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Abstract: Artificial intelligence (Al) is changing the regulatory landscape, making it possible for the Securities and Exchange
Board of India (SEBI) to improve investor protection through automation, explore the role of Al in SEBI's investor protection
efforts, evaluate the impact of Al on investor confidence, To assess the operational efficiency of SEBI with Al integration, To
identify the challenges and limitations of Al in investor protection. Al's protection of investors is becoming increasingly
important as financial markets develop to preserve equity, transparency, and investor confidence in the investment ecosystem.
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L. INTRODUCTION OF SEBI
Investors expect to maximize their returns and meet their financial goals when they invest. The number of investors and the
expansion of stock market transactions have resulted in several unethical practices by firms, brokers, and investment consultants,
including price manipulation, unofficial premiums on new issues, share delivery delays, violations of listing requirements, and
more. Customers began to lose trust in the stock exchange as a result of these unethical practices. Therefore, to safeguard investors'
interests, the Indian government established the Securities Exchange Board of India (SEBI) in 1988 and granted it statutory
authority to regulate the Indian financial market in 1992 through the SEBI Act 1992. Investors are permitted by SEBI to establish an
association of investors and register it with the agency. This will give investors a quick platform to talk about their issues and take
action to resolve them quickly.
A. Introduction of SEVA (CHATBOT) to Investors
The foundation of the financial and securities markets are investors. They establish the degree of economic activity in the securities
market. They might need help understanding the workings of the market, its procedures, or their responsibilities and rights. Some of
them may need help understanding the precautions that investors should take when interacting with market intermediaries and
trading various securities. Organizations are required to safeguard investors' interests and assist them in regaining trust in the capital
market. It provides them with enough information to make wise investment choices. People intend to increase their investments as
they become more financially conscious. Many people make mistakes because they are still unfamiliar with the process. The
Securities and Exchange Board of India (SEBI) introduced SEBI's Virtual Assistant (SEVVA) to address investor protection. This
sophisticated chatbot with Al capabilities can respond to any investor's question.

B. Need for Protection

Investors are the backbone of the Securities market. People who invest do so in the hope of earning a profit. For financial markets to
grow healthily, strong investor protection is necessary. Protecting investor interests is crucial, and it has a big impact on an
economy's financial configuration. Protecting investors' interests from unethical behavior in the stock market, mutual funds, shares,
etc., entails several measures.

C. Derivatives

Artificial Intelligence (Al) is transforming the regulatory landscape of the Securities and Exchange Board of India (SEBI) by
enhancing its capacity to protect investors. Through Al technologies, SEBI can evaluate enormous volumes of trading data in real
time, improving the speed and accuracy of identifying fraudulent activity and market manipulation. Advanced surveillance is made
possible by Al-driven technologies, which can spot odd trading patterns and warn authorities of possible dangers. Al also improves
investor education by offering real-time insights into market trends and investment strategies, as well as by personalizing learning
experiences.
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Objectives

To explore the role of Al in SEBI's investor protection efforts.

To evaluate the impact of Al on investor confidence.

To assess the operational efficiency of SEBI with Al integration.

To identify the challenges and limitations of Al in investor protection.

1. REVIEW OF LITERATURE
Raghavan, S. (2021) — Risk-based Supervision and Al in Financial Regulation — By using Al to monitor transactions, trading
patterns, and behavior of market participants (including brokers, institutional investors, and exchanges), SEBI can more
effectively identify potential risks to market integrity. This helps in protecting investors from fraudulent practices, ensuring that
market manipulation or insider trading is detected early.
Mohan, R., & Suri, A. (2021) — Challenges and Opportunities for Al in Indian Financial Regulation - The paper emphasizes the
role of Al in improving market surveillance and fraud detection, which directly contributes to investor protection. By using Al
to monitor large-scale market data, SEBI can quickly identify irregularities and fraudulent activities (e.g., insider trading,
market manipulation), thereby enhancing the safety and security of investors.
Chandran, S., & Bansal, P. (2023) — Al and Machine Learning for Fraud Detection in Financial Markets - Fraud detection is a
crucial aspect of protecting investors in the securities markets. Al systems can process vast datasets and identify patterns of
fraud much faster and more accurately than traditional methods. For SEBI, adopting such Al systems could significantly reduce
the time it takes to identify fraudulent activity, thus minimizing investor losses and maintaining market integrity.
Singh, A., & Sharma, P. (2021) — Al-Driven Approaches to Market Surveillance and Investor Protection - The authors argue
that Al can provide real-time insights into market conditions, making it easier for SEBI to detect discrepancies that could harm
investors. For example, Al could analyze trading volumes, price movements, and news sentiment to flag potentially harmful
activities such as “pump-and-dump” schemes or spoofing.
Kumar, A., & Singh, V. (2020) — Artificial Intelligence for Investor Protection in the Indian Securities Market - Al can help
SEBI in its regulatory duties by ensuring that investors are protected from fraudulent schemes, market volatility, and misleading
financial advice. For example, Al-powered algorithms can detect false or misleading information disseminated in the market,
potentially harming investors’ decision-making.
Brynjolfsson, E., & McAfee, A. (2017) — The Second Machine Age: Work, Progress, and Prosperity in a Time of Brilliant
Technologies - The authors emphasize that Al can empower regulatory bodies like SEBI to better monitor market behavior,
track transactions, and detect illegal activities before they negatively affect investors. They argue that Al has the potential to
offer better oversight and more transparent markets, both of which are essential for investor protection.
Jaiswal, A., & Gupta, S. (2022) — Al for Investor Education and Risk Management in Financial Markets - By enhancing
financial literacy and offering real-time risk assessments, Al can help investors make more informed decisions. This directly
protects investors, as they are less likely to fall prey to risky or fraudulent investments when equipped with better knowledge
and tools.
Sullivan, J., & Kogan, M. (2020) — Al in Regulatory Enforcement: A Case Study of the U.S. SEC - The application of Al-
driven surveillance systems at the SEC to detect market manipulation and insider trading can be adopted by SEBI to bolster its
efforts in safeguarding investors from market abuses.

1. RESEARCH METHODOLOGY

The research methodology for studying the role of Artificial Intelligence (Al) in investor protection under SEBI involves identifying
key challenges in protecting investors in financial markets and exploring how Al can help address these issues. Data is collected
from sources such as SEBI reports, financial statements, academic journals, and interviews with experts like SEBI officials and Al
professionals. The collected data is then analyzed using both qualitative methods and quantitative methods. Ethical considerations,
such as ensuring data privacy and obtaining consent from participants, are followed throughout the study. The findings will be
validated by expert reviews and presented in a clear report, offering practical recommendations for SEBI to enhance its investor
protection mechanisms through Al technologies.
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(AVA DATA ANALYSIS AND INTERPRETATION OF ADVANTAGE OF CHATBOT

Metric Before Chatbot After Chatbot Change (%)
Average Queries per Day 200 600 200%
Peak Usage Hours ohrs 4hrs 40%
Average Response Time (mins) 10 5 60%

Average Metrics observation

0 &

1 2 3

il Peak Usage Hours - Average Response Time (mins)

—p— fyerage Queries per Day
Interpretation:
o Before using Chatbot the average number of queries per day was 200.
e After Chatbot this has been increased to 600, demonstrating a significant enhancement in user engagement and accessibility to

SEBI's services.

o Before Chatbot the average response time was 10.0 minutes.
e After Introducing Chatbot the average response time decreased to 5.0 minutes, showcasing a significant improvement in

efficiency.
Satisfaction Metric Before Chatbot After Chatbot Change (%)
Clarity of Information 3.5 4.5 28.60%
Timeliness of Responses 3 4.6 53.30%
Overall Satisfaction 3.2 4.4 37.50%
Chart Title

©IJRASET: All Rights are Reserved | SJ Impact Factor 7.538 | ISRA Journal Impact Factor 7.894 |




International Journal for Research in Applied Science & Engineering Technology (IJRASET)
ISSN: 2321-9653; IC Value: 45.98; SJ Impact Factor: 7.538

Conference 'Technology and Knowledge Based Entrepreneur for Sustainable Industrial Development’,

held at Sridevi Women’s Engineering College, Dec 2024

Interpretation:

o  Clarity of Information has Improved from 3.5 to 4.5

e The timeliness of Responses was Increased from 3.0 to 4.6
o Overall Satisfaction has been Increased from 3.2 to 4.4

Parameter Before Al After Al Improvement%
Fraud detection 60% 85% 41.60%
Average time to detect fraud 20 5 75%
Investor complaints received annually 10,000 7,000 30%
Investor complaints are resolved annually 50% 85% 70%
Investor satisfaction rate 40% 75% 87.50%
Transparency score 6 9 50%
Al-related SEBI budget allocation 10% 20% 100%
Dispute resolution 15 7 53.33%
Fraud related penalties 100 crore 200 crore 100%
social media's positive sentiment 40% 60% 50%

Trends in Key Metrics Over Time
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—e— Investor Satisfaction
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Interpretation :

Fraud detection accuracy increased by 41.6%, while detection time dropped by 75%. Investor complaints were reduced by 30%, and
complaint resolution improved by 70%, reflecting better customer satisfaction. Other notable improvements include a 50% increase
in transparency, a 100% boost in the Al-related budget allocation, and a 50% rise in positive social media sentiment, demonstrating
Al's positive impact on operational efficiency, investor relations, and public perception.

V. FINDINGS

1) The fraud detection rate increased from 60% to 85% post-Al implementation, with the average time to detect fraud reducing
from 20 days to 5 days.

2) The percentage of complaints resolved within a reasonable time frame increased from 50% to 85%, while the number of
complaints received annually decreased by 30%.

3) Investor satisfaction with SEBI’s Al-driven tools has shown a significant increase, with 45% of respondents reporting being
"highly satisfied” with Al-driven initiatives. This is a substantial improvement from the 40% satisfaction rate before Al tools
were implemented.

4) Some investors have raised questions about biases in Al models that may impact decision-making. SEBI must address these
concerns by ensuring that Al systems are regularly audited for fairness.

5) Transparency in Al-driven processes has emerged as a key theme. Although SEVA provides clear, instant responses, ensuring
the explainability of Al decisions to investors is vital to building long-term trust.

VI. SUGGESTIONS

1) SEBI must implement robust data security measures, ensuring that sensitive investor data is protected from breaches. Al
systems should adhere to global standards such as GDPR to ensure privacy and confidentiality.

2) Regular audits and the adoption of explainable Al techniques will help ensure fairness in Al models. SEBI should actively
monitor the performance of Al systems and ensure they are designed to be as unbiased as possible.

3) SEBI should continue training its Al systems to learn from new market patterns, emerging trends, and investor behavior to
improve the system’s accuracy and efficiency over time.

4) SEBI should invest in educating investors about how Al works in market regulation. Transparency around the functionality of
SEVA and other Al systems will help increase investor confidence and usage.

5) SEBI can further enhance its Al-driven systems by studying international best practices from regulatory bodies like the SEC
(U.S.) or FCA (UK), which have successfully integrated Al into market supervision.

VII. CONCLUSION

In conclusion, the integration of Artificial Intelligence (Al) within the Securities and Exchange Board of India (SEBI) represents a
transformative approach to enhancing investor protection. By leveraging Al's capabilities in data analysis, fraud detection, and risk
assessment, SEBI can proactively safeguard the interests of investors and maintain market integrity.

Al-driven tools not only streamline compliance and monitoring processes but also provide valuable insights into market dynamics
and investor sentiment. Furthermore, the use of Al for investor education fosters greater financial literacy, empowering individuals
to make informed decisions. As the financial landscape evolves, the continued adoption of Al will be essential in ensuring a
transparent, efficient, and secure investment environment, ultimately reinforcing trust in the regulatory framework and the markets.
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