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and that is why they are interest-
Ing. Behavioural Onance is one
angle w conshder when analysing stock
markers, [tls the only explanation fora
several otherwise imexplicable anom-
alies such as ‘predictable surprises”. A
heavy smoker is bound o face lung
problems, while a habitual drinker 15
prone o liver drrhosis, Prdemiial conse-
quences are known. but no action 6
taken because of the inabakity w ake
tough decisions. Behavicural scence
has a term For it— Decision Paralysis, 1
bt aint broken, don't fix it
Today, Tndia can beast of having the
finest and efficlent stock market sys-
tems in place with the right checks and
balances, thanks to an efficiént regula-
tor, Bven a transfer of one share from a
hiusshand 1o a wile needs o be reporied
through the stock exchamees. This pro-
vides the right rransparency. Evien mmi-
wal [unds transferring (o one
scheme to other have w report the
rransactions through the stock markets,
Howeser, according 1w reporis in
The Economic Times and The
Times of India over the past lortnight,
almost ene-third of the trading volume
in the Inilan stock exchanges is outside
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the parview of the stock market regula-
tor, This is made possible by the exis.
tence of panticipatory notes (P-notes)
issued by certain forelgn Institutional
irvestons (FIL) registered with e Secu-
dties and Exchange Board ol India
{Sebi). In effect, there is a parallel siock
market, which is more than one-third
ol the Indian stock market by volume.
Maost of the Flls issuing Penofes also of-
fer over the counter (OTC) derivative
prodioces 1o their clients.

P-notes could prohably explain the
seermingly strange behaviour of the
stock market of late. The market is
showing huge valarility and even on
days when declines exceed advances
by a big margin, the indices show an
upward movement. To manipulate an
index, all you need to da is o push up
a fewr heavyweight stocks. P-noges
ma ke it possible.

Let’s understand what's wrong with
P-tiotes. Firstly, they enable FIls to cir-
cumvent all regalatory hurdles fzced by
Indian institions and mutual funds
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Human beings have a
typical inability to take
tough decisions. This leads
to ‘Predictable Surprises”.
So, are P-notes next in the
queue, asks Parag Parikh

Right Somewhere

Thus, we are nol providing a level
playing field to Indian entlties. India
has equally smart and qualified fund
managers whao, given .llulpfmrll'-nil}'.
can provide priclucis 1o the loreign in-
vistors: The exchequer loses revenue
by way of sucurity iransaction tax and
other taxes [or inter cliems transiers,
Finally, we doo't know efther the be-
haviour ar the identity of such invest-
ments. They have o be speculanve,
espedially when derivative products
are issued, Derivatives are weapons of
mass destruction, so=ays Warren Buf-
fer. The recent downlall of Amaranth
Advisors, a leading US hedge fund
that wiped oun half of its net worth in
one month, should be an ¢ye opener,
How many such [unds are dealing in
the Indlan market outside the
purview of pur regulator?
Globalisation is here to stay and we
need to understand the elfect such
ghobal funds fiow will have on the stock
market, Such huge ansactions outside
the purview of our Indian regulator will

only increase the volatility. This would
drive out the Indian investor {rom the
markes as powerlul global firms with
decp pockets start dominating it. A
goond healthy market is necetsarily not
one which goes up everyday, but one
where there i resemblance of zaniy
and less volatility. What will happen
when this money becomes shy? %5 a
Predictable Surprise. But when i hap-
pens it will be painful. These are the
pangs of globalisation.

why do we behave In ways when we
know that we will be hun? At this stage
thie saock market s cruising high and over-
confidence and overenthusiasm reigns
suprerme, Mo ome s inte rested in upsetting
the apphe cart. If any decision on P-notesis
taken we coukd have a big reaction in the
market. S0, we are sruck by dedsion
paralysis and think ii sale to mainiain the
status quo. Howewver, it is evident that
senmething s nod ght somewhere and the

sewnier it moonenied the better
{The aeiior &5 chairman, Parag Parikd
Finrarteied Advesory Serviees)




