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ABSTRACT

India has become the biggest equity derivatives market in the world, with index options
comprising a significant share of the global trading volumes. Although this expansion has
enhanced market liquidity and increased market depth, it has also increased systemic
susceptibility arising from high leverage, algorithmic trading, and fragmented regulatory
supervision. The most recent enforcement action by the Securities and Exchange Board of
India against Jane Street entities is a pivotal movement in the securities regulation of India,
which highlights the limitations of intent-based, ex post regulatory models and algorithmically
based trading strategies. This paper critically analyses the Jane Street case as a prism through
which to analyse the doctrinal, institutional and technological loopholes in India’s market
manipulation regime. The manuscript argues that the alleged strategy executed in the cash,
futures, and options segment and coordinated by the domestic and overseas group members
was legally legitimate when assessed transaction-by-transaction, yet manipulative in its
aggregate effect on the market, particularly on index expiry days. This disjunction reveals the
fragility of the current regulatory methods that operate on general prohibitions under the
Securities and Exchange Board of India Act, 1992 and the Securities and Exchange Board of
India (Prohibition of Fraudulent and Unfair Trade Practices relating to Securities Market)
Regulations, 2003, without providing clear specifications or directives to algorithmic
manipulations, benchmarks integrity, group-level attribution, and so on. The analysis further
highlights the regulatory arbitrage through the Foreign Portfolio Investors framework, the lack
of a single economic group doctrine, weak real-time monitoring of the last traded price
manipulation, and increased sensitivity of settlement prices on expiry days. Furthermore, the
manuscript has drawn a comparative analysis of regulatory frameworks in the European
Union, the United States and Australia; the manuscript proposes a re-orientation of the market
integrity regime in India.
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I. INTRODUCTION

India is currently one of the largest derivatives markets in the world,
accounting for 61% of global equity options contracts by April 2025.1
Together, the National Stock Exchange and the Bombay Stock Exchange
account for around 80% of the global derivatives turnover.? Reflecting India’s
dominant position in equity derivatives globally, particularly in index options,
which account for most of the volume traded in the derivatives segment.

However, the sheer scale of derivatives trading in India, where around 91% of

! ‘When Algorithmic Trading Meets Allegations of Market Manipulation’ (FTI Consulting,
28 July 2025) https://www.fticonsulting.com/insights/articles/when-algorithmic-trading-
meets-allegations-market-manipulation accessed 29 January 2026.

2 Ashish Rukhaiyar, ‘Amid Regulation concerns, India corners 81% of global F&O volume’
(Money Control, 2024) <https://www.moneycontrol.com/news/business/markets/amid-
regulatory-concerns-india-corners-81-of-global-fo-volume-12752882.html>  accessed 29
January 2026.


https://www.fticonsulting.com/insights/articles/when-algorithmic-trading-meets-allegations-market-manipulation
https://www.fticonsulting.com/insights/articles/when-algorithmic-trading-meets-allegations-market-manipulation
https://www.moneycontrol.com/news/business/markets/amid-regulatory-concerns-india-corners-81-of-global-fo-volume-12752882.html
https://www.moneycontrol.com/news/business/markets/amid-regulatory-concerns-india-corners-81-of-global-fo-volume-12752882.html

209 RGNUL FINANCIAL AND MERCANTILE LAW REVIEW [Vol 13(2)

the retail traders make losses in the derivatives segment,® raises concern about
speculative activity, systemic risks, and market manipulation. In a
contemporary globalised world where every aspect of life is intrinsically
intertwined with technological advancement, trading activities also do not
remain isolated from this transformation. The prevalence of algorithmic and
High-Frequency Trading (‘HFT?) in the contemporary securities markets has
radically changed the dynamics of price discovery, liquidity in the market, and
regulatory control, however, it has been often argued that such strategies are
an efficiency-enhancing mechanism, while their interaction with high leverage
derivative instruments and a fragmented regulatory system has reflected the
systemic weakness, particularly in emerging markets like India.* The recent
regulatory action of the Securities and Exchange Board of India (‘SEBI)
against the Jane Street entities (“Jane Street”) is a watershed moment in Indian
securities regulation,® not merely due to its scale of market manipulation, but
with the doctrinal and institutional questions it raised in the field of market
manipulation in an algorithm-driven environment. Before delving into the
Jane Street case, it is pivotal to define market manipulation; the apex court in
SEBI v. Rakhi Trading (P) Ltd. held that, “Market manipulation is a deliberate
attempt to interfere with the free and fair operation of the market and create

% Chiranjan Kumar, Retail derivatives traders lose Rs 1.05 lakh crore in FY25: Sebi’ (Fortune
India, 2025) <https://www.fortuneindia.com/markets/retail-derivatives-traders-lose-105-
lakh-crore-in-fy25-sebi/124676> accessed 29 January 2026.

4 Thierry Foucault, Marco Pagano and Ailsa Réell, ‘Algorithmic and High-Frequency
Trading’ in Thierry Foucault, Marco Pagano and Ailsa Réell (eds), Market Liquidity: Theory,
Evidence, and Policy (Oxford University Press, 2023)
<https://doi.org/10.1093/0s0/9780197542064.003.0009> accessed 29 January 2026.

> SEBI, 'Interim Order in the Matter of Index Manipulation by Jane Street Group’
<https://www.sebi.gov.in/enforcement/orders/jul-2025/interim-order-in-the-matter-of-index-
manipulation-by-jane-street-group_95040.html> accessed 29 January 2026.


https://www.sebi.gov.in/enforcement/orders/jul-2025/interim-order-in-the-matter-of-index-manipulation-by-jane-street-group_95040.html
https://www.fortuneindia.com/markets/retail-derivatives-traders-lose-105-lakh-crore-in-fy25-sebi/124676
https://www.fortuneindia.com/markets/retail-derivatives-traders-lose-105-lakh-crore-in-fy25-sebi/124676
https://doi.org/10.1093/oso/9780197542064.003.0009
https://www.sebi.gov.in/enforcement/orders/jul-2025/interim-order-in-the-matter-of-index-manipulation-by-jane-street-group_95040.html
https://www.sebi.gov.in/enforcement/orders/jul-2025/interim-order-in-the-matter-of-index-manipulation-by-jane-street-group_95040.html
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artificial, false or misleading appearances with respect to the price, market,

or securities .

The essence of the Jane Street saga lies in a structural conflict between the
intent-based liability and effect-based regulation. The alleged trading pattern,
which was executed across cash, futures, and options segments and
coordinated among domestic and foreign affiliates of Jane Street, was within
the proper confines of legality when each trade is viewed in isolation.
However, on a cumulative assessment, the strategy was purported to have
allegedly distorted the Bank Nifty index on expiry days, enabling
disproportionate gains in index options.” It must be acknowledged at the outset
that disproportionate profitability, standalone, is not evidence of manipulation.
Superior gains in index options may legitimately reflect superior information
processing, better risk modelling, or more efficient arbitrage, all of which are
not only lawful but welfare-enhancing for markets. Jane Street itself
characterised its activities as ‘basic index arbitrage trading, a core and
commonplace mechanism of financial markets that keeps the prices of related
instruments in line. The distinction, as this paper argues, lies not in the
quantum of profit but in whether the profit was generated by exploiting pre-
existing price inefficiencies or by deliberately manufacturing them. Arbitrage
exploits inefficiencies; manipulation tries to manufacture them. This gap
between micro-level legality and macro-level market effect reveals the
shortcomings of the current regulatory structure in India, which continues to

rely on broad, principle-based prohibitions of the Securities and Exchange

6 SEBI v Rakhi Trading (P) Ltd Civil Appeal No 1969 of 2011 (SC).

" Neha Joshi, ‘Sebi Bars Jane Street Entities, Impounds over 4,000 Cr for Index
Manipulation” (Live Mint, 4 July 2025) <https://www.livemint.com/market/sebi-bars-jane-
street-entities-impounds-over-4-000-cr-for-index-manipulation-11751597250611.htmi>
accessed 29 January 2026.


https://www.livemint.com/market/sebi-bars-jane-street-entities-impounds-over-4-000-cr-for-index-manipulation-11751597250611.html
https://www.livemint.com/market/sebi-bars-jane-street-entities-impounds-over-4-000-cr-for-index-manipulation-11751597250611.html
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Board of India Act, 19928 (‘the Act”) and the Securities and Exchange Board
of India (Prohibition of Fraudulent and Unfair Trade Practices relating to
Securities Market) Regulations, 2003° (‘the Act’).

In this manuscript, firstly, we will analyse the manipulative strategy deployed
by Jane Street to manipulate the derivative markets. Secondly, the regulatory
loopholes highlighted in the Jane Street case, such as the absence of the “single
economic group” doctrine for Foreign portfolio investors (‘FPI”), inadequate
real-time monitoring of last-traded price (‘LTP’) manipulation, and weak ex
ante control over strategies deployed on expiry-day trading. Thirdly, the paper
seeks to demonstrate that market integrity in the algorithmic era needs to be
reoriented from entity-centric to a group-wide attribution, ex ante risk
regulation, intent-heavy enforcement, and technologically informed

surveillance systems.

II. THE INTENT-EFFECT DICHOTOMY IN MARKET
MANIPULATION ENFORCEMENT

The SEBI has prosecuted Jane Street for the violation of numerous provisions,
such as Section 12A of the Act,'® and Regulations 3 and 4 of the Regulation.!!
One of the contentious provisions under which Jane Street were held liable by
SEBI is Regulation 4 (2)(a) & (e) of the Regulation.*? This Regulation deems
an act to be fraudulent or manipulative, where it creates false or misleading
appearances of trading in securities markets, or involves the manipulation of

the price or the benchmark prices of any securities. One of the critical

8 Securities and Exchange Board of India Act 1992 (SEBI Act 1992).

9 SEBI (Prohibition of Fraudulent and Unfair Trade Practices relating to Securities Market)
Regulations 2003 (PFUTP Regulations 2003).

10 SEBI Act 1992, s 12A.

1 PFUTP Regulations, reg 3 & 4.

12 ihid reg 4(2)(a) & 4(2)(e).
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challenges faced by regulators is in proving the intent, especially where the
trades were executed by sophisticated algorithms that execute millions of

trades per second in multiple segments of the markets.

The SEBI, SAT, and Courts have taken different approaches to the
intent/Mens Rea aspect over the years; thus, judgments requiring the
establishment of intent coexist with the affixing of motive or intention before
establishing liability. SAT in Ketan Parekh v. SEBI*® and Subhkam Securities
Private Limited v. SEBI* states that synchronised trade executed by a trader
is, per se, not illegal; however, it violates the Regulations when it is executed
with the intent to defraud the market. Here, SAT laid emphasis on the presence
of manipulative intent as a prerequisite for establishing a violation. Contrarily,
in Pyramid Saimira Theatre Ltd. v. SEBI held that Regulation 3(b) of the

Regulation does not require manipulative intent or state of mind.*®

The SC in N. Narayanan v. Adjudicating Officer, SEBI,** had asserted that
market abuse entails “manipulative and deceptive devices” and “known to be
wrong to the abusers”; this phrase makes knowledge and intent an essential
aspect on the part of the wrongdoer. Notwithstanding the above, in the
following year, in SEBI v. Rakhi Trading (P) Ltd., SC termed market
manipulation as a “deliberate attempt to interfere with the free and fair
operation of the market”,!” indicating intent is not an essential aspect of
market manipulation. One of the material questions of law which has been

pending before the SC for the last 5 years in Price Waterhouse & Co. And Ors.

13 Ketan Parekh v SEBI Appeal No 2 of 2004 (SAT).

14 Subhkam Securities Pvt Ltd v SEBI Appeal No 73 of 2012 (SAT).

15 Pyramid Saimira Theatre Ltd v SEBI Appeal No 242 of 2009 (SAT).

16 N Narayan v Adjudicating Officer, SEBI Civil Appeal No 4112-4113 of 2013 (SC).
17 Price Waterhouse & Co v SEBI [2010] 103 SCL 96 (Bom).



213 RGNUL FINANCIAL AND MERCANTILE LAW REVIEW [Vol 13(2)

vs SEBI is whether the intent/Mens Reas is a quintessential necessity for the

market violation.'8

Whereas SEBI often relied on “preponderance of probability”, that is,
reliance on circumstantial evidence like patterns of trades, unusual volumes,
or coordinated activity.!® Here, SEBI doesn’t need to prove the market
manipulation with absolute certainty; this probability test allows SEBI to
prosecute on the likelihood and inference basis. However, this preponderance
or probability can often lead to regulatory overreach, where there is an
involvement of complex trade, and circumstantial evidence may be
misinterpreted without the direct proof of intent.?® Thereby, leading to the

penalisation of innocent traders due to circumstantial anomalies.

At the present juncture, where trades are executed autonomously by
algorithms, taking prevailing market conditions into consideration, it becomes
critical to establish the intent aspects. Although human agents designed the
algorithms, the trades were executed solely through the algorithm upon the
favourable market conditions. Therefore, creating a difficulty in proving the
manipulative intent in cases of HFT. Sometimes, the trader may not even be
aware of the execution sequences that later on appear to be market
manipulation. Still, under Regulation 4 of the Regulation, that trade may be
deemed to be manipulative where it distorts the reference price point or creates
misleading market appearances. This doctrinal ambiguity under the

Regulation as to whether liability hinges on manipulative intent or arises

18 [2010] 103 SC L96 (Bom).

1% Sunandan Wadadekar and Mridul Anand, ‘Preponderance of Probability and Presumptions
of Guilt: Contextualising SEBI’s move towards more Permissive Evidentiary Standards in
Securities Regulation’ (2024)17 NUJS L Rev 2.

2 jhid.
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merely from market impact serves as a cornerstone of the SEBI case against

algorithmically driven strategies like those employed by Jane Street.

III. EXPLOITATION OF HIGH LEVERAGE IN INDEX OPTIONS
AND THE REGULATORY VACUUM IN INDEX INTEGRITY

Index derivatives, especially index options, are inherently highly leveraged
because a comparatively small premium controls a significant notional value
of the index and shifting sensitivities (such as delta and gamma), option prices
react nonlinearly to changes in the index.?! Thus, even a small movement in
the underlying index may cause a large change in the option price. The interim
order of SEBI relies on this mechanical relationship between derivative

exposure and cash-market movements.?2

The mode of exploitation in the Jane Street case may be best thought of as a
three-legged cycle. The first leg of this cycle is the creation of large,
concentrated positions in index options (or asymmetrical risk-sensitivity
across strikes) that will profit significantly from a targeted intraday movement
in the index. The second leg of this cycle involves the execution of highly
concentrated trades of an algorithmic nature in the cash and futures markets to
influence the prices in the preferred direction; this is possible because even a
small change in the underlying index leads to much larger changes in option
values. In the last phase, profits from the option positions are locked in while
the cash and futures positions are used to move the index, which are later

2l Vishrut Kansal, ‘Jane Street and the Expiry Day Trap: Unpacking SEBI’s Crackdown on
Algorithmic ~ Manipulation in India (Oxford Law Blogs, 30 July 2025)
<https://blogs.law.ox.ac.uk/oblb/blog-post/2025/07/jane-street-and-expiry-day-trap-
unpacking-sebis-crackdown-algorithmic> accessed 29 January 2026.

22 Interim Order (n 5).


https://blogs.law.ox.ac.uk/oblb/blog-post/2025/07/jane-street-and-expiry-day-trap-unpacking-sebis-crackdown-algorithmic
https://blogs.law.ox.ac.uk/oblb/blog-post/2025/07/jane-street-and-expiry-day-trap-unpacking-sebis-crackdown-algorithmic
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reversed once the desired movement is achieved.?® SEBI’s interim order finds

this pattern of manipulation in the Bank Nifty closing trades on expiry days.

This form of market manipulation lies at the intersection of multiple legal
domains, rather than within a single, codified offence. In the contemporary
era, a specific law regulating the integrity of index prices and benchmark
manipulation does not exist in India. Instead, the normative framework of
SEBI’s action is derived from multiple sources of law, including the Act, the

Securities Contracts (Regulation) Act of 1956,2* and judicial pronouncements.

The Act empowers SEBI to protect investors and regulate markets, with
Sections 11 and 11B enabling swift intervention and issuance of directions to
curb emerging or technology-driven practices, including algorithmic index
trading, without awaiting adjudication.? Additionally, Regulations 3 and 4 of
the Regulation prohibit manipulative conduct,?® while selective disclosure of
index rebalancing strategies may violate the SEBI (Investment Advisers)
Regulations, 2013%” and SEBI (Research Analyst) Regulations, 2014.28 SEBI
may also invoke the SCRA to penalise the use of any fraudulent device in
securities transactions, a provision applicable to indirect index-driven

manipulation through pre-planned trades.

The SEBI (Index Providers) Regulations, 2024, notified in March 2024,
signified the first direct significant regulatory measure for index providers,
thereby incorporating them under the SEBI regulatory ambit.?® The

2 Devina Gupta, ‘Why Jane Street, a US Trading Giant, Is in Trouble in India’ (BBC, 17 July
2025) <https://www.bbc.com/news/articles/c5y0zgrevilo> accessed 29 January 2026.

24 Securities Contracts (Regulation) Act of 1956.

% SEBI Act 1992, 511 & 11B.

26 PFUTP Regulations, reg 3 & 4.

27 SEBI (Investment Advisers) Regulations 2013.

28 SEBI (Research Analyst) Regulations 2014,

29 SEBI (Index Providers) Regulations 2024.


https://www.bbc.com/news/articles/c5y0zgrevl1o
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regulations make compulsory registration, provide for governance and conflict
of interest management, provide for pre-disclosure of indexing and
rebalancing strategies, and provide for compliance, thus making the practice
of indexing a regulatory requirement, rather than a voluntary best practice.

IV. COORDINATED TRADING ACROSS GROUP ENTITIES
AND REGULATORY ARBITRAGE UNDER THE FPIS
FRAMEWORK

One of the ways employed by Jane Street is trading across their group entities,
where their Indian registered entity JSI Investment Pvt Ltd. and JSI2
Investment Pvt Ltd. engage in intraday trade, and their foreign arm engages in
derivative trade. Through their Indian entity in “Patch I, they create an
aggressive position in the cash and futures, inflating the Bank Nifty index; in
the interregnum, their foreign arm (Jane Street Singapore Pte. Ltd. and Jane
Street Asia Trading Ltd) creates a short position in the derivative segment.
Later in “Patch II”, their Indian entity reverses their entire position by
aggressively selling and pushing the index down.®® Here, Jane Street has
leveraged their Indian entity to create an intraday position, thereby
circumventing Regulation 20 (4) (a) of the SEBI (Foreign Portfolio
Investment) Regulations, 2019, which, herein states that “A foreign portfolio
investor shall transact in the securities in India only on the basis of taking and
giving delivery of securities purchased or sold”.3! Under the prevailing
regulatory framework in India, FPIs are not allowed to execute intraday trades
and are barred from executing such transactions. They must settle all their

holding, as per the settlement cycle of T+1 Day and are not allowed to square

30 Interim Order (n 5).
31 SEBI (Foreign Portfolio Investment) Regulation 2019, reg 20(4)(a).
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off their position within the same trading session.* This trading pattern is not
only relevant from the lens of intraday trading restrictions that are applicable
to FPIs, but also reflects a deeper structural flaw in FPIs’ regulatory
framework regarding the group-level coordination among the entities.

Under Regulation 3 (2) of SEBI (Foreign Portfolio Investors) Regulations,
2019, where multiple FPIs belong to a single global financial group, then each
of those FPIs has to be registered as a separate legal entity even though they
are controlled and managed by the same financial group.® In cases like Jane
Street, this legal fragmentation becomes problematic, where a multitude of
trades were executed by multiple FPIs and their Indian entities allegedly
executing coordinated trades across the cash and derivative segments, which
is, per se, not illegal, with the objective to influence the index prices. Unlike
several other jurisdictions, the Indian law does not expressly recognise the
doctrine of a “single economic group ” for FPIs, thereby making it onerous for
SEBI to prove manipulation entity-by-entity, rather than attributing such
conduct to a single economic group. This regulatory lacuna facilitates the
trading firms in splitting their trading strategies among different entities and
enables them to portray coordinated trading among multiple related entities as
independent market conduct. However, in the Jane Street case, SEBI has
documented and delineated the trades executed by each of the four entities
separately; despite this entity-by-entity approach, SEBI has constantly
referred to Jane Street as “Jane Street Group” to emphasise the synchronised

trade executed by four of their entities. This hybrid approach of SEBI reflects

32 <Stock Market Settlement Cycles: India’s Shift from T+2 to T+1 Explained’ Business
Standard (1 August 2023) <https://www.business-standard.com/markets/news/stock-market-
settlement-cycles-india-s-shift-from-t-2-to-t-1-explained-123080100560_1.html> accessed
30 January 2026.

33 SEBI (FPI) Regulation 2019, reg 3(2).


https://www.business-standard.com/markets/news/stock-market-settlement-cycles-india-s-shift-from-t-2-to-t-1-explained-123080100560_1.html
https://www.business-standard.com/markets/news/stock-market-settlement-cycles-india-s-shift-from-t-2-to-t-1-explained-123080100560_1.html
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a regulatory gap, wherein they recognise an economic group in substance, yet

enforcement still requires entity-specific attribution and findings.

Jane Street, operating through multiple subsidiaries in India under a common
control leverage this and exploits this regulatory gap due to the lack of real-
time monitoring of coordinated trade across multiple entities.3* The lack of a
stringent regulatory framework to monitor trades by affiliated entities acting
in concert enables entities to distribute their trading activities across their
multiple entities, thereby enabling them to evade regulatory oversight.

V. EXPIRY-DAY TRADING, SETTLEMENT PRICE
SENSITIVITY, AND CUMULATIVE MARKET IMPACT

The average daily trading volume of FPIs in Indian index options surpasses
USD 350 hillion,*® underscoring the significance of FPIs participation in the
Indian derivatives market. This level of trading volume can cause significant
volatility in the index, particularly on the contract expiration dates.
Consequently, retail investors increasingly perceive the market as susceptible
due to the distortion arising from such trading activities, and the issue is further
exacerbated due to repeated contract expiries, thereby intensifying instability

and uncertainty.

Expiry-day trading receives increased regulatory attention not only because of
its volatility but also because of the critical role played by the value of the
index at the end of market hours in bringing about settlement in India’s
derivatives market. All index option contracts are mandatorily settled at the

end of every expiry day, with their margins managed in accordance with the

3 Vishrut Kansal (n 21).
3 National Securities Depository Limited, Latest (Daily Trends in FPI Investments)
<https://www.fpi.nsdl.co.in/web/Reports/Latest.aspx> accessed 30 January 2026.
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value of the index used for settlement at the end of market hours. This makes
all retail participation vulnerable to the determination of the settlement value,
because retail investors generally cannot influence markets and risk
management capacity to effectively hedge against short-term price swings that
might disproportionately affect settlement outcomes.®® This structural
vulnerability is not abstract; SEBI’s own data reveal that approximately 91%
of retail derivatives traders incur losses,® a figure that cannot be separated
from the systemic distortions occasioned by concentrated algorithmic activity

on expiry days, when settlement prices are most susceptible to manipulation.

The interim order passed by SEBI against Jane Street does not hold that
aggression on the expiry day itself is unlawful per se. Instead, they undertake
a post manipulation correlation of the trading activity across market segments
so as to reconstruct the alleged market impact. In doing so, the order draws
attention to the fact that aggressive trades in the cash and futures markets were
executed and subsequently unwound at a juncture where index levels were
most sensitive, and where derivative values were directly linked to the

settlement price.

The regulatory significance of such conduct lies in its cumulative and cross-
segment nature. Though each trading segment, cash, futures, and options, is
independently monitored and risk-managed, the alleged manipulation
becomes apparent only when trading of all segments is examined together,
particularly around the settlement window. Accordingly, the SEBI’s theory of

liability lies not in its assessment of isolated trades within any single segment,

3 Tim de Silva, Kevin Smith and Eric C So, ‘Losing Is Optional: Retail Option Trading and
Expected Announcement Volatility’ (SSRN, 14 January 2025)
<https://papers.ssrn.com/abstract=4050165> accessed 30 January 2026.

37 Chiranjan Kumar (n 3)


https://papers.ssrn.com/abstract=4050165
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but in whether that activity cumulatively affected the benchmark price at

which derivatives were settled.

VI. MANIPULATION OF THE LAST TRADED PRICES AND
THE LIMITATION OF REAL-TIME MARKET
SURVEILLANCE

The SEBI, in its order, elucidated how Jane Street have consistently
manipulated stock prices in its favour by exploiting the LTP through the use
of HFT, which enables the execution of large trades in milliseconds and
creates artificial market signals. Wherein, on January 17, 2024, they placed
their buy order at or above the prevailing LTP,* thereby artificially pushing
up the stock prices. While sell orders in patch 11 were strategically placed at
or below the LTP with the objective of bringing the price down. The lack of a
robust real-time surveillance mechanism to detect such LTP manipulation

enabled Jane Street to execute these strategies to manipulate the market.

The LTP is one of the crucial indicators in the stock market, as it reflects the
stock’s current value. Its real-time nature highlights the immediacy and critical
necessity for traders and investors to make informed decisions within a rapid-
paced market environment.® In accordance with the standard theory,*® The
prices of the stock are significantly influenced by the LTP on account of
market efficiency, since the LTP acts as a reference point for most of the
traders by reflecting the most recent executed transaction value in the market.

This reference price point helps traders to decide whether to take an entry or

38 Interim Order (n 5).

3 Dev Sethia,“What Is LTP in Share Market - Meaning, Full Form, & How LTP Is Calculated’
(Upstox, 16 December 2025) <https://upstox.com/learning-center/futures-and-options/what-
is-Itp-in-share-market/article-401/> accessed 30 January 2026.https://upstox.com/learning-
center/futures-and-options/what-is-Itp-in-share-market/article-401/

0 ibid.


https://upstox.com/learning-center/futures-and-options/what-is-ltp-in-share-market/article-401/
https://upstox.com/learning-center/futures-and-options/what-is-ltp-in-share-market/article-401/

221 RGNUL FINANCIAL AND MERCANTILE LAW REVIEW [Vol 13(2)

exit in the market, and the absence or manipulation of real-time LTP
undermines fairness, efficiency, and stability in the market, essentially shifting

a transparent and competitive market to an opaque and vulnerable market.*!

The repeated manipulation of LTP by Jane Street reflects deeper structural
weakness in the market surveillance framework of SEBI. Although exchanges
do constantly monitor the volume threshold, price movement, and abnormal
trading patterns, it fails to integrate real-time LTP analysis with the multi-
segment trading behaviour across cash, futures, and options segments,
thereby, manipulative strategies are thriving through micro-level prices
nudging, for instances by placing aggressive buy orders at or above the LTP
to induce an artificial upward price movement or coordinated sell by placing
order at or below the LTP to create downward movement, this artificially
induced upward or downward movement can escape immediate detection due
lack of market surveillances. These manipulative tactics distort the market
reference price point, which often becomes the basis of the investor’s decision-
making. When it is viewed in isolation, it often appears to be innocuous,
allowing sophisticated investors to exploit the surveillance blind spots until

the cumulative distortion becomes discernible ex post.

VII. NORMATIVE RECOMMENDATIONS

A. Definitional Clarity in Algorithmic Manipulation

In this dynamic and rapidly evolving trading world, wherein trades are being
executed by algorithms essentially deployed by HFT firms, it becomes a
quintessential necessity to explicitly define what constitutes market
manipulation when trades are executed by algorithms and not by human

agents. As of today, SEBI uses broad terms like unfair market practices,

1 ibid.
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fraudulent trade practices, manipulative practices, etc. The author advocates
for delineation of a clear definition of spoofing, quote stuffing, layering, front
running and other methods employed by algorithmic trading firms. By
amending the Regulations, SEBI should inculcate a specific definition of this

manipulative strategy.
B. Ex-ante Algorithmic Accountability Framework

Where an entity is deploying an algorithm to execute a trade, primarily the
Black box algorithms, there should be robust pre-trade and real-time risk
controls to prevent the strategy from operating in a way that creates either a
false or misleading appearance, disrupts or manipulates the price discovery
process. This will essentially shift the evidentiary burden from “did they
intend to manipulate the market?” to “did they take reasonable care at the stage
of the creation of the algorithm from causing manipulative effects?”
Consequently, mens rea in algorithmically executed manipulation is properly
assessed at the stage of design and deployment, and pre-trade scrutiny
represents the legally coherent mechanism for such attribution under the

existing regulatory framework.

Furthermore, in consonance with the European Securities and Markets
Authority, SEBI has also adopted the ex-ante transparency and algorithmic
accountability approach, requiring investment firms engaging in algorithmic
trading to maintain and disclose information like trading logic, Kill-switch
mechanisms, order-to-trade, order-to-cancel ratios, pre-trade and post-trade

risk controls.*> However, these requirements are merely applied as market

42 Shri Venkatesh, 'SEBI's Algo Trading's Success Depends on Its Enforcement'
(ETLegalWorld, 2025) <https://legal.economictimes.indiatimes.com/news/editors-desk/sebi-
introduces-new-regulations-for-algo-trading-to-enhance-investor-protection-and-market-
transparency/118148187> accessed 6 June 2026
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surveillance and systemic risk mitigation tools; they can act as a latent
evidentiary basis for intent attribution, similar to the EU MAR-ESMA
approach.®® Yet, the current enforcement mechanism under the Regulation,
predominantly relies on ex post price movement and market impact analysis,
often blurring the line between price manipulation and price influences. This
algorithmic disclosure regime can be reconceptualised from a compliance-
centric mechanism to an intent-diagnostic mechanism, which will
significantly help in strengthening the doctrinal coherence of jurisprudences

of manipulation in light of the algorithmic trading.
C. Strategy Level Testing and Pre-clearance

The authors advocate for algorithmic strategy sandboxing and targeted pre-
clearance requirements as a preventive regulatory measure in response to high-
leverage index manipulation. Sandboxing is a technique of testing trading
algorithms in a controlled and simulated environment that replicates real-
world market conditions without running the risk of disrupting the live
markets.** In parallel, Pre-clearance mechanisms allow regulators and
exchanges to assess and review the algorithms that may influence expiry-day
outcomes before they are deployed in the live markets.*> Although SEBI has
a few control mechanisms, such as maintaining algorithm version logs,
exchange approval before deployment, etc., these measures are primarily

focused on preventing technical failures and fail to address the market impact

43 Regulation (EU) No 596/2014 of the European Parliament and of the Council of 16 April
2014 on market abuse (market abuse regulation) and repealing Directive 2003/6/EC of the
European Parliament and of the Council and Commission Directives 2003/124/EC,
2003/125/EC and 2004/72/EC Text with EEA relevance 2014 (OJ L 173).

44 Rajandran R, ‘Understanding OpenAlgo Sandbox Mode: Your Risk-Free Testing Ground
for Algorithmic Trading’ (Medium, 4 October 2025) <https://blog.openalgo.infunderstanding-
openalgo-sandbox-mode-your-risk-free-testing-ground-for-algorithmic-trading-
cedab18f690b> accessed 30 January 2026.

4 Vishrut Kansal (n 21).
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of algorithmic strategies. In contrast, sandboxing and pre-clearance
frameworks would enable SEBI and exchanges to examine algorithms,
focusing on their potential to distort price formation. The sandboxing
infrastructure should be jointly administered by SEBI and the stock
exchanges, with SEBI retaining final clearance authority, emulating the
exchange-supervisory architecture already established under SEBI circular,*

particularly for strategies carrying significant cross-segment exposure.

The acceptability of an algorithm’s market impact should be assessed against
three parameters: whether its simulated order-to-trade ratios remain within
prescribed thresholds; whether it creates artificial price pressure close to
expiry days; and whether its cross-segment profit-loss attribution is consistent
with genuine hedging rather than a manufactured directional move. This
approach also aligns with MiFID II’s mandate on pre-deployment testing,

strategy-level governance, and enhanced oversight.*’
D. Group-wide Attribution for FPIs

To prevent the circumvention of Regulation 20 (4) (a) of SEBI (FPI)
Regulation 2019, which Jane Street have leveraged to execute synchronised
trade across associated group entities, the author advocates for a shift from
entity centric approach to a group-wide attribution approach, where SEBI
should view an Indian arm of FPIs that is their subsidiaries and associates from
the lens of a “Single Economic group ” for intraday square-off checks, trading

limits, and delivery obligations, thereby closing the regulatory lacuna that Jane

4 SEBI, 'Safer Participation of Retail Investors in Algorithmic Trading' (Circular No
SEBI/HO/MIRSD/MIRSD-PoD/P/CIR/2025/0000013, 4 February 2025)
<https://www.sebi.gov.in/legal/circulars/feb-2025/safer-participation-of-retail-investors-in-
algorithmic-trading_91614.htmI\> accessed 06 June 2026

47 Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on
markets in financial instruments and amending Directive 2002/92/EC and Directive
2011/61/EU (recast) Text with EEA relevance 2014 (OJ L 173).
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Street have exploited by splitting trades across their domestically incorporated
entity and with their Singapore registered entity. To operationalise this group-
wide approach a new provision should be formally introduced mandating the
FPIs to file a consolidated “Group level regulatory registration” highlighting
the control structure, common management, shared algorithms, risk systems,
and overarching compliance policies. This will help in creating a single point
of reference for the SEBI and will help in preventing legal fragmentation as
seen in the case of Jane Street. Moreover, the author contends for the extension
of FPIs-related restrictions to the domestically incorporated entities of the
FPIs, akin to Australia’s FIRB regime,* under this framework, regulatory
oversight get triggered for domestically incorporated entities, where a single
foreign entity is holding at least 20% of ownership or where a two or more
foreign entities holding aggregate substantial interest of at least 40% in
domestically incorporated entities, thereby applying similar threshold based
approach in India would ensure that domestically incorporated subsidiaries
with significant FPIs ownership are subjected to similar regulatory scrutiny.*®
SEBI should also amend the regulation to give equivalent treatment to the
Indian investment firms that are de facto arms of an FPIs group, where FPIs
are holding a substantial interest in the domestically registered entity, thereby
equating trades executed by a domestic firm with the trades of their FPIs. This
would consequently subject the domestic firm to the same delivery-based

restrictions that are presently applied to FPlIs.

48 Department of the Treasury, ‘Australia’s Foreign Investment Framework’ (Foreign
investment in Australia, 14 March 2025) <https://foreigninvestment.gov.au/investing-in-
australia/foreign-investment-framework> accessed 30 January 2026.

49¢ Australian Foreign Direct Investment Guide’ (Herbert Smith Freehills, January 2025)
<https://www.hsfkramer.com/dam/jcr:3307619d-3ab9-41f3-b8fd-
932400aa44d2/Australian%20Foreign%20Direct%20Investment%20Guide%20-
%20January%202025.pdf> accessed 30 January 2026.
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E. Consolidated Audit Trail System

To prevent the manipulation of LTP, a consolidated audit trail regulatory
system should be established, aligned with the U.S. CAT, which tracks and
records every order from entry to execution, modification, and cancellation
across listed equities and options in U.S. markets.>® It essentially enables
market regulators, such as the SEC®! and FINRA,>? to monitor trades in real-
time and detect any market manipulations. Although SEBI’s Integrated
Market Surveillance system does monitor the trading activity, but it does not
provide a single unified audit trail across all markets like CAT, and therefore,
the regulator may often face a delay in timely detection of market
manipulation, as seen in the Jane Street case. This consolidated audit trail
would enable the regulator to systematically undertake the cross-referencing
of LTP manipulations in real-time basis. Moreover, the Regulation should be
amended to explicitly incorporate the LTP manipulation as a fraudulent
practice, which would strengthen the enforcement action under Section 12A
of the Act.

F. Reform of Expiry-day Settlement Pricing

In order to avoid distortions of the benchmark price due to concentrated
trading activity around expiry dates, SEBI could consider modifying the index
settlement system by expanding the settlement reference window or adopting
a hybrid pricing formula. Such steps would reduce the settlement price
sensitivity to transient and concentrated trades near market close. This would

be in line with the EU Benchmarks Regulation, which states that the value of

%0 Securities and Exchange Commission, Rule 613 (Consolidated Audit Trail), 17 CFR s
242.613 (2017) (USA).

*1 ibid.

%2 Financial Industry Regulatory Authority <https://www.finra.org/> accessed 30 January
2026.
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a benchmark should reflect market activity and be resistant to temporary
pressure on prices.>® Additionally, the U.S. CFTC’s position limits and
accountability rules under the Commaodity Exchange Act> and implementing
regulations® require trading facilities to implement position limits or
accountability mechanisms to prevent excessive speculative positions that
could cause price distortions, especially in the spot/expiry contract month.
These frameworks serve as structural caps on concentration and offer
exchanges reporting and intervention powers when speculative dominance
could potentially jeopardise the integrity of settlement. The implementation of
these policies would directly address the issue of dominance on expiry days

by large market participants.

VIII. CONCLUSION

The Jane Street market manipulation reflects a decisive inflexion point in the
Indian securities legislation, exposing structural flaws in the traditional, entity-
centric, ex-post enforcement mechanisms that strain under the weight of high-
leverage, algorithmically driven, and coordinated trading strategies. While the
trades in question often appear to be lawful in isolation, their cumulative
market impact reveals the fragility of the regulatory framework that hinges on
intent-based liability and effect-based regulations without doctrinal clarity.
The regulatory response must shift from reactive forensic enforcement to
proactive, technically informed governance, with the explicit definition of

algorithmic manipulation, ex ante testing, and group-wide regulations;

%3 Regulation (EU) 2016/1011 of the European Parliament and of the Council of 8 June 2016
on indices used as benchmarks in financial instruments and financial contracts or to measure
the performance of investment funds and amending Directives 2008/48/EC and 2014/17/EU
and Regulation (EU) No 596/2014 (Text with EEA relevance) 2016 (OJ L 171).

> Commodity Exchange Act 2025, s 5h(f)(6) (US CFYC).

5 Commodity Futures Trading Commission, 17 CFR Part 150 (Limits on Positions) (Code of
Federal Regulations, 2025) (US).
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consolidated audit trails are no longer optional; they are essential to preserve

the market’s fair price discovery.



