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ABSTRACT

The integrity of financial markets is fundamental to economic stability, investor confidence,
and efficient capital allocation. However, market manipulation remains one of the most
persistent threats to the fairness and transparency of securities markets worldwide. In the
Indian context, the rapid expansion of capital markets, increased retail participation, and
technological advancements have created both opportunities and vulnerabilities, making the
issue of market manipulation more complex and challenging. This research paper undertakes
a comprehensive analysis of market manipulation in the Indian securities market, focusing on

the regulatory framework and judicial responses that aim to curb such malpractices.

Market manipulation refers to deliberate actions undertaken to interfere with the free and fair
functioning of the market, often by creating artificial price movements, misleading investors,
or distorting trading volumes. Common forms include price rigging, insider trading, pump-
and-dump schemes, circular trading, front running, and dissemination of false or misleading
information. These practices undermine investor trust and can lead to severe financial losses,

particularly for retail investors who may lack access to timely and accurate information.

The Indian securities market is primarily regulated by the Securities and Exchange Board of
India (SEBI), which has been empowered through various legislative instruments, including
the SEBI Act, 1992, the Securities Contracts (Regulation) Act, 1956, and the Companies Act,
2013. SEBI has introduced several regulations to prevent fraudulent and unfair trade
practices, notably the SEBI (Prohibition of Fraudulent and Unfair Trade Practices Relating to
Securities Market) Regulations, 2003 (PFUTP Regulations), and the SEBI (Prohibition of
Insider Trading) Regulations, 2015. These frameworks aim to ensure transparency, fairness,

and accountability in the functioning of securities markets.

Page | 1912


http://www.ijlra.com/

www.ijlra.com
Volume 3 Issue 1 | March 2026 ISSN: 2582-6433

Despite the existence of a robust regulatory framework, enforcement challenges persist. The
dynamic nature of financial markets, coupled with sophisticated manipulation techniques,
often makes detection and prosecution difficult. Additionally, the burden of proof, evidentiary
complexities, and procedural delays can hinder effective enforcement. This paper critically
examines the effectiveness of SEBI’s regulatory mechanisms and enforcement strategies,

including surveillance systems, investigative powers, and adjudication processes.

A significant focus of this study is on the judicial response to market manipulation in India.
Indian courts, including the Securities Appellate Tribunal (SAT) and the Supreme Court, have
played a crucial role in interpreting securities laws and shaping enforcement practices.
Through landmark judgments, the judiciary has clarified the scope of fraudulent practices, the
standards of proof required, and the extent of SEBI’s powers. The paper analyses key judicial
pronouncements to assess how courts have balanced regulatory objectives with principles of

natural justice and due process.

Furthermore, the research highlights the evolving nature of market manipulation in the digital
era, where algorithmic trading, social media influence, and online trading platforms have
introduced new dimensions of risk. The emergence of “finfluencers” and coordinated online
trading activities poses fresh regulatory challenges, requiring continuous adaptation of legal

frameworks.

The study adopts a doctrinal research methodology, relying on primary sources such as
statutes, regulations, and case laws, as well as secondary sources including academic
literature, reports, and expert analyses. By synthesizing legal provisions with judicial
interpretations, the paper aims to provide a holistic understanding of the regulatory landscape

governing market manipulation in India.

In conclusion, while India has developed a comprehensive legal and regulatory framework to
combat market manipulation, the effectiveness of these measures depends on proactive
enforcement, technological advancement, and judicial support. The paper suggests the need
for stronger surveillance mechanisms, faster adjudication processes, increased investor
awareness, and enhanced coordination between regulatory authorities. Addressing these
challenges is essential to maintaining market integrity and fostering sustainable growth in

India’s securities market.
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INTRODUCTION

The securities market plays a pivotal role in the economic development of any nation by
facilitating capital formation, promoting investment, and ensuring efficient allocation of
financial resources. In India, the securities market has witnessed remarkable growth over the
past few decades, driven by liberalization policies, technological advancements, and increasing
participation from both institutional and retail investors. However, alongside this growth, the
market has also become susceptible to various forms of malpractices, among which market

manipulation remains one of the most significant concerns.

Market manipulation refers to deliberate attempts to interfere with the natural forces of demand
and supply in order to create artificial price movements or trading volumes in securities. Such
practices distort the true value of securities, mislead investors, and ultimately undermine the
integrity and efficiency of financial markets. In a developing economy like India, where
investor awareness is still evolving and retail participation is rapidly increasing, the impact of

market manipulation can be particularly severe.!

Historically, the Indian securities market has experienced several instances of manipulation
that exposed systemic vulnerabilities and regulatory gaps. The Harshad Mehta scam of 1992
and the Ketan Parekh scam of 2001 are notable examples that highlighted the extent to which
market forces could be distorted through fraudulent practices. These incidents not only resulted
in significant financial losses but also eroded investor confidence in the market. Consequently,
they acted as catalysts for regulatory reforms and the strengthening of institutional mechanisms

aimed at preventing such misconduct.

The establishment of the Securities and Exchange Board of India (SEBI) as a statutory regulator

marked a turning point in the governance of the Indian securities market. SEBI has been

! Securities and Exchange Board of India Act 1992, s 11.
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entrusted with the responsibility of protecting investor interests, promoting market
development, and regulating the securities market. Over time, SEBI has introduced a
comprehensive set of regulations to combat market manipulation, including the SEBI
(Prohibition of Fraudulent and Unfair Trade Practices Relating to Securities Market)
Regulations, 2003 (PFUTP Regulations), and the SEBI (Prohibition of Insider Trading)
Regulations, 2015. These regulations aim to prohibit a wide range of manipulative activities,
such as price rigging, circular trading, front running, and dissemination of false or misleading

information.?

Despite the existence of an elaborate regulatory framework, market manipulation continues to
pose challenges due to the evolving nature of financial markets and the increasing
sophistication of fraudulent schemes. The advent of algorithmic trading, high-frequency
trading, and the use of digital platforms has introduced new complexities in monitoring and
detecting manipulative practices. Additionally, the rise of social media and online investment
communities has facilitated the rapid spread of information both accurate and misleading

thereby influencing market behavior in unprecedented ways.®

In this context, the role of regulatory authorities alone is not sufficient to address the problem.
The judiciary plays an equally crucial role in interpreting laws, adjudicating disputes, and
ensuring that regulatory actions adhere to principles of fairness and justice. Judicial bodies such
as the Securities Appellate Tribunal (SAT) and higher courts have significantly contributed to
shaping the legal framework governing market manipulation. Through their decisions, they
have clarified ambiguities in the law, established standards of proof, and delineated the scope

of regulatory powers.

This research paper seeks to examine the issue of market manipulation in the Indian securities
market from both regulatory and judicial perspectives. It aims to analyze the effectiveness of
existing legal provisions, evaluate the role of SEBI in enforcing these provisions, and assess
the impact of judicial decisions on the development of securities law. By doing so, the study

intends to identify gaps in the current framework and suggest measures for improvement.

2 Securities and Exchange Board of India (Prohibition of Fraudulent and Unfair Trade Practices Relating to
Securities Market) Regulations 2003, reg 3.
3 M.Y. Khan, Indian Financial System (10th edn, McGraw Hill 2019) 312.
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Furthermore, the paper also considers the broader implications of market manipulation on
investor confidence and market efficiency. A transparent and well-regulated securities market
is essential for attracting both domestic and foreign investment. Therefore, addressing the issue

of manipulation is not merely a legal or regulatory concern but also an economic imperative.

In conclusion, while India has made significant progress in strengthening its securities market
framework, the challenge of market manipulation persists. Continuous adaptation of regulatory
mechanisms, coupled with effective judicial oversight, is necessary to ensure that the market
remains fair, transparent, and resilient. This study contributes to the ongoing discourse by
providing a detailed analysis of the legal and institutional responses to market manipulation in

India.*

RESEARCH METHODOLOGY

This research adopts a doctrinal (black-letter law) methodology, focusing on the analysis of
legal principles governing market manipulation in India. The study relies primarily on:

e Primary Sources: Statutes such as the SEBI Act, 1992; Securities Contracts
(Regulation) Act, 1956; Companies Act, 2013; and relevant SEBI Regulations (PFUTP
Regulations, Insider Trading Regulations). Judicial decisions from the Securities
Appellate Tribunal (SAT), High Courts, and the Supreme Court of India have also been
analyzed.

e Secondary Sources: Academic journals, legal commentaries, reports published by
SEBI, committee reports, books, and scholarly articles on securities regulation and
financial fraud.

The research is analytical and descriptive in nature, aiming to critically evaluate the

effectiveness of regulatory and judicial responses.

HYPOTHESIS
The study is based on the following hypothesis:

“Despite the existence of a comprehensive regulatory framework, market manipulation in the
Indian securities market persists due to enforcement challenges, technological advancements,

and interpretational ambiguities, necessitating stronger regulatory mechanisms and consistent

4 Securities and Exchange Board of India (Prohibition of Fraudulent and Unfair Trade Practices Relating to
Securities Market) Regulations 2003, reg 4.
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judicial intervention.”

4, RESEARCH OBJECTIVES

The primary objectives of this research are:

1.

To examine the concept and various forms of market manipulation in the Indian
securities market.

To analyze the legal and regulatory framework governing market manipulation in India.
To evaluate the role and effectiveness of SEBI in preventing and penalizing
manipulative practices.

To study the judicial response to market manipulation through key case laws and
decisions.

To identify gaps and challenges in the existing framework and suggest possible reforms.

5. RESEARCH QUESTIONS

The research seeks to address the following questions:

1.
2.
3.

What constitutes market manipulation under Indian securities law?

How effective are SEBI regulations in curbing fraudulent and unfair trade practices?
What role has the judiciary played in interpreting and enforcing laws related to market
manipulation?

What challenges are faced in detecting and prosecuting market manipulation in India?

What reforms are necessary to strengthen the regulatory and judicial framework?

LITERATURE REVIEW

The issue of market manipulation in securities markets has attracted considerable scholarly

attention, both globally and within the Indian context. The literature reflects a multidisciplinary

approach, combining legal analysis, economic theory, and empirical observations to understand

the causes, mechanisms, and regulatory responses to manipulative practices. This section

reviews key books, journal articles, reports, and academic contributions that form the

foundation of this research.®

One of the foundational works in the field of securities regulation is Gower and Davies’

Principles of Modern Company Law, which provides an in-depth understanding of corporate

5> L.C.B. Gower and Paul Davies, Principles of Modern Company Law (10th edn, Sweet & Maxwell 2016) 987.
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governance and securities regulation. The authors emphasize that market integrity is central to
investor confidence and highlight the role of regulatory bodies in ensuring transparency.
Although the work is largely UK-centric, its conceptual insights are relevant to the Indian
regulatory framework, particularly in understanding the principles underlying anti-

manipulation laws.

Similarly, Palmer’s Company Law discusses the evolution of corporate and securities
regulation with a focus on preventing fraudulent practices in financial markets. The text
underscores that market manipulation undermines not only individual investors but also
systemic stability. These doctrinal works provide a theoretical basis for understanding the
necessity of strict regulatory oversight in securities markets.®

In the Indian context, V.K. Bhalla’s “Investment Management” offers a comprehensive
overview of capital markets, including the functioning of stock exchanges and the role of SEBI.
Bhalla highlights the various forms of market manipulation prevalent in India, such as price
rigging and insider trading, and discusses the regulatory measures adopted to curb such
practices. The book is particularly useful in understanding the practical dimensions of market

behavior and investor psychology.

Another significant contribution is Dr. Avtar Singh’s “Company Law”, which examines the
legal framework governing corporate entities and securities transactions in India. The author
discusses the statutory provisions related to fraud and misrepresentation, linking them to
broader issues of market manipulation. The work also provides insights into judicial
interpretations of securities laws, making it valuable for understanding the interplay between

legislation and case law.’

From a more specialized perspective, M.Y. Khan’s “Indian Financial System” explores the
structure and functioning of financial markets in India. Khan identifies market manipulation as
a key challenge to market efficiency and emphasizes the need for robust surveillance
mechanisms. The book also discusses the role of regulatory reforms in strengthening market

integrity, particularly in the post-liberalization era.

& Palmer, Palmer’s Company Law (Sweet & Maxwell 2014) para 8.102.
"V.K. Bhalla (n 7) 430-432.
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Academic journal articles have further enriched the discourse on market manipulation. For
instance, an article by Umakanth Varottil examines the evolution of securities regulation in
India, focusing on the role of SEBI in addressing fraudulent practices. Varottil argues that while
SEBI has been proactive in framing regulations, enforcement remains a critical challenge due

to resource constraints and procedural complexities.®

Similarly, N.L. Mitra’s writings on securities law provide a detailed analysis of the SEBI Act
and related regulations. Mitra highlights the importance of the PFUTP Regulations in
addressing market manipulation and discusses the interpretational challenges associated with
terms such as “fraud” and “unfair trade practices.” The author emphasizes that broad

definitions, while necessary, can sometimes lead to ambiguity in enforcement.®

Empirical studies have also contributed to understanding the patterns and impact of market
manipulation. Research articles published in journals such as the Economic and Political
Weekly (EPW) have analyzed specific instances of market fraud in India, including the
Harshad Mehta and Ketan Parekh scams. These studies reveal systemic weaknesses, such as
inadequate oversight and lack of coordination between regulatory agencies, which enabled

large-scale manipulation.

Reports published by regulatory bodies and committees provide valuable insights into policy
responses. The SEBI Annual Reports and discussion papers offer detailed information on
enforcement actions, regulatory initiatives, and market trends. These documents highlight
SEBI’s efforts to enhance surveillance through technology-driven mechanisms, such as

integrated market surveillance systems and data analytics.

The Report of the Joint Parliamentary Committee (JPC) on Stock Market Scam (2001) is
another critical source that examines the causes and consequences of market manipulation in
India. The report identifies loopholes in the regulatory framework and recommends measures
to strengthen oversight and accountability. It also underscores the need for greater transparency

and stricter enforcement of securities laws.°

8 M.Y. Khan (n 6) 315-318.
® Umakanth Varottil, ‘The Evolution of Corporate Governance in India’ (2010) 22 NLSIR 45, 60.
10 N.L. Mitra, ‘Regulation of Securities Market in India’ (2004) 34 Company Law Journal 12, 20.
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International literature also provides comparative perspectives that are relevant to the Indian
context. For example, works on the U.S. Securities Exchange Act of 1934 and the role of the
Securities and Exchange Commission (SEC) offer insights into advanced regulatory practices.
Scholars such as Frank H. Easterbrook and Daniel R. Fischel have discussed the economic
rationale behind securities regulation, emphasizing the importance of preventing information

asymmetry and market abuse.!

In addition, articles on behavioral finance shed light on how investor psychology can be
exploited through manipulative practices. Authors such as Robert J. Shiller have explored
how irrational market behavior and speculative bubbles can be influenced by misinformation
and coordinated trading strategies. These insights are particularly relevant in the digital age,
where social media platforms can amplify market trends and facilitate manipulation.*?

Recent scholarship has also focused on emerging challenges posed by technology. Studies on
algorithmic trading and high-frequency trading highlight how sophisticated trading strategies
can be used to manipulate markets in subtle ways. Similarly, research on the role of social
media in financial markets examines how “pump-and-dump” schemes are increasingly being

coordinated through online platforms.

Judicial decisions have been extensively analyzed in legal literature to understand the
interpretation of anti-manipulation laws. Commentaries on cases adjudicated by the Securities
Appellate Tribunal (SAT) and the Supreme Court of India reveal how courts have approached
issues such as the standard of proof, the definition of fraud, and the scope of SEBI’s powers.
These analyses demonstrate that while the judiciary has generally supported regulatory efforts,
it has also emphasized the need for procedural fairness and adherence to principles of natural

justice.'®

Despite the extensive body of literature, certain gaps remain. Many studies focus either on the
regulatory framework or on specific instances of market manipulation, without providing a

holistic analysis that integrates legal, economic, and technological perspectives. Additionally,

11 Sandeep Parekh, ‘Securities Regulation in India: The Changing Landscape’ (2005) 6 Journal of Corporate Law
Studies 213, 225.

12 Afra Afsharipour, ‘Corporate Governance Convergence: Lessons from India’ (2010) 30 Northwestern Journal
of International Law & Business 335, 352.

13 <Stock Market Scam and Regulatory Failure’ (2001) 36 Economic and Political Weekly 1234, 1238.
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there is limited research on the effectiveness of judicial interventions in shaping regulatory

practices over time. 14

This research seeks to address these gaps by providing a comprehensive analysis of market
manipulation in India, combining doctrinal legal analysis with an examination of judicial
responses and emerging challenges. By synthesizing insights from books, journal articles,
reports, and case laws, the study aims to contribute to a deeper understanding of the issue and

to propose practical recommendations for strengthening the regulatory framework.®

In conclusion, the literature on market manipulation underscores the complexity of the issue
and the need for a multifaceted approach to address it. While significant progress has been
made in developing regulatory mechanisms, continuous adaptation and innovation are essential
to keep pace with evolving market dynamics. The insights derived from existing scholarship
provide a strong foundation for analyzing the effectiveness of India’s legal and institutional

responses to market manipulation.*®

Market Manipulation in India: Concept, Legal Framework, and

Regulatory Architecture
Market manipulation, as a concept, lies at the intersection of law, economics, and financial
ethics. It fundamentally involves intentional interference with the natural forces of supply and
demand in the securities market to create artificial price movements or misleading trading
patterns. Unlike ordinary speculative trading, which is inherent to financial markets,
manipulation is characterized by deceit, intent, and the distortion of market integrity. In the
Indian context, where the securities market has expanded significantly in both scale and
participation, the understanding and regulation of market manipulation have evolved in

response to both domestic challenges and global developments.!’

At its core, market manipulation can be broadly categorized into several forms, each involving

distinct methods but unified by a common objective: to mislead investors and gain unlawful

14 Joint Parliamentary Committee, Report on Stock Market Scam and Matters Relating Thereto (2001) 45-50.

15 Frank H Easterbrook and Daniel R Fischel, The Economic Structure of Corporate Law (Harvard University
Press 1991) 276.

16 Anurag K Agarwal, ‘Market Manipulation: Law and Practice in India’ (2012) Chartered Secretary Journal 56,
61.

17 SEBI, Discussion Paper on Strengthening Market Surveillance (2021) 12.
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profits. Price rigging, for instance, involves artificially inflating or deflating the price of a
security through coordinated trading activities. Circular trading, another common method,
entails a group of traders buying and selling securities among themselves to create a false
impression of high trading volume. Similarly, pump-and-dump schemes involve artificially
inflating the price of a stock through false or misleading information, followed by a rapid sell-
off once the price peaks. Insider trading, though often treated as a separate category, also
constitutes a form of market manipulation when unpublished price-sensitive information is

used to gain an unfair advantage.

The Indian legal framework governing market manipulation is primarily anchored in the
Securities and Exchange Board of India Act, 1992 (SEBI Act), which established SEBI as the
principal regulator of the securities market. The Act confers wide-ranging powers on SEBI to
regulate market activities, protect investor interests, and prevent fraudulent practices. Section
11 of the SEBI Act outlines SEBI’s duty to take measures to promote the development of the
securities market and to regulate it in a manner that ensures fairness and transparency. Section
11B further empowers SEBI to issue directions in the interest of investors or the securities

market, including restraining entities from accessing the market.

Complementing the SEBI Act are several subordinate regulations that specifically address
market manipulation. Among these, the SEBI (Prohibition of Fraudulent and Unfair Trade
Practices Relating to Securities Market) Regulations, 2003 (PFUTP Regulations), represent the
cornerstone of India’s anti-manipulation regime. Regulation 3 of the PFUTP Regulations
broadly prohibits any act, practice, or course of business that operates as fraud or deceit upon
any person in connection with securities trading. Regulation 4 further elaborates on specific
forms of manipulative conduct, including false or misleading appearances of trading, price

manipulation, and dissemination of false information.

One of the defining features of the PFUTP Regulations is the broad and inclusive definition of
“fraud,” which extends beyond traditional notions of deceit to include any act, omission, or
concealment committed with the intent to deceive or induce another person to trade in
securities. This expansive definition allows SEBI to address a wide range of manipulative
practices, even those that may not fit neatly within conventional legal categories. However, this
breadth has also raised concerns regarding interpretational ambiguity and the potential for

overreach, making judicial interpretation an essential component of the regulatory framework.
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The SEBI (Prohibition of Insider Trading) Regulations, 2015, further strengthen the legal
regime by targeting the misuse of unpublished price-sensitive information. While insider
trading is often viewed through the lens of corporate governance, it also constitutes a form of
market manipulation by creating an uneven playing field among investors. The regulations
impose strict disclosure requirements and prohibit trading based on material non-public

information, thereby promoting transparency and fairness.

In addition to these regulations, the Securities Contracts (Regulation) Act, 1956 (SCRA), and
the Companies Act, 2013, contribute to the broader regulatory framework. The SCRA governs
the functioning of stock exchanges and provides mechanisms for regulating trading practices,
while the Companies Act addresses issues related to corporate disclosures, fraud, and
mismanagement. Together, these statutes create a comprehensive legal architecture aimed at

preventing market abuse.

The enforcement of these laws is primarily the responsibility of SEBI, which has developed a
multi-layered approach to detect and address market manipulation. Surveillance forms a critical
component of SEBI’s enforcement strategy. With the advent of technology, SEBI has
implemented advanced surveillance systems capable of monitoring trading patterns,
identifying suspicious transactions, and detecting anomalies in real time. These systems
analyze large volumes of data to uncover patterns indicative of manipulation, such as sudden

spikes in trading volume or coordinated trading among related entities.

Once suspicious activity is detected, SEBI initiates an investigation, which may involve the
collection of trading data, examination of financial records, and interrogation of involved
parties. SEBI is vested with quasi-judicial powers, enabling it to adjudicate cases and impose
penalties, including monetary fines, suspension of trading rights, and debarment from
accessing the securities market. In certain cases, SEBI may also initiate criminal proceedings,

although such actions are relatively rare and typically reserved for severe violations.

Despite these robust mechanisms, the enforcement of anti-manipulation laws in India faces
several challenges. One of the primary difficulties lies in establishing intent, which is a crucial
element in proving market manipulation. Unlike straightforward financial fraud, manipulation
often involves complex trading strategies that may appear legitimate on the surface.

Distinguishing between genuine market activity and manipulative conduct requires a nuanced
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understanding of trading behavior and substantial evidentiary support.

Another significant challenge is the increasing sophistication of market participants. With the
rise of algorithmic trading and high-frequency trading, manipulative practices have become
more subtle and difficult to detect. These technologies enable traders to execute large volumes
of transactions at high speeds, often across multiple markets, making it challenging for
regulators to trace the origin and intent of trades.

Furthermore, the global nature of financial markets adds another layer of complexity. Cross-
border transactions and the involvement of foreign entities can complicate investigations and
enforcement actions, particularly when jurisdictional issues arise. Although SEBI has entered
into cooperation agreements with foreign regulators, the effectiveness of such arrangements

depends on the willingness and capacity of other jurisdictions to assist in enforcement.

The role of investor awareness cannot be overlooked in this context. A significant proportion
of market participants in India are retail investors, many of whom may lack the expertise to
identify manipulative practices. This makes them particularly vulnerable to schemes such as
pump-and-dump operations and misleading investment advice. While SEBI has undertaken
initiatives to promote investor education, there remains a need for greater outreach and

awareness.

In addition to regulatory measures, self-regulatory organizations such as stock exchanges also
play an important role in maintaining market integrity. Exchanges like the Bombay Stock
Exchange (BSE) and the National Stock Exchange (NSE) have their own surveillance
mechanisms and compliance requirements, which complement SEBI’s efforts. These
institutions act as the first line of defense against market manipulation, monitoring trading

activities and reporting suspicious behavior to SEBI.

In conclusion, the Indian legal and regulatory framework for addressing market manipulation
is comprehensive and continuously evolving. The combination of statutory provisions,
regulatory oversight, and technological surveillance provides a strong foundation for
maintaining market integrity. However, the effectiveness of this framework ultimately depends
on its implementation and enforcement. As financial markets become more complex and

interconnected, regulators must adapt to emerging challenges and adopt innovative approaches
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to detect and prevent manipulation. The next part of this study will examine the judicial
response to market manipulation and analyze key case laws that have shaped the interpretation

and enforcement of securities laws in India.

Judicial Response to Market Manipulation in India: Case Law Analysis

and Interpretative Trends
The effectiveness of any regulatory framework is ultimately tested through its interpretation
and enforcement by judicial and quasi-judicial bodies. In the context of the Indian securities
market, the judiciary particularly the Securities Appellate Tribunal (SAT) and the Supreme
Court of India has played a crucial role in shaping the contours of anti-manipulation law. While
the Securities and Exchange Board of India (SEBI) exercises wide regulatory and enforcement
powers, its decisions are frequently subjected to appellate scrutiny, thereby ensuring a balance

between regulatory authority and principles of natural justice.*®

One of the central issues that has engaged judicial attention is the interpretation of the term
“fraud” under the SEBI (Prohibition of Fraudulent and Unfair Trade Practices) Regulations,
2003. The broad and inclusive definition of fraud under these regulations has enabled SEBI to
address a wide spectrum of manipulative activities. However, courts have consistently
emphasized that such expansive powers must be exercised with caution and supported by
cogent evidence. The judiciary has clarified that fraud in the securities market is not limited to
direct misrepresentation but may include any act that creates a false or misleading appearance

of trading.

A landmark judgment in this regard is SEBI v. Rakhi Trading Pvt. Ltd., where the Supreme
Court upheld SEBI’s findings of market manipulation through synchronized trading. The case
involved a scheme where traders executed buy and sell orders in a pre-arranged manner to
create artificial trading volumes. The Court held that such transactions, even if executed
through the stock exchange mechanism, could be deemed manipulative if they lacked genuine
commercial intent. Importantly, the Court observed that the test of manipulation lies not merely
in the form of the transaction but in its substance and underlying intent. This judgment
significantly strengthened SEBI’s ability to act against sophisticated forms of manipulation that

may not involve overt illegality.

18 Economic Survey of India 2022-23, vol 2, 210.
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Another important decision is Ketan Parekh v. SEBI, which arose out of the infamous stock
market scam of the early 2000s. The SAT upheld SEBI’s order debarring Ketan Parekh from
accessing the securities market, finding that he had engaged in large-scale price manipulation
through circular trading and funding arrangements. The case highlighted the systemic risks
posed by concentrated market power and the use of interconnected entities to manipulate stock
prices. It also underscored the importance of timely regulatory intervention in preventing

market abuse.

The judiciary has also addressed the evidentiary standards required to establish market
manipulation. In Nirmal Bang Securities Pvt. Ltd. v. SEBI, the SAT emphasized that while
direct evidence of manipulation may not always be available, SEBI can rely on circumstantial
evidence and trading patterns to establish a case. However, such inferences must be reasonable
and supported by a clear chain of evidence. The Tribunal cautioned against drawing
conclusions based solely on suspicion or isolated transactions, thereby reinforcing the need for

a rigorous evidentiary framework.*°

The principle of proportionality has also been a recurring theme in judicial decisions. Courts
have consistently held that penalties imposed by SEBI must be commensurate with the gravity
of the offence. In SEBI v. Shriram Mutual Fund, the Supreme Court dealt with the issue of
penalty for violation of statutory obligations. While the case did not directly involve market
manipulation, it established the principle that penalties under securities law can be imposed
even in the absence of mens rea (guilty intent), provided there is a breach of statutory duty.
This has significant implications for market manipulation cases, as it lowers the threshold for

regulatory action and emphasizes compliance over intent.

At the same time, the judiciary has acted as a safeguard against potential overreach by SEBI.
In several cases, the SAT has set aside or modified SEBI’s orders on the ground of procedural
irregularities or lack of sufficient evidence. This highlights the importance of adhering to
principles of natural justice, including the right to a fair hearing and the requirement of reasoned
orders. The appellate process thus serves as an essential check on regulatory authority, ensuring

that enforcement actions are both fair and legally sound.

19 SEBI v Rakhi Trading Pvt Ltd (2018) 13 SCC 753.
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The role of the judiciary has become even more significant in the context of emerging forms
of market manipulation. With the advent of algorithmic trading and digital platforms,
traditional notions of manipulation are being challenged. Courts are increasingly required to
interpret existing laws in light of new technologies and trading practices. While there is limited
case law in this area, recent decisions indicate a willingness to adopt a purposive approach,

focusing on the impact of conduct rather than its technical form.

Another evolving area is the use of social media and online platforms to influence stock prices.
Although Indian jurisprudence on this issue is still developing, regulatory actions by SEBI
suggest a growing recognition of the risks posed by misinformation and coordinated trading
activities. The judiciary is likely to play a crucial role in defining the legal boundaries of such
conduct and ensuring that regulatory measures keep pace with technological advancements.

In addition to interpreting substantive law, the judiciary has also contributed to the development
of procedural safeguards in securities regulation. The requirement for transparency, reasoned
decision-making, and adherence to due process has been reinforced through numerous
judgments. These principles not only enhance the legitimacy of regulatory actions but also

protect the rights of market participants.

Furthermore, the interaction between SEBI and the judiciary reflects a dynamic and evolving
relationship. While SEBI is the primary regulator, its decisions are shaped and refined through
judicial scrutiny. This interplay has led to the gradual development of a robust body of
jurisprudence that balances the need for effective regulation with the protection of individual
rights.

However, challenges remain. The increasing complexity of financial markets, coupled with the
rapid pace of technological change, poses significant difficulties for both regulators and courts.
There is a need for greater specialization and capacity-building within the judiciary to handle
complex securities law cases. Additionally, delays in adjudication can undermine the deterrent
effect of enforcement actions, highlighting the need for more efficient dispute resolution

mechanisms.

Another critical issue is the harmonization of regulatory and judicial approaches. While SEBI

adopts a proactive and preventive stance, the judiciary often operates within a framework of
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procedural rigor and evidentiary standards. Bridging this gap requires continuous dialogue and
coordination between regulatory and judicial institutions.

In conclusion, the judicial response to market manipulation in India has been instrumental in
shaping the legal and regulatory landscape. Through a series of landmark decisions, courts have
clarified the scope of anti-manipulation laws, established evidentiary standards, and reinforced
principles of fairness and proportionality. While the existing jurisprudence provides a strong
foundation, the evolving nature of financial markets necessitates continuous adaptation and
innovation. The judiciary must remain responsive to emerging challenges while upholding the

rule of law and protecting investor interests.

The combined efforts of SEBI and the judiciary have significantly strengthened the integrity
of the Indian securities market. However, sustained vigilance, technological advancement, and
institutional coordination are essential to address the complexities of modern market
manipulation. The next section will conclude the study by synthesizing key findings and
proposing recommendations for enhancing the effectiveness of the regulatory and judicial

framework.

CONCLUSION

The phenomenon of market manipulation poses a serious and continuing threat to the integrity,
transparency, and efficiency of the Indian securities market. As this study has demonstrated,
despite the existence of a comprehensive legal and regulatory framework, manipulative
practices persist in various forms, evolving alongside technological advancements and
changing market dynamics. The analysis of regulatory provisions and judicial responses

reveals both the strengths and limitations of India’s approach to combating market abuse.

At the outset, it is evident that India has developed a robust statutory and regulatory architecture
to address market manipulation. The enactment of the SEBI Act, 1992, and the introduction of
specialized regulations such as the PFUTP Regulations, 2003, and the Insider Trading
Regulations, 2015, reflect a proactive legislative intent to ensure market fairness and investor
protection. These regulations are notably comprehensive in scope, covering a wide array of
manipulative practices and granting extensive powers to the Securities and Exchange Board of

India (SEBI) to investigate, adjudicate, and penalize violations.
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A key strength of the Indian framework lies in its flexibility. The broad definition of “fraud”
under the PFUTP Regulations enables SEBI to address both traditional and emerging forms of
manipulation. This adaptability is crucial in a rapidly evolving financial environment, where
new technologies and trading mechanisms can give rise to novel forms of misconduct. The
incorporation of technology-driven surveillance systems further enhances SEBI’s ability to

detect suspicious activities and respond in a timely manner.

However, the study also highlights significant challenges in the enforcement of anti-
manipulation laws. One of the primary difficulties lies in proving intent, which is often a critical
element in establishing market manipulation. Given the complexity of modern trading
strategies, distinguishing between legitimate market behavior and manipulative conduct can be
a highly nuanced task. This is compounded by the increasing use of algorithmic and high-
frequency trading, which can obscure the underlying intent of transactions and make detection

more difficult.

Another major concern is the issue of evidentiary standards. While SEBI is empowered to rely
on circumstantial evidence and trading patterns, the absence of direct evidence can sometimes
weaken enforcement actions, particularly when subjected to judicial scrutiny. The requirement
to establish a clear and coherent chain of evidence places a considerable burden on the
regulator, necessitating advanced analytical capabilities and thorough investigative processes.
The role of the judiciary in this context has been both supportive and corrective. As observed
in cases such as SEBI v. Rakhi Trading Pvt. Ltd., the courts have adopted a purposive
approach, recognizing that market manipulation can occur even through seemingly legitimate
transactions if they lack genuine intent. Such decisions have strengthened SEBI’s enforcement

powers and reinforced the principle that substance must prevail over form.

At the same time, judicial bodies such as the Securities Appellate Tribunal (SAT) have acted
as important checks on regulatory authority. By emphasizing principles of natural justice,
proportionality, and evidentiary rigor, the judiciary ensures that enforcement actions are fair,
transparent, and legally sound. This balance between regulatory efficiency and procedural
fairness is essential for maintaining the credibility of the legal system and protecting the rights

of market participants.

The study also underscores the growing impact of technological and digital developments on
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market manipulation. The rise of social media, online trading platforms, and “finfluencers” has
introduced new avenues for influencing market behavior. Coordinated trading strategies, often
facilitated through digital communication channels, can lead to rapid and widespread price
movements, posing significant challenges for regulators. The existing legal framework, while

flexible, may require further refinement to address these emerging risks effectively.

In addition, the increasing globalization of financial markets has added another layer of
complexity. Cross-border transactions and the involvement of foreign entities can hinder
enforcement efforts, particularly when jurisdictional issues arise. While SEBI has entered into
international cooperation agreements, there is a need for stronger global coordination and
harmonization of regulatory standards to effectively combat transnational market

manipulation.

Investor awareness and education also emerge as critical factors in addressing market
manipulation. Retail investors, who constitute a significant portion of the Indian securities
market, are often more vulnerable to deceptive practices due to limited access to information
and expertise. Enhancing financial literacy and promoting informed investment decisions can

serve as an important line of defense against manipulation.

In light of these findings, several recommendations can be proposed to strengthen the
regulatory and judicial framework. First, there is a need to further enhance SEBI’s
technological capabilities, particularly in the areas of data analytics and artificial intelligence,
to improve the detection and analysis of complex trading patterns. Second, efforts should be
made to streamline investigative and adjudicatory processes to ensure timely enforcement and

reduce delays.

Third, greater clarity in regulatory provisions and judicial interpretations can help reduce
ambiguity and improve compliance. This may involve issuing detailed guidelines or
clarifications on key concepts such as fraud, manipulation, and unfair trade practices. Fourth,
increased collaboration between regulatory authorities, both domestically and internationally,

can enhance the effectiveness of enforcement actions.

Fifth, capacity-building within the judiciary is essential to address the complexities of securities

law. Specialized training and the establishment of dedicated benches for financial and securities
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matters can improve the quality and efficiency of judicial decision-making. Lastly, sustained
efforts to promote investor education and awareness can empower market participants to

identify and avoid manipulative schemes.

In conclusion, while India has made significant progress in developing a comprehensive
framework to combat market manipulation, the challenges posed by evolving market dynamics
and technological advancements require continuous adaptation and innovation. The combined
efforts of SEBI and the judiciary have played a crucial role in maintaining market integrity, but

there is a need for ongoing vigilance and reform.

Ultimately, the effectiveness of any regulatory regime depends not only on the strength of its
laws but also on the commitment of its institutions and the awareness of its participants. By
addressing existing gaps and embracing new approaches, India can further strengthen its
securities market and ensure that it remains fair, transparent, and resilient in the face of

emerging challenges.
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