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I A letter to the new chief of sebi: 
Some issues that merit attention 
, ,,.. , d ti' . I ., . . .1 • •t /i Tuhin Kanta Pandey ,11ve;,, 01 c uca on mu t,1e mm·ket regulator~' capacityjbr cu(j11dicatiun deserve to be lugri prwrz Y. or · 

M. DAMODARAN 
is chairperson, Excellence Enablers, and former 
chairman. Securities and Exchange Board of 
India 

D 
earChairmanPandey, 

At the outset, let me wish you a 
rewarding and produc tive tenure as 
the head oflndia's securities market 
regulator. I would have p ersonally 
preferred a 5-year term, with no 

re-employment or extension. 
You assume office at a very critical time in the 

historyoftheorganization. In terms ofboth 
products and processes, there have been signifi­
cant achievements. At the same time, for reasons 
good or bad, the reputation of the organization has 
been somewhat d ented. I amsurethatwithyour 
experience in the area offinance. and perhaps in 
the arena of securities markets, you will hit the 
ground running with a plan to address urgent and 
important matters. It is not my inte ntion to burden 
you with unsolicited advice. However, there arc a 
few issues which are significant enough to merit 
your a ttention. 

The firs t of these derives from the Preamble to 
the Securities and Exchange Board oflndia (Scbi) 
Act. The Preamble mentions development of 
markets, regulation of m arke ts and the protection 
of the inte rest,ofinvestors. Som e choose to read 
these as tJircc different tasks that Scbi has to 
address. Mvown view is that both developme nt 
and regulation are means to an end, which is pro· 
tecting the interest of investors. I am cognizant of 
the fact that in addition to investors, there arc two 
o lher'l's, namely, u;Guers and intennediaries, that 
cannot be ignored. Primacy would, however, have 
to l>c accorded lo the investor. 

Many steps have been take n from time to time 
and many .afi·1-,'Uards p111 in place to attempt to . 
protect in\'CMor, .1•spcciallysmallmvc·:' 'ors. With· 
out their coming into niark1•1s ,n s1gnlfl('anl nun1· 
hen., eitherdirtct lyor through the mutual fond 
route, m arke t, would 1101 have withi_n_ I heir I old the 
numbe rs that can cont rihutc 10 stalJ1ht y anti ,0111 111· 
ne,s. 11 is universally recognized that an 1·d11ca11·d 
investor is a protcct<·d inVl'stor. Thcrl'lon· , the 
attempt oug ht lo he 10,cale up effort, lo pn unol1· 
invcstore<luc:iti(JU. Hc•gretl ably. thi:-.st·t·ms IO have 
gone significant ly lower in the ll('l'king,11rd1·r, w11h 
only l2.8 crore lll'ingdcploycd hy~1·l:1_s ~•;vc~lo'. 
Protection and Educat1011 l•und 1nlOl.l· l U 111 
thcr, the orig inal design oft he Na111111al l11, 111 ut<· 
of Securities Markets(NISM), con1<·1_11 P1•.'1.' ''.1" 
separate School for Investor Educa11r>11. I In, . .. . 
seems 10 have hcen placed on the 1Ja.-k·h1111 ll_1 · 11 

not entirely Josi sight of, by it ,focuson capacity· 
liui)ding programmes forSchi oOicials a'.,d ml<·r· 
lllediarics. This would need t? he n•mc•".cd_s;"-''.'. · 

A related ·1sp cct is I hat Ind ia has not h,ll! •• us) 
to11•of suitably trained . qualified ;111d rnot ivate, 

investme nt advisors. Those who are in this profes­
sion arc mostly in mctropolita11 and urban areas, 
and therefore the ahility to educate investors in 
rural :11·c,1s, and lo get them to look at equity and 
debt as asset classes. is missing. A few years ago, 
Scbi had started a programme callccl SMAHTS. 
to train inves tment advisors in orde r to replal'I' 
JH"C >tluct puslt(•rs who wt•rc masqucrat ling as 
investment advisors. It is not clear whether this 
programme is ge lling the ii ind nfpush that it 
need,, to p1·rcolatc to all corners of tlw rnnnt•T• 

Yt·I ,molhl'ran.•a tlial I am !-llll'Cwill mcri l your 
a11,·ntion b th,· qualityol'acljutlication orders 
being pass1•d liy SPhi omcials. A<\iudil'atinl-( c >lli ­
,.,.,., (;\ (>,) in S,-hi arc pe rsons drawn frolll differ­
ent dt ·parlmt·nt :-.. without lll'f"t•:...:...arily havinµ; the 
lliud ol'judinal lrai nin1i rr quin·d to Wt'il,(h <•vi· 
dc11ce c11ul pa:-.!"I n ·asonl'd onlt•rs. Many of I ht•m. 
in t'al'lit •r yt•;ir:-., wt•n· pla('(·fl asAO s hl·t·au:-.t· llu.·y 
did 110 1 nll'a:-,un• up i11 thl'irot lH'r :l',:...ig 11mt•1H!"I. 
This bd,•arl) ,11 11111;11·1·1·111ahlt · proposition. As a 
i-,111M·q1u·nc·t•o f11ot havinl-{ tllt' ri,1.d111111111l1t·rof 
:11lt·1111a1d y lra i111 ·<l 111·rsi 111s,S1•i 11·, :11 \jndit-atlo11 
onl1·n,oflt ·11 con11 · lo gr it·f wht•n ('hallt•t1µ;1·tl at tht• 
s ,,,·,,ri tie, App,•11;111• T rillllll,ll. T l,i, alsi, in1p:1t·1, 
tilt' rqmlal io11 o f l ht· or, . .{;11111atio11 , ht>:...i1!t•s tlil' 
iitiuslin• that l'o11ld Ill' ,·anS<•d 111 individuals and 
inMit ut ions. l't·rlwps llll'n · i, a <'il !-tf' , as in M>IHt' 

other jurisdictions, of gettingjudiciaJ o fiicers o n 
deputation to discharge these respons ibilities. 

A related point is the time take n for the e ntire 
process of surveillance, investigation and e n force­
m e nt. From the time tha t a matte r is taken in hand 
it takes years in the nom1al course of events for • 
enforcement action to kick in. Meanwhile, those 
th'.1t ga~ne the system continue lo make u,tjus t 
gam~. Speed and exe mpla1y punishment arl' the 
two mgredtents that will quickly bringonll·r to the 
marke t place. and discourage and dis-inl' enliviZl' 
persons with wrong ideas. 
. Conflic t of interest and asym111l·t11' ofinform.1-

tlo n ill'(' the tl'ITible twins ofthC Sl'l'llrities market 
\ \1 l11le Prohibition o l'lnsid<·rTrading Heg11lation; 
and curbing Hl'iatcd l'anyTransar tionsare 
important nlf.'asurcs. it is neithl'r IH'('t•ssary nor 
d,•sirablc toa1n~nd 1h1•Jll wHh Pxt1:aon1in,iry 
lrcq11t·ncy. Clanty illld n,ntmu11y m l'l'gulations 
1s what lllak,•s for ord,•rly rondur t lll the 
n1arkc•1 plac·,•. 

U1ll' last th11ul-(hl hd, 1n, I s i,:n off. The tende ncy 
tu k1·cp ddininl-( and rede fining ·1ndepe nclent 
llirertor,i shnnld lie given up. Independen ce is a 
s tate of lllmd, and rnnnot be k,,.;sla_tccl or regulated. 

As you tak,· i-:uan l, and we look forward to a 
s trokc· lill,·d produr tivc innings, you carry our 
good wish1·s , our expect a lions and our hopes. 

i THEIR VI.SWJ' 
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