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Abstract

The National Stock Exchange (NSE) and the Bombay Stock Exchange (BSE) are the two
dominant stock exchanges that have shaped the evolution of India's capital markets. Established
in different eras, both exchanges have significantly contributed to the modernization, regulation,
and expansion of financial markets in India. However, their paths toward achieving market
efficiency — defined as the ability of stock prices to fully reflect all available information —
have been distinct. This paper presents a comparative analysis of NSE and BSE in terms of
various parameters that determine market efficiency, including price discovery mechanisms,
liquidity and trading volumes, technological advancements, regulatory compliance, and investor
confidence.

While BSE holds historical significance as Asia’s oldest stock exchange, the NSE has been
instrumental in introducing full electronic trading, resulting in faster transaction speeds, better
transparency, and deeper liquidity pools. Through empirical data and secondary research, this
study highlights that NSE currently leads in terms of operational efficiency, price leadership, and
technological innovation. Nevertheless, BSE continues to play a crucial role, particularly in the
niche segments such as SME listings and the debt market. The findings of this study suggest that
although both exchanges have significantly improved their overall efficiency over time, the NSE
maintains a competitive edge due to its proactive adoption of technology, strategic innovations,
and strong market depth. This paper concludes that the continued healthy competition between
NSE and BSE is vital for the sustained growth and global competitiveness of India's financial
ecosystem.
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1. Introduction

Stock exchanges play a pivotal role in the functioning of modern economies by acting as
platforms where capital is mobilized, investments are facilitated, and savings are channeled into
productive ventures. They serve as critical institutions that provide liquidity to investors, enable
price discovery, and foster financial discipline among corporations through market scrutiny. In
essence, they contribute to the efficient allocation of resources in an economy, ensuring that
capital flows toward the most promising and efficient enterprises.

In the Indian context, the country is home to two prominent stock exchanges — the Bombay
Stock Exchange (BSE) and the National Stock Exchange (NSE). The BSE, established in 1875,
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holds the distinction of being Asia’s oldest stock exchange and has played a significant role in
shaping India’s capital markets over the past century. Traditionally operating through an open
outcry system, the BSE was the dominant trading platform in India until the early 1990s.

The NSE, established in 1992, marked a watershed moment in the evolution of Indian financial
markets. Conceived with the aim of bringing transparency, efficiency, and technology-driven
operations into stock trading, the NSE introduced a fully automated, screen-based electronic
trading system — a first for India. This technological leap not only revolutionized financial
intermediation but also set new standards for speed, reliability, and investor access.

A key concept central to evaluating the performance of stock exchanges is market efficiency.
Market efficiency refers to the degree to which stock prices reflect all available information at
any given time. In an efficient market, asset prices incorporate and respond to new information
almost instantaneously, leaving little room for investors to consistently achieve above-average
returns through information-based arbitrage.

This paper seeks to undertake a comparative analysis of the NSE and BSE with respect to two
key dimensions of efficiency:

1. Operational Efficiency — which refers to how quickly and cost-effectively a stock
exchange can execute transactions. This includes aspects such as technological
infrastructure, trading systems, settlement cycles, and regulatory compliance frameworks.

2. Informational Efficiency — which deals with how accurately and promptly stock prices
adjust to new public or private information. This includes analyzing factors such as price
volatility, liquidity, trading volume, and the speed of dissemination and assimilation of
market news.

By comparing the performance of NSE and BSE along these two axes, the paper aims to
highlight the strengths and weaknesses of each platform in fostering a transparent, inclusive, and
robust capital market ecosystem in India. Such a comparison is not only relevant for academic
understanding but also holds practical implications for policymakers, investors, and market
intermediaries striving to enhance the effectiveness of India’s financial markets.

2. Literature Review
2.1. Concept of Market Efficiency

According to Fama (1970), market efficiency exists when stock prices reflect all available
information. It can be categorized into:

e Weak Form Efficiency: Prices reflect all past market information.
e Semi-Strong Form Efficiency: Prices adjust to publicly available new information.
e Strong Form Efficiency: Prices reflect all public and private information.

2.2 Sharma (2011) highlighted that both technological innovation and regulatory oversight
significantly influence stock exchange efficiency in India, especially post liberalization in the
1990s.
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2.3 According to Patel and Patel (2012), the NSE plays a dominant role in price discovery,
particularly in high-volume and liquid stocks, while BSE tends to follow NSE’s price signals.

2.4 Rao and Shankaraiah (2014) analyzed intraday data and concluded that the bid-ask spreads
on NSE are narrower, indicating better liquidity and lower transaction costs.

3. Objectives of the Study
o To evaluate the efficiency levels of NSE and BSE.
o To analyze liquidity, price discovery, and transparency aspects.

o To identify the challenges and strengths of both exchanges.

4. Research Methodology

This study is based on the use of secondary data, which has been systematically collected from a
variety of credible and authoritative sources. The primary sources include reports published by
the Securities and Exchange Board of India (SEBI) — the regulatory body overseeing capital
markets in India — as well as official data retrieved from the websites of the National Stock
Exchange (NSE) and Bombay Stock Exchange (BSE). These platforms provide comprehensive
and up-to-date statistical and operational information, including trading volumes, historical data,
policy updates, and performance indicators.

In addition to institutional sources, the study draws from academic literature and empirical
studies published in peer-reviewed journals, working papers, and financial research repositories.
This inclusion of scholarly work provides a theoretical and empirical foundation for
understanding the operational and informational efficiency of stock exchanges and allows for
comparisons with international benchmarks and past findings.

To ensure a comprehensive evaluation, the study employs a combination of qualitative and
quantitative metrics. Quantitative indicators include:

e Average Daily Turnover: This metric measures the total value of securities traded on a
given exchange within a day, reflecting the exchange's liquidity and trading activity.

o Bid-Ask Spread: The difference between the highest price a buyer is willing to pay (bid)
and the lowest price a seller is willing to accept (ask). A narrower bid-ask spread
indicates higher market efficiency and lower transaction costs.

o Price Volatility: This refers to the degree of variation in stock prices over a period of
time and is used to assess the sensitivity of the market to new information and investor
sentiment.

Qualitative aspects involve the analysis of market structure, technological adoption, investor
participation, and regulatory practices. These dimensions help contextualize the quantitative
findings and provide insights into the institutional and systemic factors influencing exchange
efficiency.
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By integrating both data types, the study seeks to provide a holistic comparison of NSE and BSE,
identifying patterns, performance gaps, and the implications of technological and policy
developments on market behavior. This mixed-method approach ensures robustness in the
findings and supports well-rounded conclusions about the relative efficiency of the two major
Indian stock exchanges.

5. Comparative Analysis: NSE vs BSE

5.1. Technological Infrastructure

Factor NSE BSE

First fully automated electronic trading | Shifted to electronic (BOLT)

Trading Mechanism (NEAT) in 1995

Improved recently but still

Speed Lower latency (milliseconds) marginally higher latency

Algorithmic trading, co-location Recent upgrades but lagged

Innovations . L
services initially

Interpretation:
NSE pioneered technological upgrades earlier, giving it a first-mover advantage in attracting
volume-driven traders.

5.2. Liquidity and Volume

Factor NSE BSE

Average Daily Turnover

(Cash Segment, FY24) %65,000 crores approx. 5,500 crores approx.
Derivatives Trading Global leader Comparatively lower volume

Interpretation:
Higher liquidity at NSE leads to narrower bid-ask spreads and faster execution, contributing to
greater efficiency.

5.3. Price Discovery

Studies (Patel and Patel, 2012) suggest NSE dominates in leading price discovery, especially in
high-volume stocks. BSE often follows NSE price trends in the same securities.

Metric NSE BSE

Lead in Price Discovery 75%-80% of time 20%-25% of time
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Interpretation:
NSE's deeper order book and faster information assimilation enhance its role in price discovery.

5.4. Regulatory Compliance and Governance

Both exchanges operate under SEBI’s framework, but:

Factor NSE BSE
Recent Issues Co-location controversy Fewer controversies
(2015)
Governance Measures Strengthened post-controversy | Steady adherence
Interpretation:

While NSE faced governance scrutiny, post-reforms have further tightened its compliance
standards. BSE has maintained a conservative, compliance-driven image.

5.5. Investor Base and Accessibility

Factor NSE BSE
Number of Active Investors Higher Growing but lower
SME Platform Emerge BSE SME (more active in SME
listings)
Interpretation:

NSE dominates retail and institutional segments, while BSE has carved a niche in SME and
startup listings.

6. Challenges Faced
NSE:

o Reputation damage from the co-location controversy.

o Higher costs for technological participation (co-location fees).
BSE:

e Perception lag as "secondary" to NSE.

o Struggles to match liquidity despite technology upgrades.
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7. Conclusion

Both NSE and BSE have significantly contributed to making Indian markets more efficient,
transparent, and investor-friendly. However, NSE has maintained a consistent lead in terms of
liquidity, speed, technological prowess, and price discovery capabilities. BSE, despite its rich
legacy, has positioned itself in niche areas such as SME listings and debt market platforms but
lags in trading volume and price leadership.

In terms of overall market efficiency, NSE emerges slightly superior due to its deeper market
integration, faster dissemination of information, and stronger liquidity pool. BSE continues to be
crucial for diversification and has potential to grow with continuous technological investments
and differentiated market offerings.

8. Recommendations

e For BSE: Focus on niche markets like ESG investing, startups, and SME sectors to
differentiate itself.

e For NSE: Continue enhancing governance and diversify offerings to maintain investor
trust.

e For Regulators (SEBI): Encourage competitive neutrality, lower entry barriers for
brokers across exchanges, and promote interoperable systems.

o For Investors: Diversify across both exchanges to leverage opportunities.
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