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“The stock market is a device for transferring money from the impatient to
the patient.”

- Warren Buffet

ABSTRACT

Insider trading is widely viewed as a significant threat to the fairness and
integrity of securities markets. It entails trading in securities using
unpublished price-sensitive information (UPSI), which unfairly benefits
certain individuals at the expense of regular investors. In India, the
regulations surrounding insider trading have undergone considerable
changes, especially under the oversight of the Securities and Exchange Board
of India (SEBI). The SEBI (Prohibition of Insider Trading) Regulations,
2015 represented a substantial move towards stricter compliance, improved
disclosure requirements, and better enforcement strategies. This article
explores the concept of insider trading, outlines the development of its
regulatory framework in India, and critically assesses its effects on foreign
investment confidence. It posits that strong insider trading regulations are
crucial not only for upholding market integrity but also for attracting and
maintaining foreign investment. The article also reviews significant legal
cases and regulatory obstacles, and proposes reforms to enhance
enforcement and boost investor confidence.
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INTRODUCTION

In contemporary financial markets, having transparency and fairness is crucial for fostering
investor engagement and stimulating economic development. Insider trading fundamentally
undermines these values by allowing those with exclusive information to exploit an unfair
advantage. Such actions not only damage the interests of individual investors but also diminish

overall confidence in the market.

India has become a significant hub for foreign investments, encompassing both Foreign Direct
Investment (FDI) and Foreign Portfolio Investment (FPI). However, foreign investors are
particularly wary of regulatory risks, especially those concerning market manipulation and
insider trading. An inadequate legal framework or ineffective enforcement can greatly

discourage investment.

To address this issue, India has established a strong regulatory framework through the
Securities and Exchange Board of India (SEBI), especially via the SEBI (Prohibition of Insider
Trading) Regulations, 2015. This article examines the legal structure surrounding insider

trading and assesses its influence on the confidence of foreign investors.
LEGAL FRAMEWORK & REGULATORY MECHANISM

Insider trading involves the buying or selling of securities by individuals who have access to
non-public, price-sensitive information (UPSI). This information is not available to the general

public and could have a substantial impact on the securities' prices if revealed.

The advantage that insiders gain creates an imbalance, compromising the principle of equal

information access. This, in turn, diminishes investor trust and impacts market efficiency.!
Development of Insider Trading Regulations in India
The regulation of insider trading in India has progressed through several stages:

a. Pre-SEBI Era: Minimal regulation primarily guided by company law principles

' SEBI (Prohibition of Insider Trading) Regulations, 2015, Reg. 2(n).
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b. SEBI Act, 1992: Granted SEBI the authority to oversee securities markets?

c. 1992 Regulations: Introduced the first formal framework to combat insider trading
d. 2002 Amendment: Enhanced disclosure requirements and clarified definitions

3

e. 2015 Regulations: Comprehensive reform aligned with international standards

The 2015 Regulations represented a significant change by implementing stricter definitions,

improved compliance measures, and better enforcement tools.
Role of Securities Board of India

The Securities and Exchange Board of India (SEBI) is pivotal in overseeing insider

trading in the country.
Its key responsibilities consist of:
a. Safeguarding the interests of investors
b. Regulating the securities markets
c. Preventing unfair trading practices
d. Carrying out investigations and enforcement actions

SEBI is authorized under Sections 11 and 15G of the SEBI Act, 1992 to impose penalties and

implement corrective actions against those who violate regulations.*
Detailed Analysis of SEBI (Prohibition of Insider Trading) Regulations, 2015

The 2015 Regulations provide a comprehensive framework to prevent insider trading. Key

features include:

1. Prohibition on Communication of UPSI

2 Securities and Exchange Board of India Act, 1992.
3 Justice N.K. Sodhi Committee Report, 2013.
4 SEBI Act, 1992, Sections 11 & 15G.
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UPSI cannot be communicated except for legitimate purposes, performance of duties, or legal

obligations.

2. Trading Restrictions

Insiders are prohibited from trading while in possession of UPSI.
3. Trading Plans

Insiders may formulate trading plans to enable legitimate transactions without violating

regulations.
4. Code of Conduct
Companies must establish internal codes to regulate, monitor, and report trading activities.
5. Structured Digital Database
Companies must maintain records of persons with whom UPSI is shared.
These provisions collectively aim to enhance transparency and accountability.’
Key Concepts
1. Imsider: An insider is defined as:
a. Connected individuals
b. Individuals who have access to Unpublished Price Sensitive Information (UPSI)

2. Unpublished Price Sensitive Information (UPSI): UPSI encompasses information

that is:
a. Not available to the public

b. Capable of significantly influencing security prices

5 SEBI (Prohibition of Insider Trading) Regulations, 2015.
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Examples of UPSI include financial outcomes, mergers, acquisitions, and changes in

management.

3. Connected Individuals: This category includes:

a. Directors

b. Employees

c. Professional consultants

The definition is intentionally broad to avert the misuse of information.

Disclosure Regulations and Compliance Mechanisms

The regulations enforce stringent disclosure requirements:

a. Initial disclosures from promoters and directors

b. Ongoing disclosures for major trades

c. Obligatory reporting to stock exchanges

Organizations are also required to implement trading window restrictions and oversee

employee trading activities.

Corporate Governance and Internal Controls

Robust corporate governance is crucial in curtailing insider trading. Companies must:

a. Establish internal controls

b. Limit access to UPSI

c. Perform regular compliance audits

A strong governance framework enhances transparency and mitigates the risk of information

leaks.
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Penalties and Enforcement Actions by SEBI
SEBI has wide enforcement powers, including:
a. Monetary penalties
b. Disgorgement of profits
c. Market bans
d. Criminal prosecution
These measures act as deterrents against insider trading and promote market discipline.®
Important case laws:
SEBI v. Rakhi Trading Pvt. Ltd.

The case of SEBI v. Rakhi Trading Pvt. Ltd. Is an important decision that mainly talks about
SEBI v. Rakhi Trading Pvt. Ltd. And its trading practices that are not honest. SEBI v. Rakhi
Trading Pvt. Ltd. Case also has effects on the rules about people who trade on inside
information. In this SEBI v. Rakhi Trading Pvt. Ltd. Case, the Securities and Exchange Board
of India said that Rakhi Trading Pvt. Ltd. Did some trades in a way that was planned and fake
which made the market think the thing. The big question for the court was if these trades were

against the law even if they followed the rules of trading.

The Supreme Court of India ’said that trades that are planned ahead of time and do not have a
reason for happening are against the law and manipulate the market. The Court said we should
look at what's really happening in a trade not just how it looks. It also said that these kinds of
trades hurt the honesty of the market and make investors lose trust, which's a big deal for people

who make rules about securities.

The SEBI v. Rakhi Trading Pvt. Ltd. *Case was mainly about trades that're fake and unfair

® Ibid.

" SEBI v. Rakhi Trading Pvt. Ltd., (2018) decision of the Supreme Court of India on market manipulation and
synchronized trading.

8 SEBI (Prohibition of Fraudulent and Unfair Trade Practices) Regulations, 2003, provisions relating to
fraudulent and unfair trade practices.
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under the rules of SEBI from 2003. The ideas in this case are also important for people who
trade on inside information. It shows that any kind of abuse of the market whether it is using
information in a way or manipulating trades should not be allowed. The decision makes SEBI

stronger. Shows how important it is to be fair and transparent in the market, for securities.’
3.2. Hindustan Lever Ltd. v. SEBI

The case of Hindustan Lever Ltd. V. SEBI'? is one of the most important cases that deals with
insider trading in India. This case is about Hindustan Lever Ltd. Buying shares of Brooke Bond
Lipton India Ltd. Before they told the public that they were going to merge. The Securities and
Exchange Board of India said that Hindustan Lever Ltd. Had information about the merger that

was not available to the public and that they used this information to trade shares.!!

The main question was whether the information about the merger was important enough to
affect the price of the shares and if Hindustan Lever Ltd. Was an insider. The Securities
Appellate Tribunal looked at whether Hindustan Lever Ltd. Traded shares based on

information that was not available to the public and if they got an advantage.

The Tribunal'? decided that even though Hindustan Lever Ltd. Knew about the merger they
bought the shares as part of a plan to restructure the company and not to cheat in the share
market. They said that just because someone is an insider it does not mean they are doing
something when they trade shares. The important thing is whether they used the information in
a way. This case showed that there is a difference between doing business in a way and trading

shares based on secret information.

This judgment showed that the rules about insider trading were not clear and it helped to make
rules like the SEBI rules about insider trading in 2015 that are stronger and clearer. The
Hindustan Lever Ltd. V. SEBI case is still a case when it comes to Hindustan Lever Ltd. And

insider trading, in India.

® Securities and Exchange Board of India, enforcement action against Rakhi Trading Pvt. Ltd. for manipulative
trades.

19 Hindustan Lever Ltd. v. SEBI, (1998) decision of the Securities Appellate Tribunal.

! Securities and Exchange Board of India, allegations of insider trading in the HLL-BBLIL merger case.

12 SEBI (Prohibition of Insider Trading) Regulations, 2015, evolved framework influenced by earlier case law
interpretations.
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IMPACT ON FOREIGN INVESTMENT CONFIDENCE & CRITICAL ANALYSIS
Meaning of Foreign Investment (FDI & FPI)

Foreign investment '*denotes the movement of capital from one nation to another aimed at
generating profits, increasing business activities, or engaging in financial markets. This
investment is generally divided into two main categories: Foreign Direct Investment (FDI)
4and Foreign Portfolio Investment (FPI). Foreign Direct Investment pertains to long-term
investments in tangible assets or business ventures, which may include setting up subsidiaries,
purchasing ownership interests, or forming joint partnerships. It indicates a long-term
commitment and a level of control by the foreign investor over the host country's economy.
Conversely, Foreign Portfolio Investment encompasses investments in financial instruments
such as stocks, bonds, and other securities, without the desire to exert control over the business.
FPI is generally more liquid and tends to be of a shorter duration, enabling investors to easily
enter and exit markets. Both types of investments play a vital role in fostering economic
development by aiding in capital accumulation, promoting technological innovation, creating

jobs, and connecting domestic markets to the global economy.

Importance of Investor Confidence in Capital Markets

Investor trust!?

is a crucial element for the effective and stable functioning of capital markets.
It signifies the level of confidence investors have in the country's regulatory framework, market
institutions, and its overall economic conditions. This confidence is primarily influenced by
the clarity of disclosures, stability in regulations, and the guarantee of equitable trading
practices. When investors are assured that markets function with equal access to information
and are devoid of manipulation, they are more inclined to invest their capital. On the other
hand, any indication of inequity or regulatory inefficiency may result in investors withdrawing
their financial commitments. For foreign investors, who may already contend with
informational and geographical hurdles, a robust and predictable legal framework becomes all

the more vital. Therefore, it is imperative to sustain investor confidence not only to preserve

existing investments but also to draw in new foreign capital into the economy.

13 Reserve Bank of India, Foreign Investment in India: Policy Framework.
14 Securities and Exchange Board of India, FPI Regulations, 2019.
15 OECD, Investor Confidence and Market Integrity Report, 2018.
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How Insider Trading Affects Market Integrity and Transparency

Insider trading '*negatively affects the integrity and transparency of the market by undermining
the core principle of equal information access. When insiders engage in trading based on non-
public, price-sensitive information, they secure an unfair edge over regular investors who
depend on publicly available information. This situation disrupts market fairness and erodes

investor confidence.

Additionally, insider trading has a harmful effect on the price discovery process, which is vital
for the smooth operation of financial markets. Securities prices should ideally mirror all
accessible information;!” however, when significant information is selectively shared or
exploited, it results in incorrect pricing and market inefficiencies. Such practices indicate a lack
of transparency and regulatory deficiencies to foreign investors, often leading them to pull back

their investments or hesitate to enter the market.
Positive Impact of Strict Regulations
Investor Protection

Strong regulations against insider trading are essential for safeguarding investors from
exploitation and inequitable market behavior. By banning trades based on unpublished price-
sensitive information (UPSI) and enforcing rigorous disclosure rules, the legal system helps
ensure that all participants have equal opportunities. This minimizes the risk of losses for less-

informed investors and encourages broader engagement in financial markets!'®,
Market Fairness

Enforcing insider trading laws supports fair market conditions by preventing any individual or
group from benefiting unfairly through privileged information. Equal access to relevant data is
a cornerstone of securities regulation, and effective compliance measures are key to upholding
this principle. In turn, these practices foster greater investor trust and contribute to more

efficient market operations.

16 SEBI (Prohibition of Insider Trading) Regulations, 2015.
17 Ibid.
8 SEBI Act, 1992, Section 11.
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Increased Credibility of Indian Markets

Comprehensive insider trading rules enhance the global standing of India’s financial markets.
International investors tend to favor environments that are transparent and tightly regulated.
India’s ongoing alignment of its regulatory standards with global norms has bolstered its image

as a trustworthy destination for investment.'”
Concerns and Criticisms
Over-Regulation

While stringent regulations offer clear advantages, there are growing concerns about excessive
oversight. A dense web of legal rules and compliance demands can pose obstacles, particularly
for foreign investors who may not be well-versed in India’s regulatory environment. When
regulation becomes too burdensome, it can drive up operational costs and administrative

workloads, possibly deterring investment interest.?
Compliance Challenges

Foreign investors frequently struggle to interpret and adhere to complicated regulatory
frameworks. Variations in legal systems, disclosure practices, and reporting requirements can
lead to misunderstandings and higher compliance expenses. These difficulties may discourage
participation, especially among smaller investors who do not have the capacity or resources to

manage complex regulatory processes.
Enforcement Inconsistencies

A further major issue lies in the disparity between existing regulations and their actual
enforcement. Slow investigation and resolution processes weaken the effectiveness of insider
trading laws as a deterrent. Uneven application of rules can also foster uncertainty, which in

turn may undermine investor trust.?!

1% World Bank, Global Investment Competitiveness Report, 2020.
20 OECD, Regulatory Burden and Market Efficiency, 2019.
2 SEBI Annual Report, 2022.
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Comparative Perspective: India vs USA/UK

A comparison of insider trading regulations shows that India has closely harmonized its legal
framework with international norms. In the United States, oversight is governed by the
Securities Exchange Act of 1934 and carried out by the Securities and Exchange Commission

(SEC), which enforces strict rules and imposes significant penalties for non-compliance.??

The United Kingdom maintains a similarly strong system through the Financial Conduct
Authority (FCA), featuring effective enforcement tools and comprehensive regulation. India,
via the Securities and Exchange Board of India (SEBI), has established a regulatory structure
that mirrors these standards, especially following the implementation of the SEBI (Prohibition
of Insider Trading) Regulations in 2015. Nevertheless, a key difference remains in enforcement
effectiveness, as regulatory actions in more developed markets typically occur faster and with

greater impact.??
The Importance of Enforcement in Strengthening Investor Confidence

The effectiveness of insider trading regulations largely depends on robust enforcement. Even
well-designed laws fail to achieve their purpose if not properly enforced. Prompt and consistent
enforcement measures discourage misconduct and strengthen confidence in the regulatory

system.

The Securities and Exchange Board of India has played an active role in investigating and
sanctioning insider trading, which has helped uphold market integrity. By ensuring that
violations are met with appropriate consequences, strong enforcement signals to investors that

the system is fair and reliable, fostering trust and promoting greater market engagement.?*

Case Studies on Foreign Investors

While documented cases of foreign investors involved in insider trading in India remain scarce,
broader international investment trends suggest that investors tend to favor markets with robust
regulation and clear, transparent practices. Jurisdictions perceived as weak in enforcing insider

trading laws often face declining investor confidence, leading to capital flight and lower market

22 Securities Exchange Act, 1934 (USA).
2 Financial Conduct Authority (UK), Market Abuse Regulations.
24 SEBI Enforcement Orders and Adjudication Reports.
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engagement.

Over time, India’s strengthening regulatory environment and more rigorous enforcement have
helped boost foreign investment inflows. The growing view of India as a market with credible
oversight and transparency has been a significant factor in drawing interest from global

investors.?
Policy Reforms and Recommendations

To bolster confidence among foreign investors, a range of policy improvements could be
pursued. One priority is accelerating the pace and efficiency of investigations to ensure prompt
enforcement of insider trading regulations. Prolonged delays can weaken deterrence and foster

uncertainty in financial markets.

Another key step involves leveraging advanced technologies and data analytics to improve
market surveillance. These tools can help regulators spot unusual trading behavior more

accurately and intervene earlier when potential violations arise.

Streamlining compliance processes and offering clearer regulatory guidance would also ease
the administrative load on foreign investors. A more accessible and predictable regulatory

framework is likely to attract increased participation in India’s financial markets.

Enhancing transparency in enforcement actions and maintaining consistent decision-making
practices can further reinforce trust. Lastly, expanding international collaboration and
establishing stronger channels for information exchange would support efforts to combat cross-

border insider trading and bring India’s standards closer to global norms.?¢

25 RBI, Annual Report on Foreign Investment Flows, 2023.
26 10SCO, Global Standards on Insider Trading, 2021.
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