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Abstract:

This research paper provides a comprehensive analysis of the Securities and Exchange Board of India's (SEBI)
regulatory framework and initiatives aimed at investor protection within the Indian capital market. It explores SEBI's
foundational mandate, its multi-faceted approach encompassing market intermediary regulation, stringent disclosure
requirements, and robust enforcement actions against malpractices like insider trading and market manipulation. The
paper details key safeguarding mechanisms such as investor education programs, the SCORES grievance redressal
platform, and the Investor Protection and Education Fund. Through an examination of SEBI's interventions, including
a case study on the Jane Street allegations and retail investor losses in derivatives, the report assesses their impact on
fostering market integrity and investor confidence. It further identifies persistent challenges, including the evolving
nature of financial scams, financial literacy gaps, and the delicate balance between regulatory burden and market
growth. Finally, the paper discusses future trends and proposed reforms, such as leveraging advanced technologies and
strengthening regulations for new financial instruments, offering recommendations for further enhancing investor
protection in India's dynamic capital market.
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1. Introduction
Overview of the Indian Capital Market Landscape

The Indian capital market stands as a vital pillar of the nation's economic architecture, serving as a critical conduit for
capital formation and investment. Its robust functioning, characterized by efficiency, transparency, and integrity, is
indispensable for both domestic and international investors. This market encompasses diverse segments, including
equities, bonds, mutual funds, and complex derivatives, engaging a multitude of participants from individual retail
investors to sophisticated institutional players.' The inherent complexity and dynamic nature of this financial ecosystem
necessitate a strong and adaptive regulatory oversight to ensure its stability and fairness.

Establishment and Core Mandate of SEBI

In response to the growing need for a dedicated and authoritative regulator for India's burgeoning capital markets, the
Securities and Exchange Board of India (SEBI) was established in 1992." SEBI's foundational mandate, as enshrined in
the SEBI Act, 1992, articulates a clear dual objective: primarily, to protect the interests of investors in securities, and
secondarily, to promote the development and regulation of the securities market.! This dual role positions SEBI as both
a vigilant guardian of investor interests and a proactive facilitator of market growth and evolution.

The Paramount Importance of Investor Protection in Capital Markets

Investor confidence forms the bedrock of a thriving securities market. Without adequate protection, investors may
become hesitant to commit capital, thereby impeding capital formation and broader economic growth.? The traditional
principle of "Caveat Emptor," or "buyer beware," suggests that investors bear a significant responsibility for their
investment decisions.” However, the intricate and often opaque nature of modern financial transactions, coupled with
the potential for sophisticated market manipulation, renders this principle insufficient as the sole protective mechanism.

The very existence and continuous evolution of SEBI's regulations underscore a societal and governmental recognition
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that market integrity and investor confidence demand active regulatory intervention, extending beyond mere individual
vigilance.” This evolution reflects a fundamental shift from a purely "buyer beware" market to one where a proactive
regulatory stance is deemed essential to ensure fairness and prevent systemic harm.

SEBI's dual mandate further necessitates a continuous balancing act. For instance, while investor protection measures
are crucial, they must be carefully calibrated to avoid stifling innovation or market growth. SEBI's efforts to curb
speculative trading, such as increasing lot sizes in derivatives, are designed to shield retail investors from excessive
losses.” However, such measures can also influence market liquidity and participation dynamics. The ongoing challenge
for SEBI lies in implementing policies that effectively safeguard investors without unduly hindering market efficiency,
innovation, or the vital process of capital formation. This requires a dynamic regulatory approach, constantly evaluating
the trade-offs between ensuring market safety and fostering its development, as evidenced by the continuous dialogue
surrounding regulatory burdens.® Investor protection, therefore, is not merely about safeguarding individual investments
but is intrinsically linked to ensuring the overall health, efficiency, and transparency of the financial system.”

2. SEBI's Regulatory Framework for Investor Protection
Legal Foundations: The SEBI Act, 1992, and its Objectives

The Securities and Exchange Board of India Act of 1992 provides the statutory backbone for SEBI's extensive powers
and functions, unequivocally prioritizing investor protection. Section 11(2) of this Act specifically empowers SEBI to
undertake a range of crucial activities: preventing unfair trade practices, regulating takeovers and acquisitions,
promoting investor education, monitoring stock exchanges, establishing the Investor Protection Fund (IPF), regulating
various market intermediaries, and enhancing disclosure requirements.’ These provisions form the legal bedrock upon
which SEBI constructs its comprehensive protective framework.

Regulation of Market Intermediaries and Participants

SEBI plays a central role in regulating and overseeing a wide array of market participants crucial to the Indian capital
market ecosystem. This includes major stock exchanges like the Bombay Stock Exchange (BSE) and the National Stock
Exchange (NSE), as well as brokers, mutual funds, portfolio managers, credit rating agencies, and foreign portfolio
investors.' This extensive oversight is designed to ensure fair trading practices, prevent market manipulation and fraud,
and maintain overall integrity across the entire market.! A key mechanism in this regard is the mandatory registration
of entities with SEBI, which ensures a level playing field and shields investors from unauthorized operations. '’

Disclosure Requirements and Transparency Standards

A fundamental pillar of investor protection is ensuring that investors have access to accurate and timely information,
which is indispensable for making informed investment decisions." SEBI mandates comprehensive disclosure
requirements for companies, encompassing details about their financial health, performance, and any material events
that could impact their stock price.! This also extends to continuous disclosures and compliance with the Listing
Obligations and Disclosure Requirements (LODR).!" Furthermore, SEBI has introduced Investor Charters for various
entities, including Real Estate Investment Trusts (REITs), Infrastructure Investment Trusts (InvITs), Research Analysts,
and Investment Advisers. These charters serve to codify investor rights and service standards, thereby promoting
transparency in grievance handling and service delivery.'?

Combating Market Malpractices: Insider Trading, Fraud, and Manipulation

SEBI employs sophisticated surveillance systems designed to monitor trading activities in real-time, detect
irregularities, and identify potential manipulative practices." Regulations such as the Prohibition of Insider Trading
Regulations, 2015, and the Prohibition of Fraudulent and Unfair Trade Practices Regulations are critical instruments in
preventing illegal activities within the market.'” The recent case involving the US trading firm Jane Street serves as a
significant illustration of SEBI's direct intervention against alleged index manipulation. In this instance, SEBI barred
the firm and mandated the surrender of unlawful profits amounting to ¥4,843.57 crore for purported index manipulation
during expiry days.'® This action unequivocally demonstrates SEBI's robust enforcement capacity.

The Jane Street case highlights that market manipulation has evolved beyond traditional forms to encompass highly
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sophisticated, technology-driven strategies. This necessitates a corresponding evolution in regulatory surveillance and
enforcement. SEBI's investment in advanced technologies like Artificial Intelligence (Al) and Machine Learning (ML),
coupled with real-time monitoring capabilities '*, represents a direct response to this challenge. This indicates a
proactive shift towards data-driven regulatory oversight, where the effectiveness of SEBI's measures hinges on its
continuous ability to anticipate and counter increasingly complex manipulative schemes, reflecting a perpetual
regulatory arms race.

SEBI's regulatory framework embodies a blend of proactive and reactive strategies. Proactive measures involve
establishing stringent disclosure norms, regulating intermediaries, and promoting investor education to prevent
malpractices from occurring in the first place. Reactive measures, conversely, entail surveillance, investigations, and
decisive enforcement actions, such as the Jane Street ban, to address violations once they manifest. The balance between
these two approaches is paramount: robust proactive measures reduce the incidence of misconduct, while swift and
resolute reactive enforcement deters future violations and restores market confidence. The continuous updates to
regulations, as evidenced by various circulars '?, demonstrate a commitment to proactive adaptation, while specific
high-profile cases underscore the indispensable nature of strong reactive capabilities.

Enhancing Corporate Governance Norms

SEBI consistently updates and strengthens corporate governance standards across the Indian capital market. This
includes regulations pertaining to the composition and functions of audit committees, the disclosure and approval of
related party transactions, and the roles and responsibilities of key managerial personnel.'” These measures are designed
to ensure the credibility and transparency of corporate systems, thereby enabling investors to make well-informed
investment decisions and providing them with fair exit options when necessary.”

Table 1: Key SEBI Regulatory Frameworks and Initiatives for Investor Protection

Regulation/Initiative Name Primary  Objective(s) related to

Investor Protection

Key Features/Mechanisms

SEBI Act, 1992 Legal foundation for investor | Empowers SEBI to prevent unfair trade

protection, market development, and
regulation.

practices, regulate takeovers, promote
education, monitor exchanges, regulate
intermediaries, enhance disclosures.

LODR (Listing Obligations and
Disclosure Requirements)

Ensure transparency and timely
information for informed investment

decisions.

Mandates comprehensive disclosures
for listed companies on financial health,
performance, and material events.

SCORES (SEBI
Redress System)

Complaints

Efficient and centralized resolution of
investor grievances.

Web-based platform for lodging and
tracking complaints against listed
entities and intermediaries; resolved
over 50,000 complaints in 2023.

IEPF/IPF (Investor Protection
and Education Fund)

Compensate investors in case of broker
defaults and fund investor education.

Provides financial compensation; funds
awareness campaigns using unclaimed
dividends and other sources.

Investor Charters (for InvITs,
REITs, RAs, 1As)

Codify investor rights, responsibilities,

and service standards; enhance

transparency.

Mandate display and dissemination of
charters; include measurable timelines
for grievance resolution.

T+0 Rolling Settlement (Beta)

Improve cost and time efficiency,
transparency, and risk management in
settlements.

Optional shortened settlement cycle,
enhancing safety for client assets.

Jane Street Enforcement

Combat market
manipulation and deter fraudulent

activities.

sophisticated

Barred firm, ordered disgorgement of
unlawful profits (34,843.57 crore) for
alleged index manipulation.
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3. Key Initiatives and Mechanisms for Investor Safeguarding
Investor Education and Awareness Programs

SEBI operates on the principle that an informed investor is a protected investor, actively promoting financial literacy
across India.! These initiatives encompass a wide range of resources, including the dissemination of information flyers
and pamphlets, regular educational programs conducted by SEBI-registered investor associations and stock exchanges,
and extensive online resources available on the SEBI Investor website.” The Investor Education and Protection Fund
(IEPF), established under the Companies Act, 2013, significantly bolsters these efforts by providing funding for
awareness campaigns and offering crucial information on market operations, volatility, investor rights, and investment
rules.” The SEBI Investor website, for instance, features core educational sections such as "Money Matters,"
"Investment," and "Securities Market Investment," alongside "Topics of Interest" that address prevalent scams, due
diligence practices, and fundamental market concepts.'®

This comprehensive approach reflects an evolution in SEBI's strategy, moving beyond merely protecting investors from
wrongdoing to actively empowering them through education and clearly defined rights. This shift acknowledges that
regulatory oversight alone is insufficient; investors must be equipped with knowledge and clear expectations to navigate
complex markets and make informed decisions. The emphasis on financial literacy and the explicit articulation of
investor rights via charters aims to cultivate a more resilient investor base, capable of self-protection and effective
utilization of grievance mechanisms. This suggests a progression towards a co-regulatory model where informed
investors serve as an additional layer of market discipline.

Grievance Redressal Systems: The SCORES Platform and Beyond

SEBI has established robust and accessible mechanisms for addressing investor grievances, recognizing that effective
redressal is fundamental to restoring and maintaining investor confidence.”? The SCORES (SEBI Complaints Redress
System) platform, initially launched in June 2011 and subsequently upgraded to SCORES 2.0, serves as a centralized,
web-based system that allows investors to easily lodge and track complaints against listed companies and various market
intermediaries.” The operational efficacy of this system is evident in its performance: in 2023, SCORES successfully
resolved over 50,000 complaints.'" This high volume of resolved complaints is a critical indicator of operational
effectiveness and a significant contributor to investor confidence. Efficient grievance redressal directly addresses
common investor concerns such as non-receipts of refunds or share certificates, delays, and malpractices 2,
demonstrating that the regulator is responsive and capable of delivering justice. This responsiveness reinforces trust in
the market system, encouraging continued participation even when issues arise, thereby contributing to overall market
stability and growth. The ability to resolve disputes efficiently transforms abstract regulatory promises into tangible
benefits for individual investors. Beyond SCORES, the concept of an Ombudsman for Securities Markets has also been
explored as an alternative, efficient redressal mechanism, particularly for compensation-related grievances.’

Enforcement Actions and Investigations

SEBI's enforcement capacity is paramount for deterring misconduct and upholding market integrity.! Its investigative
process typically involves primary investigations, followed by formal inquiries, and culminating in subsequent legal
proceedings.” SEBI possesses broad authority to impose penalties, disgorge ill-gotten gains, suspend trading activities,
and even ban individuals from participating in the securities market.'* High-profile enforcement actions against entities
such as Jane Street '°, and historical precedents like the actions taken in the Harshad Mehta (1992) and Sahara (2011)
cases, powerfully demonstrate SEBI's disciplinary prowess and its commitment to holding wrongdoers accountable. '’

The Role of the Investor Protection and Education Fund (IEPF/IPF)

The Investor Protection and Education Fund (IEPF), also referred to as the Investor Protection Fund (IPF) in some
contexts °, plays a crucial role in providing a financial safety net for investors. This fund is designed to compensate
investors in instances of defaults by brokers, offering an additional layer of security.’ Beyond compensation, the IEPF
is instrumental in funding investor education and awareness activities, drawing its resources from unclaimed dividends,
matured deposits, and other specified sources.’
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Introduction and Impact of Investor Charters

SEBI has proactively introduced Investor Charters for various market participants, including InvITs, REITs, Research
Analysts, and Investment Advisers.'” These charters are designed to explicitly codify investor rights, responsibilities,
and service standards. A key aspect of their implementation is the mandatory display and dissemination of these
charters, ensuring transparency and accountability from regulated entities.'? Furthermore, these charters incorporate
measurable timelines for grievance resolution, enhancing the efficiency and predictability of the redressal process for
investors.'?

Measures for Trading Convenience and Risk Monitoring

SEBI continuously introduces and refines measures aimed at enhancing trading convenience and strengthening risk
monitoring across the capital market. One such initiative is the optional 'ASBA-like' facility, which allows investors to
trade in the secondary market while their funds remain blocked in their bank accounts, rather than being transferred
upfront to the broker."” This mechanism allows investors to continue earning interest on their funds and provides
enhanced protection for their cash collateral and pay-in.

Another significant development is the introduction of the Beta Version of the T+0 Rolling Settlement Cycle. This
shortened settlement cycle aims to improve cost and time efficiency, enhance transparency in charges to investors, and
fortify risk management frameworks at Clearing Corporations (CCs) and across the broader securities market
ecosystem.'” Furthermore, the implementation of Upstreaming of Client Funds Collateral to Clearing Corporations
mandates members to transfer all client collateral as cash collateral to the CCs or invest it in permitted assets and
lien/pledge such assets in favor of the CC, thereby significantly enhancing the safety of client assets.”

To provide a safety net during technical disruptions, the Investor Risk Reduction Access (IRRA) platform has been
established. This platform enables investors to square off their open positions and cancel pending orders in the event of
serious disruptions to trading services provided by their brokers.'” Complementing these measures, NSE Clearing
maintains robust risk management systems, which include real-time position monitoring, Value at Risk (VaR) margins,
and the Standard Portfolio Analysis of Risk (SPAN) system. These systems underpin investor protection by ensuring
settlement integrity and mitigating counterparty risk.”’ The consistent maintenance of a '"AAA/Stable' credit rating for
NSE Clearing for 16 consecutive years further attests to its rigorous risk management controls and adequate settlement
guarantee cover.”’

4. Impact and Effectiveness of SEBI's Interventions
Building Investor Confidence and Fostering Market Integrity

SEBI's comprehensive framework, which integrates regulatory directives, enforcement operations, and educational
measures, is meticulously designed to build investor confidence and cultivate fair market conditions.” The guidelines
provided to market intermediaries, coupled with stringent disclosure and compliance frameworks, are instrumental in
instilling trust among market participants.'' Furthermore, SEBI's embrace of technological and structural reforms,
including the adaptation of frameworks for ESG (Environmental, Social, and Governance) investing and digital finance,
has demonstrably strengthened market transparency and resilience.'!

Case Study: The Jane Street Allegations and Retail Investor Losses in Derivatives

The Jane Street case serves as a poignant illustration of SEBI's active and decisive role in combating sophisticated
market manipulation. SEBI took stringent action against the firm, barring it from domestic markets and ordering the
disgorgement of unlawful profits amounting to ¥4,843.57 crore for alleged index manipulation during expiry days."
This case is particularly significant when viewed against the backdrop of substantial losses incurred by Indian retail
investors in derivatives trading. Recent SEBI data indicates that these losses escalated to X1.05 lakh crore in FY25, a
notable increase from X75,000 crore in FY24.'° Despite a significant surge in retail participation, with 96 lakh individual
derivative traders in FY235, approximately 91% of equity derivative traders consistently incur losses. '

This situation highlights a critical observation: the rapid growth of the Indian capital market, particularly in complex
instruments like derivatives, has brought both opportunities and significant risks for retail investors. The "explosion in
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index options trading on expiry day" '° suggests that market innovation, if not adequately understood or managed by

individual investors, can lead to substantial financial detriment. This points to a crucial challenge for SEBI: how to
foster market growth and innovation while simultaneously protecting a burgeoning retail investor base that may lack
the sophistication to navigate volatile and complex segments. The Jane Street case further exemplifies how institutional
advantages can exacerbate retail losses, highlighting a structural imbalance that regulation must address.

In response to these concerns, SEBI introduced several regulatory measures in November 2024, including restricting
weekly expiries to benchmark indices like Nifty and Sensex, increasing lot sizes, and raising margins for expiry day
trading.’ Initial results from December 2024 to May 2025 indicate that these interventions are beginning to have an
effect, with index options trading volume decreasing by 9% year-on-year in premium terms and 29% in notional terms.
The count of unique individual traders also reduced by 20% compared to the previous year.'® Nevertheless, the situation
underscores the inherent vulnerability of retail traders when confronted with sophisticated algorithmic trading and well-
funded institutional participants, raising fundamental questions about whether retail traders are disadvantaged due to a
lack of skill or underlying structural issues within the market.

Table 2: Retail Investor Performance in Indian Derivatives Market (FY22-FY25)

Fiscal Year Total Retail Losses | Number of | Average Losses per | Percentage of
(X Crore) Individual Individual (%) Traders Making
Derivative  Traders Losses
(Lakhs)
FY22 40,824 42.7 - -
FY24 75,000 86.3 86,728 91%
FY25 1,05,000 96 1,10,069 91%

Statistical Analysis of Grievance Resolution and Enforcement Outcomes

SEBI's effectiveness is partly quantifiable through its grievance resolution statistics. For instance, the SCORES platform
successfully resolved over 50,000 complaints in 2023.!"" This demonstrates SEBI's operational output and its
commitment to addressing investor concerns. Enforcement statistics, encompassing show cause notices, adjudication
orders, total penalties imposed, and prosecution cases filed, provide further quantitative evidence of SEBI's disciplinary
actions.'’

While statistics on grievance resolution and enforcement actions demonstrate SEBI's operational output, they do not
fully capture the qualitative impact on investor confidence or the true extent of market manipulation. For example, the
consistently high percentage of retail traders incurring losses in derivatives (91%) '° suggests that even with robust
regulatory frameworks, systemic issues or inherent market characteristics can lead to widespread investor detriment.
Therefore, while quantitative data is essential for assessing regulatory activity, a holistic evaluation of effectiveness
requires considering broader market outcomes and the actual financial well-being of investors, not solely the number
of complaints processed or fines levied. This points to the need for continuous research into the actual impact of
regulations on investor behavior and outcomes.

Operational metrics from the NSE Clearing Limited's annual report for FY 2023-24 further reflect market integrity and
investor protection. The report highlights timely settlements, low short deliveries (averaging 0.12%), and the presence
of robust risk management systems such as VaR and SPAN.?’ The consistent maintenance of a 'AAA/Stable' credit
rating for NSE Clearing for 16 consecutive years also signifies strong risk management controls and adequate settlement
guarantee cover, which indirectly contributes to investor safety by minimizing counterparty risk and ensuring timely
settlement.
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Table 3: SEBI's Grievance Redressal and Enforcement Statistics (Illustrative)

Metric Year(s) Value/Quantity

SCORES Complaints Resolved 2023 >50,000

Enforcement Statistics (Show Cause | 2020-2023 Details not fully available in
Notices, Adjudication Orders, Total snippets, but acknowledged as
Penalties Imposed, Prosecution tracked metrics.

Cases Filed)

5. Challenges and Limitations in SEBI's Investor Protection Efforts
Gaps in Regulatory Implementation and Addressing Arbitrage

Despite the establishment of a robust regulatory framework, SEBI faces ongoing challenges related to the slow
implementation of certain rules and the presence of conflicted regulations.!! SEBI is actively working to address
potential regulatory arbitrage, as evidenced by its circulars concerning Offshore Derivative Instruments (ODIs) and
Foreign Portfolio Investors (FPIs).'? A notable development in this area is the proposal to allow Credit Rating Agencies
(CRAs) to rate instruments that fall outside SEBI's direct regulatory purview. While this offers market flexibility, it
concurrently raises concerns that SEBI's investor protection mechanisms may not extend to grievances or disputes
related to such activities.

The Evolving Landscape of Financial Scams and Market Manipulation

The inherent complexity of financial transactions makes it challenging to anticipate and monitor every potential scam
or fraudulent practice.” The Jane Street case vividly illustrates how sophisticated algorithmic strategies can be employed
for market manipulation, posing a continuous and evolving challenge to SEBI's surveillance and enforcement
capabilities.'> Furthermore, SEBI actively issues warnings regarding the proliferation of securities market frauds
perpetrated through social media platforms, such as YouTube, Facebook, and X.

Addressing Financial Literacy Deficiencies among Investors

A significant and persistent obstacle to comprehensive investor protection is the insufficient financial awareness
prevalent among modest investors, particularly those in rural areas.'' The stark statistic that 91% of retail investors

consistently lose money in derivatives trading '°

suggests a considerable gap in understanding market risks and
complexities, despite SEBI's extensive investor education efforts.” This points to a deeper challenge related to
behavioral biases and inherent information asymmetry. The persistent high rate of retail investor losses in derivatives,
even with SEBI's extensive investor education initiatives, suggests that financial literacy alone may not be sufficient.
This situation highlights the influence of behavioral biases, such as overconfidence or herd mentality, which often drive
speculative trading, and the inherent information asymmetry that exists between sophisticated institutional players like
Jane Street and individual investors. While SEBI can mandate disclosures and educate, it cannot fully mitigate
individual risk appetite or the structural advantages held by professional traders. This suggests a need for regulations
that not only inform but also potentially guide or restrict retail participation in excessively risky segments, or enhance

mechanisms to level the playing field.

Balancing Regulatory Burden with Market Growth and Innovation

SEBI operates within a fundamental tension between its protective mandate and its role in fostering market
development. While SEBI's stringent regulations are crucial for maintaining market integrity, they can sometimes be
perceived as imposing an increased compliance burden, potentially stifling market growth and innovation.® For
example, tightened FPI disclosure rules and new requirements for Research Analysts and Investment Advisers have
raised concerns about their impact on the ease of doing business in the Indian capital markets and their potential to lead
to FII/FPI divestment.® SEBI faces the delicate equilibrium of effectively protecting investors while simultaneously
fostering a healthy and innovative market environment.” Overly prescriptive or burdensome regulations, while intended
to safeguard investors, can inadvertently deter foreign investment, impede market innovation (e.g., the development of
new financial products or trading strategies), and increase operational costs for market participants. The challenge lies
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in designing regulations that are effective in preventing harm without creating disproportionate barriers to entry or
growth, thereby ensuring that India remains an attractive and competitive capital market. This necessitates continuous
dialogue with stakeholders and a willingness to adapt regulations based on their real-world impact.

6. Future Trends and Proposed Reforms in SEBI Regulations
Leveraging Technology: AL, Machine Learning, and Blockchain in Regulatory Oversight

SEBI is increasingly integrating cutting-edge technology into its regulatory framework to significantly enhance its
capabilities in detecting and preventing market manipulation.'* This strategic adoption includes advanced data analytics,
Artificial Intelligence (AI), and Machine Learning (ML) to efficiently process vast volumes of trading data, identify
complex patterns, and detect subtle anomalies that may indicate manipulative practices.'* Furthermore, SEBI is actively
exploring blockchain technology to improve transparency and reduce manipulation risks by leveraging its immutable
transaction records.'* This forward-looking approach also extends to setting clear requirements for Research Analysts
utilizing Al tools, ensuring data security and proper disclosure.® The rapid pace of technological innovation in financial
markets necessitates that regulatory frameworks are continuously updated and enhanced. Traditional surveillance
methods are often insufficient against the sophistication of algorithmic trading and cyber-enabled frauds. SEBI's
proactive adoption and exploration of advanced technologies are not merely improvements but are essential for
maintaining regulatory effectiveness and investor protection in a digitally driven market. This signifies a shift towards
a "RegTech" (Regulatory Technology) approach, where technology is embedded within the regulatory process itself to
identify, monitor, and enforce compliance more efficiently and effectively.

Strengthening Regulations for Asset Management Companies (AMCs) and Pooled Funds

SEBI is currently undertaking a comprehensive review of the regulatory framework governing Asset Management
Companies (AMCs) of mutual funds.”” This review aims to address critical concerns such as potential conflicts of
interest, regulatory arbitrage, and unfair asset transfers that could disadvantage retail investors. Proposed reforms
include prohibiting the transfer of securities between mutual fund schemes and pooled, non-broad-based funds to
safeguard retail investors' interests.”? Additionally, SEBI is outlining stringent safeguards for AMCs that offer services
to pooled funds, requiring these funds to be regulated either domestically or in foreign jurisdictions that comply with
Financial Action Task Force (FATF) or IOSCO Multilateral Memorandum of Understanding (MMOU) standards.

Expanding the Purview of Credit Rating Agencies (CRAs)

SEBI is considering a proposal to permit Credit Rating Agencies (CRAs) to rate financial instruments that fall under
the purview of other financial sector regulators, even in instances where specific rating guidelines from those regulators
may not yet exist.” This expansion would be subject to strict conditions, including the mandatory establishment of
separate business units (SBUs) for such activities, the maintenance of independent records, distinct personnel, and clear
disclaimers. These disclaimers would explicitly state that SEBI's investor protection mechanisms will not apply to
grievances or disputes related to these non-regulated activities.” While this proposal expands the scope of CRAs, it
simultaneously highlights a potential regulatory gap in investor protection. By explicitly stating that SEBI's protective
mechanisms will not apply to non-SEBI regulated activities, it creates a scenario where investors engaging with such
instruments might lack the same level of recourse. This raises a critical question about inter-regulatory coordination and
whether other financial sector regulators will step in to fill this protection void, or if it will create a segment of the
market where investors are inherently more exposed. This underscores the complexity of regulating an increasingly
interconnected financial system with overlapping jurisdictions.

Focus on Environmental, Social, and Governance (ESG) Disclosures

In a concerted effort to align with global standards, SEBI, in collaboration with the Reserve Bank of India (RBI), is
actively integrating climate-related financial risks into regulatory regimes.>> As part of this initiative, a consultation
paper has been issued to solicit public comments on recommendations for the Business Responsibility and Sustainability
Report (BRSR), with the aim of simplifying compliance and reducing associated costs.”* Proposed changes include
adopting a voluntary disclosure approach for ESG disclosures concerning the value chain for FY 2024-25 and
transitioning from a mandatory "assurance" to a less burdensome "assessment" for BRSR Core disclosures, thereby
easing the compliance load for companies.”> SEBI's continuous issuance of consultation papers and proposed reforms
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in areas like ESG, CRAs, and pooled funds demonstrates a proactive regulatory stance aimed at anticipating and
addressing emerging risks and opportunities in the evolving financial landscape. This forward-thinking approach is
crucial for maintaining market relevance and effectiveness. It indicates that SEBI is not merely reacting to past issues
but is actively shaping the future regulatory environment to ensure investor protection remains robust amidst new
financial products, technologies, and global trends. This adaptability is key to long-term market stability.

7. Conclusion
Summary of SEBI's Achievements and Ongoing Role

SEBI has played a transformative role in shaping the Indian capital market, evolving from its establishment in 1992 into
a sophisticated and proactive regulator.' Its multi-pronged approach, characterized by robust regulatory frameworks,
stringent enforcement actions, comprehensive investor education programs, and efficient grievance redressal
mechanisms, has significantly contributed to fostering market integrity and bolstering investor confidence.! Key
achievements include the operationalization and continuous enhancement of the SCORES platform, the introduction of
Investor Charters across various segments, and ongoing updates to market infrastructure and trading mechanisms, such
as the T+0 settlement cycle and enhanced client fund protection measures.

Recommendations for Further Strengthening Investor Protection

To further strengthen investor protection in the dynamic Indian capital market, several key recommendations emerge
from the analysis:

e Enhanced Financial Literacy for Complex Instruments: Given the significant retail losses observed in
derivatives trading, there is a critical need for more targeted and impactful investor education programs specifically
tailored for complex financial instruments. This could involve mandatory, simplified risk disclosures, clear
explanations of futures and options mechanics, and potentially even suitability assessments to guide retail
participation in highly volatile segments.

e Seamless Inter-Regulatory Coordination: As SEBI's regulatory purview expands or overlaps with that of
other Financial Sector Regulators (FSRs), particularly in areas like CRAs rating non-SEBI regulated instruments,
robust coordination mechanisms are vital. This is to ensure that no investor protection gaps emerge, potentially
through joint guidelines or shared grievance redressal protocols.

e Adaptive Enforcement against Digital Fraud: The increasing prevalence of "fake trading app scams" and

"stock market guru scams" '

necessitates continuous enhancement of SEBI's digital surveillance and enforcement
capabilities. This proactive adaptation is crucial to effectively combat technology-enabled frauds that exploit new
communication channels.

e Optimizing the Balance between Ease of Doing Business and Investor Safeguards: SEBI should continue
to refine its regulations to strike an optimal balance between protecting investors and minimizing compliance
burdens. Regulations should not unduly deter legitimate market activity or innovation. This requires ongoing
stakeholder consultation and rigorous impact assessments to ensure that regulatory changes achieve their intended

protective goals without inadvertently hindering market growth.
Outlook for Investor Protection in the Evolving Indian Capital Market

The Indian capital market remains a dynamic landscape, characterized by increasing retail participation, rapid
technological advancements, and evolving global financial trends.'' SEBI's demonstrated commitment to leveraging
cutting-edge technologies like Al, ML, and blockchain, coupled with its proactive approach to strengthening regulations
for new financial products such as Asset Management Companies (AMCs) and pooled funds, positions it well to address
future challenges.'* The imperative of continuous regulatory adaptation in a digital age is paramount. The rapid pace of
technological innovation in financial markets means that regulatory frameworks must be continuously updated and
enhanced. Traditional surveillance methods are often insufficient against algorithmic trading and cyber-enabled frauds.
SEBI's proactive adoption and exploration of advanced technologies are not merely improvements but are essential for
maintaining regulatory effectiveness and investor protection in a digitally driven market. This implies a shift towards a
"RegTech" approach, where technology is embedded within the regulatory process itself to identify, monitor, and
enforce compliance more efficiently and effectively.
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Furthermore, investor protection is consistently highlighted as a fundamental prerequisite for broader economic
development. A secure and transparent capital market attracts both domestic and foreign investment, facilitates efficient
capital allocation, and supports corporate growth, all of which are vital for national economic prosperity.' Therefore,
SEBI's efforts in investor protection are not isolated regulatory functions but are integral to India's economic strategy,
underscoring the systemic importance of a well-regulated financial market. The future of investor protection will depend
on SEBI's continued adaptability, its ability to foster a culture of informed investment, and its unwavering commitment
to market integrity in the face of increasingly sophisticated and unforeseen risks.

Table 4: Overview of NSE Clearing Limited's Settlement and Risk Management Statistics (FY 2023-24)

Category

Key Metric

Value/Figure

Capital Market Settlement

Average Value of Securities Handled
per settlement

%22,374.13 crores

Average Funds Pay-in per settlement

%5,297.39 crores

Average  Number of  Shares

Processed per settlement

9,530 lakhs

Short Deliveries per settlement

0.12%

Core Settlement Guarantee Fund
(March 2024)

780.40 crores

F&O Segment Settlement

Total Value of Settlement

%3,79,821.94 crores

Highest Daily Trading Volume %7,51,20,515.53 crores (Feb 14,
2024)
Core Settlement Guarantee Fund | %4,334.09 crores
(March 2024)
Risk Management VaR Margins Coverage 99% value at risk
SPAN System Portfolio-based margining

iSRM (InterCC Software Resiliency
Model)

Enhanced business continuity for
members

Other Achievements

CRISIL Corporate Credit Rating

'AAA/Stable' (16th consecutive year)
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