8406) 080937 (1 587) 18160(2 7413) 090493 (1 8057) - 0794 (- 3823)

Adse(t-3) 21307(3 0154) 26916(3 9351) - 073628(-1 1449) - 00452(- 05419) 14985 (2 3702) 1073 ( 4092)

Abse(t-3) - 06981(-2 2657) - 12893(-4 322) - 10772(-3 8413) - 51109(-14 024) - 089326(-3 2401) 18218(1 592)

A1se (t-3) 00188 ( 0238) 024090( 31579) 070558( 9837) 29215 (3 1343) - 171.56(-2 4330) - 16002 (- 5469)

Anse(t-3) - 00497( !582) 8180B-3 ( 09907) - 2773B-3(- 03.57) - 00710(- 70449) - 4944Z-3(- 0647) - 107.58(-3 3977)

­co



Table 6 entd

Amse(t-4)

Abgse (t-4)

adse(t-4)

Abse(t-4)

61se (t-4)

Anse(t-4)

Amse(t-5)

6bqse(t-5)

i\dse (t-5)

Abse (t-5)

Alse(t-5)

anse(t-5)
ecml (-1) 12

ecm2 (-1) 13

eem3(-l)u
ecm4 (_') is

R2

OW
F-stat

- 06812 (-1 837)
02543( 49135)
10594 (1 5482)

- 07537(-2 5853)

00652(6 0869)

- 00272(- 38389)
- 05515 (-1 7252)

007031 ( 1677)
17349(2 7437)

- 05089(-2 1471)
- 061138 (-1 0288)
- 00162(- 31765)
3 031 (1 8044)
-4 958 (-2 9472)
70382( 40787)

- 1727(-1 3741)
12962

2 0054
12 11188 ( 000)

03654(1 0179)
- 16245(-3 2420)

12034 (1 8167)
- 10449 (-3 7023)

12311 (1 6932)
001199 ( 17457)

- 00350(- 1132)
- 10418(-2 5675)
22934(3 7470)

- 05607 (-2 443)
- 05134 (- 7865)

2491E-3( 0502)
26630 ( 16378)

-4 888(-3 0019)
-4 2664(-2 5542)
- 22239(-1 8274)
12565

2 0046
11 7712 ( 000)

014868( 44052)
049449(1 0496)

- 10617(-1 7048)
- 10594(-3 9924)
15463 (2 2619)
7684E-3 ( 1189)

- 00247(- 0849)
010976( 28772)
062003 (1 0774)

- 05304(-2 4599)
- 00864 (- 14076)
0010589( 22723)
62918 ( 41156)

- 24732(- 16151)
60117 ( 38279)

- 08516(- 74430)
039961

2 0035
3 3209 ( 000)

060021(1 369)
15108(2 467)
00630 ( 07797)

- 37746 (-10 946)

19267(2 169)
- 00444(- 52924)

005140 ( 13596)
10924(2 183)
077055 (1 030)

- 2094 (-7 4707)
02959 ( 3710)

- 00217(- 35965)
3 956 (1 9412)

85344( 4299)
-4 7050(-2 3053)
- 12894 (- 96714)

21947
2 0216
22 8987 ( 000)

01182 ( 35636)
071579 (1 545)
04994 ( 91570)

- 08886(-3 4063)

- 03032(- 4511)

- 3184E-3(- 0501)
- 0041659(- 14563)

021063 ( 56160)
15215 (2 6893)

- 04798(-2 262)
- 10743(-1 7804)
- 5127E-3(- 1119)
1 0247 ( 68180)
1 7415(1 1569)
-1 8024(-1 1674)
- 14650(-1 3024)
045282

2 0039
3 8852 ( 000)

- 0826(- 6000)
- 3232 (-1 682)
15015 ( 5910)
36648(3 385)

- 034~5(- 1239)
- 07066(-2 681)
- 16651(-1 403)
14015 ( 90063)
0037( 01589)
636(7 228)

- 5998 (-2 396)
- 03647(-1 919)
-113 04(-18 12)
-1 444 (- 2312)
-3 734(- 5830)
- 66971(-1 435)
21847

2 0216
22 8987 ( 000)

ecm2

~

V'

'"

1 e"ml
13

I. ecm3
1; ecm4

--.0

- 0028(pmse) +
0046(pmse) +

- 0051(pmse) +
0073(pmse) -

0025(pbgse) ­
0236(pbgse) ­

0081 (pbgsel ­
0008(pbgse) -

0014 (pdse) ­
0016(pdse) ­

0157(pdse) +
0141 (pdse) -

0033(pbse) ­
0009(pbse) ­

0046(pbse) ­
0418 (pbseJ ~

0016(plse) +

0258(plse) +
0082(plse) ­
0117 (pise) t

0674(pnse)
00001 (pnse)

0001 (pnse)
OU02(pnse)
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Table 7
Error Correction Model for SBI

Dependent Variable
Reqressor Apm.se Apbgse Apdse Apbse

Interoept 1 6037 (7 783) 47334(2 526) 53966(2 63(5) 3 6552(10 1713)
Trend - 1181.-3(-4 852) - 75671-4(-3 419) - 45852-4(-1 89(8) - 1634E-3(-3 8504)
AplllSe(t-l} - 339S6(-10 662) 034538 (1 193) 0635U (2 0099) 13143 (2 3(76)

Apbgse(t-1) 0073022 ( 1582) - 42861(-10 212) 0042828( 093332) - 26455 (-3 28(3)

Apdae(t-l) 32105 (9 131) 39849(12 466) - 095604(-2 7353) 31 ~~2 (5 2175)

Apbse(t-1) 035608(1 361) 011617 ( 4886) 041722(1 60.51) - 18097 (-3 9(85)

Apmse(t-2) - 23170(-7 054) - 00526(- 1762) 018372 ( .5(265) 041901( 73149)

Apbgse(t-2) - 06479(-1 376) - 35501(-8 292) - 0.53547(-1 1(40) - 14.560(-1 7731)

Apdae(t-2) 2U21(7 026) 33930(D U4) - 044063(-1 1788) 31130(4 7471)

Apbse(t-2) 036065(1 461) 014695 ( 6550) 049386(2 0135) - 15467 (-3 594.5)

AplllSe(t-3) - 15969(-4 869) 002056( 06895) 1974B-3( 00(0533) 028866( .50469)

Apbgse (t-3) - 057503(-1 231) - 27848 (-6 557) - 063947(-1 3771) - 071187(- 87387)

Apdae(t-3) 15695(4 057) 26909(7 6503) - 034108(- S8687) 1652.5 (2 4(92)

Apbse(t-3) 028248(1 221) 026225(1 2476) 049525 (2 1.548) - 12286(-3 0(72)

dpmse(t-4) - 11839 (-3 674) 0033164 ( 11321) 008148.5( 25(41) 016324( 29051)

dpbqse(t-4) - 051661(-1 143) - 22041(-5 3652) - 045724(-1 0179) - 13226 (-1 (783)

Apdse(t-4) 10453(2 701) 18183 (5 1676) - 028362(- 73720) 13889(2 0578)

dpbse(t-4) 029690 (1 392) 025314 (1 3055) 050511 (2 3825) - 017020(- 457(1)

dplllSe(t-5) - 10870(-3 476) - 020742(- 72958) - 019175(- 61684) 053368( 978(1)

Apbgse (t-5) - 06221 (-1 466) - 13778(-3 5721) - 051851(-1 2295) - 12926(-1 7(71)

Apdae(t-5) 13.59.5 (3 617) 15615 (4 !l703) 011741 ( 31(81) 091826(1 (011)

Apbse(t-!5) 022926(1 225) 019409(1 141.5) 043307(2 3295) - 015199(- 46(02)



Table 7 cntd

L'ipm.se (t-6) - 095157 (-3 218) - 041458(-1 5423) - 0047482(- 16155) 0066965( 12987)

L'ipbgse(t-6) - 018938(- 4903) - 066038(-1 8806) - 017367(- 45233) - 063958(- 94955)

L'ipdSe(t-6) 09641 (2 736) 096315(3 0065) - 011386(- 32507) 047058( 76581)

Apbse(t-6) 019784(1 281) 020289 (l 4456) 035741(2 3290) 0063595( 23622)

L'ipm.se(t-7) - 01644 (- 6355) 0074876( 31829) 063176(2 4562) 031881 ( 70653)

L'ipbqse(t-7) - 01731(- 5382) - 018352(- 62727) - 011535(- 36057) - 043187(- 76953)

Apdse(t-7) 04666 (1 503) 041053(1 4548) - 039759(-1 2885) 059522(1 0996)

t.pbse(t-7) 4694E-3 ( 0422) - 0073209(- 72400) 0071381 ( 64563) - 0096850(- 49933)
eeml (-1) l' 2 2488(2 482) 42043 ( 51049) 1 9276 (2 1406) 25 6981(16 2671)
eem2(-l) 11 5 8287(6 435) -1 0969(-1 3318) 75299 ( 83619) -1 4751(- 93375)
eem3 (-1) 18 4 5281 (4 999) 5 3226(6 4628) 1 8253(2 0270) 3 7921(2 4005)
R2

' 16585 16736 1390 4480
OW 2 0004 2 0006 2 0023 2 0012
F-stat 18 3855 ( 000) 18 5866 ( 000) 1 03035 ( 119) 75 0337 ( 000)

-­'-./'
-£:...

N-

16 ecrnl
17 ecrn2
18 ecm3

- 0008 (prnse) +
- 0255(prnse) +
- 0051 (prnse) -

0271 (pbgse) i

0262(pbg~e) ­
0194(pbgse) +

0(134 (pdse) ­
0043 (pdse) +
0248(pdse) -

OJ01 (~tsr )
0031 (pbso)
0007 (I-bsc»
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Table 8
Error Correction Model for Rehance

Dependent var1able
Regressor Apmse Apbgse Apdse Apbse

Intercept 14371 (1 137) - 06302 (- 5426) - 052933(- 4375) 15479( 8745)
Trend - 13761-3(-1 887) - 4526B-4(- 6755) - 2450B-4(- 3511) - 1409E-3 (-1 37)

Apmse(t-l) - 0077001(- 4011) - 033551 (-1 901) 10377(5 646) 051077 (1 899)

Apbqse (t-l) - 003808(- 1899) - 014397(- 7810) 11962(6 231) 06831(2 432)

Apdse(t-1) - 00303 (- 1561) 0064892 ( 3636) 11200(6 0254) 03868(1 422)

Apbse(t-l) - 00110(- 08104) 007897 ( 6274) - 05004(-3 817) - 19959(-10 406)

Apmse(t-2) 4268B-3( 02209) - 04737(-2 668) - 00111 (- 06033) 013820( 510)

i:\pbqse{t-2) - 003918(- 1940) - 00352 (- 1896) - 01135 (- 5870) 003465 ( 1225)

Apdse{t-2) 0024954 ( 1277) 018317 (1 020) - 7027B-3(- 03757) - 001094(- 04000)

Apbse(t-2) 0024439 ( 1750) 0046317( 3608) - 015000(-1 122) - 03131(-1 601)

i:\pmse (t-3) - 00597(- 3093) - 039405(-2 218) 00412 ( 2232) 004874( 1801)

Apbqse(t-3) - 00798(- 3954) - 00715(- 3855) 005739( 2968) 169E-4 ( 0004)

Apdse(t-3) - 00583(- 2988) - 00299(- 1665) - 5761B-3(- 0308) - 3947E-4(- 0014)

i:\pbse(t-3) 0076531( 5482) 00966 ( 7535) - 01700(-1 272) - 0135(- 6939)

i:\pmse (t-4) - 00976(- 5058) - 041902 (-2 359) 010799 ( 5839) - 00579(- 2141)

i:\pbqse(t-4) 015381 ( 7616) 0092687{ 4992) 0024242 ( 1253) 00544 ( 1926)

i:\pdse(t-4) 011581 ( 5928) 009266 ( 5159) 00933( 4992) 004941( 1805)

Apbse{t-4) - 005143(- 3683) - 3418B-3(- 0266) - 02232(-1 670)
I

001361 ( 06961)

Apmse(t-5) - 00433(- 2246) - 040625(-2 288) - 001508(- 0815) ~12121( 4481)

t\pbqse(t-5) 003381( 1674) 0031099( 1675) - 00193(- 09997) - 00107(- 0381)

Apdse(t-5) 005053( 2587) 013319( 7417) 002563( 1370) 009434( 3447)

Apbse(t-5) 62071-3( 04444) - 5293B-3(- 0412) - 01556(-1 164) 00752( 3844)

Apmse (t-6) - 002547(- 1320) - 038234(-2 154) - 6388B-3(- 0345) 003111 ( 1150)

Apbqse(t-6) - 2909B-3(- 01440) 006501{ 3502) 2097B-4( 00108) 002394 ( 08466)

Apdse(t-6) - 006392(- 3272) - 51601-3(- 0287) - 00642(- 3437) - 0142(- 5216)

i:\pbse(t-6) 0029073 ( 2082) 012077( 9411) - 00611 (- 4573) - 01087(- 5563)

,.



Table 8 cntd

~pm.se(t-7) 014884 ( 7712) - 03208(-1 808) 002183( 1181) 004808 ( 1778)

~pbgse(t-7) - 002532(- 1254) 0021867 ( 1178) - 00107(- 05548) 002704( 09563)

~pdse(t-7) - 001324(- 06781) - 00217(- 1212) - 00500(- 2678) - 01113 (- 406)

~pbse(t-7) 0028883 ( 2071) 0066731 ( 5207) - 015147(-1 134) 021441(1 097)

~pm.se(t-8) - 00844 (- 4381) - 039922(-2 253) 0032691 ( 1771) 0073079 ( 2706)

~pbgse(t-8) 0088189( 4371) - 5272&-3(- 0284) 0025819 ( 1336) - 00605(- 2141)

~pdse(t-B) - 006441 (- 3366) - 00198 (- 1126) 7360E-3( 04016) 006829( 2547)

~pbse(t-B) 0091691 ( 6722) 0022421( 1788) - 011607(- 888) - 00441(- 2312)
eeml (-1) 1t -1 0040 (- 3009) 32 7708(10 684) -5 25 (-1 645) -3 7281(- 7976)
ecm2(_1)2o 73571( 2205) 4 0068 (1 306) 23 3802(7 31) -1 5132(- 3237)
R2 0027 0406 0606 0398
DW 2 000 2 0039 2 0007 2 0001
F-stat 2315 (1 000) 3 5697 ( 000) 5 4446 ( 000) 3 4993 ( 000)

.-
'\,{ ...

~

N
W

19 ecm1
o ecm2

0014(pmse) ­
0001 (pmse) -

0014 (pbgse) +
00009(pbgse) -

00004 (pdse) ­
0008(pdsel +

0000l(pb~F»

on08(1 bsp)
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Session 6
Workmg Group SessIOns and Workshop Conclusions

SEBI Workshop

31 July 2 August

Session objective

~ What have we learned/heard?

~ What does It mean?

).0 Recommendations

:..Concrete

~Short-term and longer-term

).0 How do we follow-up?
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What have we learned/heard?

, Recommendations/suggestions fall mto three broad categones

, Customer/stakeholders

,Managing stakeholder relations more effectively

Communications wrth Investors press/media Interactions With IntermedIarieS

, Orgamzatlon/operatlons

,organizational structure and Infrastructure (Including IT)

, Processes and procedures (systematization knowledge management)

, People

,Skills development

,Staff deployment

,Staff motivatIOn

,Staff retention

Summary to Date Client/Stakeholders (1)

~ Clarify SEBl's Role In the market

,. To key stakeholder groups

,Including Judiciary

,Outreach beyond Bombay

.. Management and communications of the media/press

,. Leakage

,. Communications strategy/program

,. Public education

,. Investor relations

3
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Recommendations Organization/Systems (2)

).. Plannmg and strategy

;... Procedures and paper flow

).- Wntten procedures and processes

>- Organizational structure

}- Flat organization vs hierarchy

).- EmpowermenUdelegatlon of authonty

Recommendations Organization/Systems (2)

» Employee communIcations

~ Improve Inter-departmental commUnications

~ Knowledge shanng mechamsms--e 9 staffworkmg papers,
newsletter

~ Penodlc staff meetings and retreats

~ Employee overslght--Mamtalnmg Integnty and confidentiality

,. Vigilance mechanisms

5

6



Recommendations People (3)

» Employee motivation and incentives

,. Improving retention and motivation

,. Remuneration polley

,based on grade and performance

,. Empowerment

,. Clear duties and responsibilities

,. Selection Into assignments

,Survey of workload

,Dlstnbutlon of workload

Recommendations People (3)

~ Training and skills development

)- Rotations vs depth of knowledge

~ Deputation

)- Induction and management training

'Y Skills Inventory

).- Identification of Priority areas, such as depository,
clearing systems, derivatives, etc

7
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Group discussion agenda (For each working group)

, What do you want to achieve? Identify 1-2 key objectives In

, Client/customers

, Organization

, People

, How will you do It?

, Define actions required to achieve obJecllvesltargets

, How will you follow-up?

, Performance measures (how are we dOing?)

, Time frames

, Monltonng/revlew processes

, ResponSibilities

Session structure

~ DIVIde plenary Into workmg groups (6 groups + 1)

~ FIRE staff to serve as group "reporter"

~ Report to plenary In 60 mmutes

~ Presentatlon of working group session recommendatIons

~ Comments from semor management

~ Final Q&A

~ Summary and Conclusions

•
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