Should the recent stock market
volatility be probed? | Explained

What happened in the stock market after the exit poll results? What are the
allegations made by Opposition parties? What are the rules on insider
trading? What is SEBI’s role? Is a joint parliamentary committee inquiry
warranted?
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Congress Rahul Gandhi shows a stock market movement chart during a press conference in New Delhion June
6,2024. | Photo Credit: AP

The story so far:

What is the controversy about?


https://www.thehindu.com/business/markets/stock-markets-exchange-nifty-bse-rupee-record-gains-points-june-3-2024/article68245330.ece
https://www.thehindu.com/elections/lok-sabha/india-general-elections-2024-several-exit-polls-predict-big-win-for-bjp-led-nda/article68240347.ece
https://www.thehindu.com/business/markets/bloodbath-on-d-street-on-vote-counting-day-sensex-suffers-worst-single-day-retreat-in-4-years/article68251060.ece
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which were expected to benefit during Mr. Modi’s third term in power. Both the

benchmark indices, however, slumped by almost 6% the very next day after the actual
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Prior to the exit poll results, the Prime Minister and the Home Minister had made
statements encouraging investors to buy stocks before June 4 in order to benefit after
the election results.
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pricHtoVaysINvientheysuddenlyturnednefbuyersiofistoeks. According to him, the

PM'’s statements encouraging investors to buy stocks before June 4 would have
benefited these foreign investors who managed to load up on stocks before the exit poll
results gave a sharp 3% bump to the stock market on Monday. The Opposition parties
claim that these foreign investors had insider information about the exit poll results.
They also add that the foreign investors managed to offload their stocks on Monday to
retail investors who were not just late to the party but also suffered huge losses on
Tuesday. The Opposition parties have called for a joint parliamentary committee (JPC)
to probe the matter.

What do the market regulator’s rules say?


https://www.thehindu.com/business/markets/sensex-plunges-57-as-bjp-fails-to-win-majority-on-its-own/article68251438.ece
https://www.thehindu.com/elections/lok-sabha/demand-jpc-probe-to-examine-role-of-pm-modi-and-amit-shah-in-stock-market-crash-says-rahul-gandhi/article68258989.ece
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The Securities and Exchange Board of India’s Prohibition of Fraudulent and Unfair
Trade Practices relating to Securities Market (FUTP) Regulations state that (BlGRERg

flafketmove. If not for such exceptions, it would be impossible for anyone to voice their
opinion on the market. So, experts contend that unless, say, an investigation can prove
that Mr. Modi acted in collusion with certain investors to boost the market prior to the
exit poll results, there is probably nothing illegal about his statement urging investors
to buy before June 4.

How has the Centre responded?

net buyers of stocks worth 21,179 crore on June 4, when the markets crashed. Foreign

portfolio investors (FPIs), meanwhile, were net buyers on May 31 and June 3 when the
markets went up and were net sellers on the day the markets crashed. Some market
experts, however, point to the fact that the NSE’s ‘retail investors’ category includes not
just small ordinary retail investors but also non-resident Indians (NRIs), HUFs,
individual/proprietorship firms and partnership firm /Limited Liability Partnership
(LLP) that encompass the investment vehicles used by ultra high net worth and high
net worth individuals. These experts observe that shares worth a net amount of more
than 21,000 crore were bought by ‘retail investors’ from FPIs and domestic mutual
funds and that such heavy buying was unlikely to have been done by small ‘retail
investors’ alone.

Further, while FPIs bought stocks worth ¥96,155 crore on May 31, the highest-ever in
history, they also sold stocks worth 393,977 crore on the same day. In other words,
despite the sudden rise in trading activity, foreign investors were not huge net buyers of
stocks on May 31. This is, however, not to categorically say that there was no
mischievous activity during the day. Data on net purchases or sales may not reflect how
individual foreign investors with insider information may have benefited. Further,
whether an investor group profited or lost money can also depend on exactly when


https://www.sebi.gov.in/acts/pfutpregu.pdf
https://www.sebi.gov.in/acts/pfutpregu.pdf
https://www.thehindu.com/news/national/bjp-says-rahuls-allegations-of-stock-market-scam-are-baseless/article68259797.ece
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during a trading session they managed to buy or exit a stock regardless of whether the
indices closed higher or lower that day. Only a thorough investigation based on granular
data can offer an answer to whether there was manipulation.



