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Indian Economy + GS - llI

Explain how stock market fluctuations influence the
net worth of business promoters. Discuss the
broader significance of capital markets for India's

economic growth.
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Answer Hint

Market capitalisation; promoter shareholding; equity valuation; investor sentiment; capital formation;

investment mobilisation; wealth fluctuations; market regulation

Model Answer

Introduction

Stock markets facilitate the valuation and exchange of company shares. For business promoters holding

substantial equity, fluctuations in share prices can significantly influence their estimated net worth.
Impact of Market Fluctuations

A promoter's listed wealth depends partly on the market value of their shareholding. Rising share prices increase
the estimated value of these holdings, while falling prices reduce it. Such changes represent fluctuations in wealth

valuation and do not necessarily correspond to immediate changes in cash income or operating revenue.
Significance of Capital Markets

Capital markets mobilise household savings and channel funds towards businesses. They facilitate capital
formation, support corporate expansion, improve price discovery and provide investors with opportunities to

participate in economic growth. However, excessive speculation, volatility and inadequate disclosure can
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undermine investor confidence.
Way Forward

Strong regulatory oversight, transparent corporate disclosures, effective
investor protection and financial literacy are essential. Investors should
also assess business fundamentals rather than relying solely on short-term

price movements or wealth rankings.
Conclusion

Stock market valuations influence private wealth while capital markets
support economic development. Transparent regulation and informed
investment decisions are necessary for a stable and inclusive financial

ecosystem.
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