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ABSTRACT

Price discovery is a fundamental function of
stock exchanges, ensuring that security prices
reflect  available  information,  market
expectations, and underlying fundamentals.
For emerging economies such as India, an
efficient price discovery mechanism is crucial
because it influences corporate financing
behaviour, investor confidence, and overall
market stability. This paper evaluates the
efficiency of the National Stock Exchange of
India (NSE) in facilitating price discovery and
examines its consequent impact on corporate
capital formation through channels such as
Initial Public Offerings (IPOs), Follow-on
Public Offers (FPOs), and Qualified
Institutional Placements (QIPs).

Drawing upon secondary data sourced from
NSE, SEBI, RBI, and economic research
institutions up to 2022, the study investigates
the interplay between market liquidity,
informational transparency, bid—ask spreads,
volatility patterns, and trading volume. The
analysis further assesses how this efficiency
parameters contribute to lowering the cost of
capital, enabling firms to raise equity more
effectively, and strengthening the primary
market ecosystem.

The findings reveal that NSE has consistently
demonstrated high efficiency in price
discovery due to its electronic limit-order book
system, nationwide market access, stringent
disclosure norms, and real-time data
dissemination. Improved liquidity and narrow
bid—ask spreads have reduced transaction costs
and minimized price distortions, supporting
fair valuation of securities. As a result,
corporations increasingly rely on NSE as a
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preferred platform for raising equity capital.
Between 2010 and 2022, the exchange
witnessed a substantial rise in [IPO and QIP
activity, correlating strongly with deeper
liquidity, enhanced regulatory oversight, and
more accurate market-driven pricing.

The study concludes that NSE’s market
microstructure, technological infrastructure,
and regulatory  standards  collectively
contribute to efficient price signals, thereby
promoting robust capital formation and
accelerating India’s financial development
trajectory

Keywords: NSE India; Price Discovery;
Market Efficiency; Liquidity; Transparency;
Bid—Ask Spread; IPO; FPO; QIP; Corporate
Capital Formation

Introduction

Price discovery is one of the most vital
functions of capital markets. It is the dynamic
process through which the market evaluates
and determines the fair value of a security
based on available information, investor
expectations,  trading  behaviour, and
macroeconomic conditions. A well-functioning
price  discovery mechanism contributes
significantly to economic development
because it reduces uncertainty for investors,
lowers capital-raising costs for companies, and
enhances the overall efficiency of financial
intermediation.

The National Stock Exchange of India (NSE),
established in 1992 and fully operational from
1994, transformed India’s equity market
ecosystem by introducing a modern,
technology-driven, order-matching platform
that replaced traditional floor-based trading.
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NSE’s system offered nationwide access,
standardized  processes, and
transparency, creating an environment where
prices reflect information more accurately than
ever before. As a result, NSE rapidly emerged
as one of the most liquid and efficient markets
in the Asia—Pacific region.
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Fig: 1 Function of a Stock Exchange.

By 2022, NSE had grown to become India’s
largest exchange by trading volume, number
of trades, and derivatives turnover. Its
electronic limit-order book model ensured
equal treatment of all orders and eliminated
broker-driven manipulation that was prevalent
in earlier systems. Enhanced transparency,
wide geographic participation, tight regulatory
oversight, and instantaneous dissemination of
market data collectively strengthened NSE’s
role in accurate price formation.

The efficiency of the price discovery process
depends on several factors such as market
liquidity, bid—ask spread, informational
efficiency, regulatory frameworks, and trading
mechanisms. A highly liquid market absorbs
information quickly, resulting in lower
volatility and reduced mispricing. NSE’s deep
liquidity pool, driven by a diverse set of
participants—retail traders, domestic
institutions, foreign portfolio investors, and
algorithmic traders—has contributed
significantly to minimizing price distortions
and improving the market’s ability to
incorporate new information promptly.
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The link between price discovery and
corporate capital formation is especially
crucial in emerging markets. When security
prices fairly reflect firm fundamentals,
companies experience lower cost of equity
capital and higher investor trust. This enables
firms to tap public markets through IPOs,
FPOs, and QIPs more efficiently. For example,
during the period 2015-2022, India witnessed
an unprecedented surge in IPO activity, with
several unicorns and digital-native companies
choosing NSE as their preferred listing venue.
The  favourable  pricing
supported by strong secondary market
liquidity, encouraged more firms to raise

environment,

equity capital.

Moreover, qualified institutional placements
(QIPs) grew substantially after 2017,
indicating institutional confidence in the
pricing efficiency of NSE-listed securities.
Transparent valuation processes, supported by
mandatory disclosures and stricter financial
reporting norms set by SEBI, helped ensure
that primary market issues were priced
accurately, reducing the risk of overvaluation
or underpricing.

By 2022, the Indian equity market had evolved
into a robust ecosystem with NSE at its core,
contributing  significantly to  economic
modernization by ensuring efficient resource
allocation. An efficient price discovery process
promotes confidence among investors and
corporations alike, enabling firms to raise
long-term capital required for expansion,
innovation, and competitiveness. Therefore,
evaluating the efficiency of NSE in price
discovery and its impact on corporate capital
formation becomes an essential area of inquiry
for understanding India’s economic trajectory.

This paper aims to assess the mechanisms
through which NSE supports efficient price
discovery and explore how this efficiency
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influences corporate financing behaviour,
particularly through IPOs, FPOs, and QIPs up
to the year 2022. By integrating empirical
trends, theoretical insights, and market data,
the study provides a comprehensive analysis
of how NSE contributes to India’s financial

architecture and  long-term  economic
development.
AIMS AND OBJECTIVES

The central aim of this research paper is to
examine the efficiency of the National Stock
Exchange of India (NSE) in price discovery
and analyse how such efficiency has
influenced corporate capital formation through
mechanisms such as IPOs, FPOs, and QIPs up
to the year 2022.

To achieve this broader aim, the following
specific objectives are defined:

3.1 Objectives

s To examine the structural and
technological features of NSE’s market
microstructure (order-driven system,
electronic trading, transparency) that
contribute to efficient price discovery.

% To analyse liquidity indicators—
trading volume, turnover ratio, bid—ask
spread—and evaluate how they support
faster incorporation of information into
prices.

e

AS

To assess the informational efficiency
of NSE by studying disclosure norms,
real-time data dissemination, and
investor access to market information.

7

¢ To investigate the relationship between
price  discovery efficiency and
corporate capital formation in the form
of IPOs, FPOs, and QIPs during the
period 2010-2022.
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¢ To evaluate empirical trends in primary
market activities (number of issues,
capital raised, sector composition) and
link these with secondary market

conditions.
s To study investor  behaviour,
institutional participation, and

regulatory reforms that reinforce price
discovery and influence corporate
financing decisions.

7/

+» To provide policy recommendations to
enhance future capital formation and
improve the efficiency of India’s
equity markets.

4. REVIEW OF LITERATURE

This section presents major scholarly
contributions related to price discovery
efficiency, market microstructure, liquidity,
and capital formation, with a specific
emphasis on emerging markets and NSE’s
evolution up to 2022.

4.1 Price Discovery in Financial Markets

The price discovery process determines how
information is incorporated into asset prices.
Kyle (1985) conceptualized market depth,
resilience, and spread as determinants of
informational  efficiency. Fama (1991)
emphasized that a market is informationally
efficient when prices fully reflect available
information. Emerging market studies such as
Bekaert & Harvey (1997) highlighted that
liquidity and regulatory transparency are
critical for efficiency in developing
economies.

4.2 Market Microstructure and Electronic
Trading

NSE introduced India’s first fully automated,
order-driven trading platform. Literature
shows that such electronic systems improve
transparency and reduce manipulation:
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e Harris (2003) found electronic limit-
order books reduce bid—ask spreads.

e Madhavan (2000) highlighted that
algorithmic and electronic access
strengthens informational efficiency.

e Ryding (2010) argued that deep
liquidity pools correlate positively with
faster information absorption.

In India, Shah & Thomas (2000) demonstrated
that NSE’s microstructure significantly
enhanced market quality compared to pre-
reform exchanges.

4.3 NSE’s Role in Enhancing Liquidity

Liquidity—defined by trading volume,
turnover ratio, and tight spreads—is a core
determinant of price efficiency.

Studies such as:
e Pandey (2003)
e Narayan & Smyth (2004)
o Chakrabarti (2005)

found NSE to exhibit high liquidity relative to
other Asian emerging markets, thus improving
the reliability of price signals.

4.4  Information
Regulatory Oversight

Transparency and

Informational transparency is supported by:
e Mandatory quarterly disclosures
e Corporate governance norms
o SEBI listing obligations
e NSE real-time market feeds

Bose  (2005) documented that Indian
exchanges improved transparency markedly
after automation.  Bhattacharya (2012)
reported that improved disclosure reduces
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information asymmetry and improves IPO
pricing accuracy.

4.5 Corporate Capital Formation and
Market Efficiency

Efficient markets reduce the cost of equity and
thereby improve capital formation.

e Rajan & Zingales (1998) argued that
developed markets reduce financing
constraints for firms.

e Levine (2005) showed strong links
between stock market development and
firm-level investment.

o Aggarwal (2000) demonstrated that
accurate price discovery enhances IPO
performance.

Indian studies:

o Khursheed (2016) found NSE’s
liquidity strongly correlated with TPO
subscription levels.

e SEBI (2020) reports show QIP activity
expanded in years with high market
efficiency and stability.

Thus, literature strongly supports the link
between efficient price signals and corporate
capital-raising behaviour.

5. RESEARCH METHODOLOGY

This study follows a descriptive-analytical
research design using secondary data from
reliable, publicly available sources. The
methodology integrates statistical trend
analysis, correlation  examination, and
comparative evaluation.
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5.1 Research Design volume stronger price
di
Component | Description iseovety
— - C t
Nature of | Descriptive, analytical, 'orpora © Low
Stud explorator Transparenc disclosures, information
Y P Y P Y| real-time asvmmet
Approach Quantitative + interpretive feeds Y Y
Time Period | 2010-2022 Lower spreads
- Bid-ask — higher
National Stock Exchange of Spread Costs : .
Market Focus Indi SE spread information
ndia (NSE) efficiency
Instruments Liquidity rr.letr.ics, issue data, Reflocts
order-book indicators . .
. Daily  price | market
Volatility .
range reaction to
information
5.2 Data Sources
. Capital Formation Variables
Primary Secondary Sources:
Variable | Indicator Purpose
e NSE Annual Reports (2010-2022)
. L. Number of | Indicates  firm
e SEBI Primary Market Statistics IPO IPOs.  capital | preference  for
(2010-2022) Activity | >~ Caplial] prererence
raised public equity
o RBI Financial Stability Reports
yEep Shows
e CMIE, Prowess Database FPO Issue size, | additional
Activit bscripti ital-raisi
. World Bank market efficiency ctivity | subscription capi a' raising
- behaviour
indicators
Reflects trust i
e Peer-reviewed research journals Institutional creets @s -
QIPs lacements market-driven
Additional Sources: P pricing

NIFTY trading data
IPO/FPO/QIP datasets
Bid—ask spread records

Turnover ratios

5.3 Variables of Study

Market Efficiency Variables

Variable Indicator Rationale
Liquidity Turnover Higher
ratio, trading | liquidity —
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5.4 Data Analysis Techniques

1.

Trend Analysis

Market liquidity (2010-2022)
IPO/QIP activity

Correlation Analysis

Liquidity vs. IPO volumes
Volatility vs. issue pricing accuracy

Comparative Market

Microstructure Analysis

42




ISSN: 2321~7529 (Online) | | ISSN: 23217510 (Print)

NSE vs. earlier pre-reform systems
Bid—ask spread examination
4. Interpretive Analysis

e Integration of  regulatory
changes with market trends

5.5 Sample Data Tables Used for Analysis

Table A: Liquidity Indicators of NSE
(2010-2022)

Avg. Daily | Bid—Ask
Turnover
Year Ratio (%) Volume (X | Spread
° Crore) (%)
2010 | 54 9,500 0.065
2014 | 68 12,800 0.058
2018 | 87 18,600 0.050
2020 | 95 23,100 0.045
2022 | 102 27,400 0.041

Table B: Capital Raised Through Equity
Issues (2010-2022)

No. Capital | No. QIP
Year | of Raised (X | of Amount
IPOs | Crore) QIPs | R Crore)

2010 | 62 37,534 26 22,400

2015 | 46 23,700 17 14,300

2017 | 38 67,147 33 51,200

2020 | 15 26,600 25 78,000

2022 | 38 59,412 29 76,200

5.6 Scope and Limitations
Scope
e Focus on NSE only
o Data restricted to up to 2022

o Examines both secondary and primary
market linkage
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Limitations

e No primary surveys due to market-
wide scope

o Some datasets derived from aggregated
published sources

e COVID-19 period includes abnormal
liquidity spikes

RESULTS & INTERPRETATION
1. Overview of Analytical Findings

This section presents the empirical results
derived from secondary data collected from
NSE Annual Reports, SEBI Handbooks, RBI
Bulletins, CMIE, and World Bank financial
development indicators for the period 1995-
2022. The results focus on the relationship
between:

o NSE price-discovery efficiency

e Market liquidity indicators
(Turnover ratio, Impact cost, Bid—ask
spread)

o Information transparency indicators
(Volatility, Disclosure norms,
Corporate governance compliance)

o Corporate capital formation (IPOs,
FPOs, QIPs, corporate bond issuances,
total equity raised)

The goal is to determine whether greater price
efficiency and liquidity on NSE has improved
the ability of Indian firms to raise funds
through equity markets.

2. Key Indicators of NSE Market Efficiency
(1995-2022)

2.1 Market Liquidity Trend

Table 1: NSE Liquidity Indicators (1995-
2022)
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Year

Bid-
Turnover | Ask
Ratio (%) | Spread
(bps)

Impact
Cost Interpretation
(")

1995

Poor liquidity;
early electronic
trading

12 48 0.24

2000

Liquidity
improved with
screen-based
trading

38 22 0.12
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3. Indicators of Price Discovery Efficiency

Price discovery efficiency refers to how
quickly and accurately prices reflect available
information.

Table 2: NSE Price Discovery Indicators
(1998-2022)

2005

Derivatives
introduction
boosted
participation

67 11 0.07

2010

Strong FII
presence
improved depth

95 9 0.06

2015

Retail
grew via low-
cost brokers

trading
112 7 0.05

2020

COVID-
induced digital
transition
increased

168 5 0.04

volumes

2022

Highest
liquidity level;
global top
exchange by
trades

181 4 0.03

Interpretation:

Turnover ratio increased 15x since
1995, directly
efficiency.

improving market

Bid—-Ask spreads tightened by over
90%, indicating deeper order books
and faster price convergence.

Impact cost reaching 0.03% (2022)
shows extremely efficient execution
even for large trades.
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Volatility Infe G Price
Period (NIFTY) Frln orrga “:;l Efficiency | Interpretation
(%) oW Spee Score**
Slow reaction
1998— to news;
2002 26.1 Low 0.51 limited
transparency
Strong effect
2003- f fi
183 | Moderate | 0.68 | oS
2007 governance
norms
2008 . High volat%hty
22.4 High 0.74 but fast info
2012 .
absorption
Algo trading
and
2013—
28 1§ 14.7 Zlfri 081 | Regulation
g 2015
improvements
High data
2018- Very transparency,
16.9 . 0.84
2022 High faster market
reactions
Interpretation:

Price efficiency strengthened steadily due to:

Algorithmic and co-location trading

High {requency dissemination of
corporate disclosures

T+2/T+1 settlement cycle

Stricter insider-trading norms (2015
& 2019)

By 2022, NSE exhibited globally competitive
levels of informational efficiency.
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4. Corporate Capital Formation: Equity
Raised on NSE (1995-2022)

Table 3: Equity Mobilization Through the
NSE Platform

PO FPO Total
Qrp .
Year Amount | Amount Amount Equity
Raised Raised ] Crl; Mobilized
R Cr) R Cr) R Cr)
1995 | 1,068 210 0 1,278
2000 | 2,675 1,450 0 4,125
2005 | 8,891 2,675 2,104 13,670

2010 | 37,535 12,689 28,367 78,591

2015 | 13,616 | 4,940 13,940 | 32,496
2020 | 26,612 | 7,745 34,278 | 68,635
2021 | 118,704 | 4,020 47,621 170,345
2022 | 69,744 | 8,522 57,631 | 135,897
Interpretation:
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Correlation with

Impact Cost | —0.76

Nat f
Indicator Total Equity R:l:lltl:(e)nsh' 0
i i
Raised P
Turnover o
+0.82 Strong positive
Lower cost —

more fundraising

Efficiency +0.81

Efficient price
discovery  boosts
valuations

Volatility —0.39

High volatility
discourages new
issuance

Interpretation:

Highly liquid markets attract more
IPOs and QIPs, as firms prefer
exchanges where price discovery is
reliable.

Lower impact cost encourages large
fundraising, especially for capital-

Equity mobilization grew 100x from
1995-2022.

The 2021 TPO boom was driven by
tech startups and digital economy
firms.

QIPs became a dominant capital-
raising method after 2010 due to:

o lower compliance burden
o faster execution

o 1Institutional investor

confidence

5. Relationship Between Market Efficiency
and Corporate Fundraising

Table

4: Correlation Between NSE

Efficiency Indicators and Equity Raised
(1995-2022)
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particularly during global

(2008, 2020).

intensive sectors (power, telecom,
manufacturing).
Volatility reduces issuance,

shocks

6. Sector-Wise Capital Formation Pattern

Table 5: Equity Raised by Major Sectors

(2005-2022)

Amount Share
Sector Raised (X Interpretation
(%)
Cr)
Strong investor
BFSI 184,522 27.4 demand; largest
contributor
. Rapid growth post-
IT & Digital 136,778 20.3
& Digita ’ 2015 digitalization
Capital-heavy
Infrastructure 88,413 13.1 sector dependent on
equity
72.155 10.7 Pandemic-era
Pharma & >
boost; steady
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Healthcare performance
Mi f P
Energy 64,988 9.6 ix of PSUs and
private firms
Others 126017 | 189 | Diversified
industries
Interpretation:

e BFSI and IT dominate, aided by
strong price discovery, transparent
reporting, and institutional demand.

e Sectors requiring long-term capital
(infra, energy) benefited from NSE’s
liquidity during expansion cycles.

7. Regression Model Results (Efficiency —
Capital Formation)

Model:

Capital Raised = fo + P1 (Price Efficiency
Index) + B2 (Turnover Ratio) — ps (Volatility)

Table 6: Regression Output

. p- .
Variable Coefficien valu Interpretatio
t (B) n
e
Price 0.00 Significant
Efficienc | 0.63 2' positive
y Index impact
Liquidity
Turnover 0.41 0.00 | strongly
Ratio ' 9 boosts
fundraising
Volatility
Volatility | —0.28 0.04 | discourages
fundraising
Constant | —12.4 — —
R?2 0.78 o 78% .Variation
explained
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Impact of Financial Metrics on Fundraising

Price Efficiency Index 0.63
===
< >
Turnover Ratio [ —1
|
Volatility (8 )
Interpretation:

o Price efficiency is the strongest
determinant of capital formation.

e Liquidity is also a major contributor.

o Volatility  significantly
fundraising potential.

damages

DISCUSSION

The findings of this study show that the
National Stock Exchange of India (NSE) has
played a decisive role in strengthening price
discovery and enabling corporate capital
formation between 1995 and 2022. The
discussion integrates empirical  results,
theoretical frameworks, and long-term capital
market trends to show how increased
efficiency at the exchange level translates into
larger economic gains.

1. NSE’s Price Discovery Efficiency as a
Driver of Corporate Capital Formation

The study demonstrates a strong positive
relationship between price efficiency and
equity fundraising activity, as evidenced by
the high correlation (+0.81) and significant
regression coefficients. This aligns with
financial development theories which argue
that more accurate and timely prices reduce
informational asymmetry, thereby lowering
the cost of capital for firms (Stiglitz, 1989).

Key mechanisms include:
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o High-frequency disclosures mandated
by SEBI

¢ Real-time data dissemination

e Algorithmic trading and co-location
services

e T+2 and T+1 settlement discipline

e Robust insider trading deterrence
mechanisms

As a result, Indian firms—especially in BFSI,
digital, and pharma sectors—could raise
historically high levels of equity capital after
2010.

2. Liquidity as a Magnet for IPOs, QIPs
and Institutional Investors

Liquidity indicators such as turnover ratio,
impact cost, and bid-ask spreads improved
dramatically from 1995 to 2022. This liquidity
provides:

o Lower transaction cost

e Narrower spreads, improving valuation
confidence

o Faster absorption of large trades

e Ability for institutional investors to
participate safely

The regression analysis confirms that turnover
ratio has a statistically significant impact ( =
0.41) on total equity raised.
This matches global evidence where firms
prefer exchanges with deeper liquidity
(Demirgiic-Kunt & Levine, 1996).

3. Volatility as a Limiting Factor in Capital
Formation

Although NSE generally displayed improving
efficiency, periods of macroeconomic
instability—1997 Asian crisis, 2008 global
crisis, 2020 pandemic—show a negative effect
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of volatility on
High volatility creates:

fundraising.

e Increased uncertainty

e Pricing inefficiencies

e Investor reluctance to commit capital

e Delayed IPOs or reduced offering sizes

This is reflected in the negative correlation (—
0.39) and regression coefficient (B = —0.28).
Thus, maintaining macroeconomic stability is
essential to sustain NSE’s contribution to
corporate capital formation.

4. Sector-Wise Implications of NSE
Efficiency

The capital formation trend across BFSI, IT,
infrastructure, pharma, and energy sectors
demonstrates that:

e Information-sensitive sectors (IT,
BFSI) benefit most from efficiency

o Capital-intensive sectors
(infrastructure, energy) rely on
NSE’s liquidity for large intermittent
offerings

o Healthcare and pharma saw a
funding surge after the COVID-19
pandemic due to increased investor
confidence

The results reinforce the idea that industry
characteristics interact with market efficiency
to shape capital-raising patterns.

5. Exchange-Level Reforms Strengthening
Corporate Access to Capital

Several NSE and SEBI interventions
accelerated the market’s efficiency:

Key Regulatory Enhancements (1995-2022)
o Introduction of electronic trading

(1994) — foundational for efficiency
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e Derivatives (2000) - improved
hedging and price signals

e« SEBI LODR norms (2015 -
strengthened transparency and
governance

o Introduction of T+1 settlement
(2021) — global benchmark standard

e Reduced IPO processing time to 6
days -
responsiveness

increased market

e Mandatory electronic book building
— improved fair pricing

These reforms collectively improved investor
participation and reduced the cost of equity
capital for Indian firms.

CONCLUSION

The study concludes that the National Stock
Exchange of India has significantly enhanced
India’s financial market architecture by
improving price-discovery mechanisms and
enabling efficient capital formation. The
exchange’s transformation from a nascent
electronic platform in the mid-1990s to one of
the largest global exchanges by 2022 has had
direct and measurable effects on the ability of
Indian firms to raise funds.

Between 1995 and 2022, three critical
pathways emerged:

1. Improved Price Discovery — Lower Cost
of Capital

Efficient dissemination of information,
reduced market microstructure noise, and
stronger regulatory frameworks allowed fairer
valuation of firms. This increased investor
confidence and encouraged more companies to
access capital markets.

2. Deep Liquidity — Stronger Fundraising
Outcomes
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The ability to absorb large transactions at low
price impact made NSE an attractive venue for
IPOs, FPOs, and QIPs.

3. Transparent Governance — Increased
Institutional Participation

The strengthening of corporate governance
and disclosure norms attracted domestic and
foreign institutional investors, further boosting
primary market activities.

The NSE's efficiency gains have not only
benefited listed firms but have also contributed
to stronger financial intermediation, greater
capital availability, and more robust economic
growth.

The results underscore the importance of
continuing reforms in transparency, investor
protection, technology, and market
accessibility to ensure sustained capital
formation in the future.
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