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Altaf

Abstract: Retail investors now face risk and volatility in the Indian share market,
which was formerly seen as a means of generating wealth. People who are
unprepared for the intricacies of the market and are lured in by the promises of
rapid money have suffered large losses as a result of the rise of option trading.
Furthermore, claims of market manipulation and scams involving the government
have further damaged public trust in the system. The article aims to investigate the
various ways that the Indian share market has turned unsafe for ordinary investors,
with particular attention paid to frauds connected to the government, losses from
trading options, and purported manipulations of the market structure. The results
indicate that although the stock market is still a draw for participants, it frequently
acts as a "'death walk™ for many due to its volatility, unclear laws, and sporadic
misuse by influential parties, all of which increase systemic dangers.
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1. Introduction

The Indian share market, often heralded as a beacon of economic
prosperity, has historically been viewed as a primary engine for
wealth creation. With increasing participation from the general
public, especially retail investors, the stock market has become a
popular avenue for those seeking financial growth. However, the
very same space that promises wealth has increasingly become
treacherous, particularly for retail investors. This article delves into
the inherent risks posed by the stock market's current structure,
highlighting critical concerns surrounding options trading,
governmental mismanagement, and alleged market manipulation,
which together create an environment that can be aptly described
as a “death walk” for many unsuspecting participants.

2. The Rise of Retail Investors: A Mirage of
Opportunity

Over the last decade, there has been a surge in the number of retail
investors entering the stock market. With the rise of digital trading
platforms, easier access to financial markets, and the lure of quick
profits, millions have flocked to try their luck in stock and options
trading. The government's push toward financial inclusion,
combined with the narrative that stock markets can provide high
returns, has further amplified this influx.

Yet, the harsh reality is that many of these investors are not
adequately equipped with the knowledge or expertise to navigate
such a volatile environment. Most retail participants are seduced by
the idea of rapid wealth accumulation without fully understanding
the complexities of the markets, particularly in the high-risk world
of options trading. The consequences of this lack of knowledge are
devastating, with countless individuals suffering massive financial
losses.

3. The Dangers of Options Trading

Options trading, in particular, has emerged as a major risk area for
retail investors. Promoted by brokerage platforms and financial
influencers as a way to earn substantial returns in a short time,
options trading is, in reality, a highly complex and speculative
domain. The majority of new retail investors often fail to grasp the
risks involved, treating options as just another stock-trading tool
rather than the sophisticated financial instrument they are.

The promise of leveraging small amounts of money to gain large
profits attracts many, but the reality is that the vast majority of
retail investors lose money in options trading. In fact, data from the
National Stock Exchange (NSE) suggests that more than 90% of
retail investors who engage in options trading suffer financial
losses. This staggering statistic underscores the pitfalls of allowing
underprepared individuals to engage in highly speculative trades.

4. Government’s Role: Encouraging
Recklessness?

The government has played an active role in promoting financial
markets, encouraging broader participation through reforms aimed
at making stock trading accessible to the masses. While financial
inclusion is a laudable goal, this approach seems to overlook the
critical issue of investor education. By emphasizing the potential
rewards of stock market participation, the government and
regulators have done little to warn retail investors about the risks,
particularly in speculative segments like options trading.

Moreover, there has been a general failure in regulating misleading
advertising by brokerage firms and social media influencers who
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portray options trading as an easy path to riches. Without strong
regulatory oversight, retail investors are left vulnerable to
manipulation and the false promise of easy wealth.

5. Government-Linked Scams: Erosion of
Trust

Adding to the complexity of the Indian share market is the constant
shadow of government-related scams. Over the years, there have
been several high-profile scandals involving large corporations
with close ties to political entities. These scams have eroded the
trust of retail investors, who feel that the market is rigged in favor
of powerful corporate and political elites.

One of the most notable examples in recent years is the
Infrastructure Leasing & Financial Services (IL&FS) crisis. This
major financial scandal not only highlighted the fragility of India’s
financial institutions but also raised concerns about the
government's complicity in covering up systemic risks. Despite
repeated warnings from analysts and financial experts, regulatory
authorities failed to intervene early enough, leading to catastrophic
losses for retail investors.

Similarly, there have been several allegations of insider trading,
market manipulation, and collusion between corporate entities and
government officials. These incidents have led to a widespread
perception that the market is far from transparent, and that retail
investors are at a significant disadvantage when compared to
institutional players and politically connected individuals.

5.1 Government-Linked Scams in the Indian Stock
Market

Over the years, the Indian stock market has been plagued by
several high-profile scams involving government entities,
politicians, and prominent industrialists. These scandals have not
only led to massive financial losses for retail investors but also
eroded trust in the market’s regulatory systems. Scams such as the
Harshad Mehta, Ketan Parekh, and NSEL scandals are infamous
examples that highlight systemic governance failures.

5.1.1 The Harshad Mehta Scam (1992)

In the early 1990s, Harshad Mehta, a stockbroker, manipulated
stock prices by exploiting loopholes in the Indian banking system.
Mehta engaged in a series of fraudulent transactions in government
securities, which allowed him to generate liquidity in the stock
market. This artificial demand inflated the prices of specific stocks,
particularly shares of companies like ACC and Tata, leading to
what is now called a bull run. However, when the fraud was
uncovered, the market crashed, wiping out the wealth of countless
investors.

The scam amounted to over 34,000 crore, which in today’s terms
would be worth over 324,000 crore, factoring in inflation. The
investigation and subsequent legal proceedings revealed glaring
lapses in regulatory oversight, particularly from the Reserve Bank
of India (RBI) and the Securities and Exchange Board of India
(SEBI).

Impact on Investors:

e The Harshad Mehta scam caused significant disruptions
in the stock market, leading to a loss of investor
confidence.

e Retail investors, who had invested based on the hype
surrounding the bull market, were left with massive
losses when stock prices collapsed.

e Market capitalization in the BSE fell by nearly 20%
following the crash.

e An estimated 40,000 retail investors were affected
directly by the scam.

5.1.2 Ketan Parekh Scam (2001)

A decade after the Harshad Mehta scam, the Indian stock market
witnessed another major scandal involving stockbroker Ketan
Parekh. Known for his involvement in what was dubbed the "K-10
stocks," Parekh manipulated the prices of technology and media
stocks, artificially inflating their value through circular trading.

Parekh’s manipulation was backed by funding from large financial
institutions, including cooperative banks like Madhavpura
Mercantile Cooperative Bank, which provided funds to Parekh in
violation of regulations. When the bubble burst, these stocks lost
nearly 90% of their value, resulting in substantial losses for
investors.

Impact on Investors:

e  Thousands of retail investors lost their savings when the
K-10 stocks collapsed.

e The scam also led to the bankruptcy of several
cooperative banks, affecting depositors.

e The market capitalization of K-10 stocks fell from
%20,000 crore to less than 5,000 crore in a matter of
weeks.

e  Retail investors lost an estimated 12,000 crore during
the crash.

5.1.3 The NSEL Scam (2013)

The National Spot Exchange Limited (NSEL) scam was one of the
largest commodity market frauds in Indian history. The scam
involved a commodity trading platform that offered forward
contracts, which were later found to be bogus. Around 5,600
crore were misappropriated, affecting over 13,000 investors.

The scam exposed regulatory loopholes, particularly the oversight
by the Forward Markets Commission (FMC), which was supposed
to supervise the NSEL. The exchange collapsed in 2013, and the
ensuing investigation revealed that most contracts were not backed
by actual commaodities, rendering them worthless.

Impact on Investors:

e More than 13,000 investors lost their money due to
fraudulent trading on the NSEL platform.

e The government’s slow response and lack of a clear
regulatory framework allowed the fraud to continue
unchecked for years.

e The total amount defrauded in the NSEL scam was
35,600 crore, with the majority of losses borne by retail
investors.

6. Corporate-Government Nexus:
Manipulations in the Stock Market
Manipulation in the Indian stock market often involves powerful

corporations with deep ties to the political establishment. These
entities use their influence to sway market outcomes, often at the

37



MSI Journal of Multidisciplinary Research (MSIJMR); Vol-1, Iss-1 (November- 2024):36-39

expense of retail investors. One of the most notable recent
examples is the Adani Group controversy, which brought attention
to the risks posed by corporate-political collusion in market
manipulation.

6.1 The Adani-Hindenburg Case (2023)

In early 2023, a report by Hindenburg Research accused the Adani
Group of stock manipulation and accounting fraud. The report
alleged that the Adani Group, which operates in sectors ranging
from energy to logistics, engaged in artificially inflating its stock
prices through a web of shell companies and offshore entities.

The Adani Group denied the allegations, but the report sent
shockwaves through the market. Adani’s stock prices tumbled,
wiping out billions in market capitalization and causing panic
among retail investors. The case highlighted the close ties between
the Adani Group and the Indian government, raising concerns
about regulatory oversight.

e  Retail investors who had invested in Adani stocks based
on their meteoric rise lost substantial amounts as stock
prices plummeted.

e The controversy also led to a temporary loss of
confidence in Indian markets among foreign investors.

e In the wake of the Hindenburg report, Adani Group
stocks lost over $100 billion in market value within a
week.

e Retail investors reportedly lost an estimated ¥50,000
crore due to the rapid decline in stock prices.

7. Market Manipulation: An Uneven Playing
Field

Beyond government-linked scandals, there are increasing concerns
about broader market manipulation, particularly by large
institutional investors. Many retail investors have reported that
they feel the market is rigged in favor of powerful institutional
players, who can move markets through their sheer size and access
to information that is not available to the general public.

Algorithmic trading, also known as high-frequency trading (HFT),
has also come under scrutiny. While this form of trading allows for
greater efficiency in the market, it also gives a distinct advantage to
institutional investors who possess the technology and resources to
engage in such practices. Retail investors, by contrast, are often left
trying to catch up, suffering losses as they trade in a market that is
constantly being moved by forces beyond their control.

8. Regulatory Failures: The Opaque Nature of
the Market

The opaque nature of market regulations and the lack of strict
oversight exacerbate the risks faced by retail investors. The
Securities and Exchange Board of India (SEBI), the country’s
market regulator, has been criticized for its inability to effectively
monitor and regulate fraudulent practices in the stock market.
Although SEBI has introduced some reforms in recent years, such
as tightening norms for algorithmic trading and imposing stricter
penalties for insider trading, these measures have done little to
restore confidence among retail investors.

There is also a general lack of transparency in how key market
participants are regulated. The failure to adequately address insider
trading, market manipulation, and other forms of financial

misconduct has led many to believe that the regulatory system is
skewed in favor of powerful entities, leaving retail investors to
bear the brunt of systemic failures.

9. Volatility and Systemic Risks

The volatility of the Indian share market has only heightened the
sense of insecurity among retail investors. With economic shocks
such as the COVID-19 pandemic, geopolitical tensions, and
fluctuations in global markets, Indian stocks have become
increasingly unpredictable. While volatility is inherent to any stock
market, the extreme swings in prices have led to significant losses
for many, particularly those involved in speculative trading like
options.

Moreover, the lack of adequate financial literacy has made it
difficult for retail investors to hedge against risks. Many enter the
market without a clear understanding of how to manage their
portfolios in times of crisis, leading to a spiral of losses during
market downturns. This phenomenon has become particularly
pronounced in recent years, as the global economic environment
has grown more uncertain.

10. Media and Information Bias: The Hidden
Hand of Influence

One of the most overlooked aspects of market participation in India
is the role of media and information. Retail investors often rely on
news channels, stock analysts, and financial pundits to guide their
decisions. However, the integrity of this information is
questionable. There have been allegations that certain media
outlets are manipulated by powerful corporations or political
entities, shaping narratives that favor specific stocks or sectors
while leaving retail investors in the dark.

The lack of access to accurate and unbiased information further
contributes to the perception that the market is unfair. Retail
investors, who often lack the tools and knowledge to perform their
own detailed analyses, are heavily influenced by these biased
sources, leading to poor investment decisions and, in many cases,
significant financial losses.

11. Conclusion: The Death Walk of Retail
Investors

The Indian share market, which once held the promise of wealth
generation for the masses, has become a treacherous landscape for
retail investors. From the rise of speculative options trading to
government-related scandals, market manipulation, and regulatory
failures, the market has become increasingly hostile to those who
lack the resources and knowledge to navigate its complexities.

The Indian government, while promoting financial inclusion, has
failed to address the risks that retail investors face. The absence of
adequate investor education, combined with the opaque nature of
market regulations and the presence of powerful vested interests,
has created a situation where retail investors are often walking a
financial tightrope with little protection.

In this precarious environment, many retail investors are left to
suffer the consequences of a market that is stacked against them.
The death walk of retail investors in the Indian share market is a
grim reality, one that requires urgent reforms to restore trust,
transparency, and fairness to the system. Until then, the promise of
wealth generation will remain a mirage for the majority of retail
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participants.
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