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Abstract:

Social media has significantly transformed the way information is shared and consumed, particularly among younger
generations who turn to these platforms for solutions to various personal issues. Among the growing number of content creators
are social media influencers in the financial sector, known as "finfluencers.” These individuals, with substantial followings on
platforms like YouTube and Instagram, offer investment advice, promote financial products, and sometimes provide specific
investment recommendations. The rise of finfluencers has established a new dynamic between financial institutions and
consumers, positioning them as intermediaries who provide accessible and engaging content on financial topics. For many
investors, especially younger ones, social media has become the primary source of information about personal finance and
investment strategies. While this has made financial education more widely available, it also raises concerns regarding the
authenticity of the advice provided and the potential risks involved. Since the advice from finfluencers is often unregulated and
their expertise varies, there is a significant risk of misleading novice investors. This research paper investigates the role of
finfluencers in the investment decision-making process, with a focus on the adequacy of existing regulatory frameworks. Given
the growing influence of finfluencers, there is a clear need for stricter regulations to protect retail investors from potentially
harmful or unqualified financial advice.
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Introduction: who are increasingly turning to them for financial

The rapid rise of social media has fundamentally
reshaped how information is shared and consumed,
especially in sectors such as finance. One of the most
striking developments in recent years has been the
emergence of "finfluencers"—individuals who use
platforms like Instagram, YouTube and X (formerly
Twitter) to provide investment advice, promote
financial products, and offer personal finance insights.
These influencers often possess substantial online
followings, particularly among younger generations,
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guidance. Finfluencers have created a new dynamic in
the financial services landscape, acting as
intermediaries  between  traditional  financial
institutions and retail investors. Their ability to make
financial topics more accessible and engaging has
extended financial literacy to many, especially the
naive investors.

However, this growing trend also raises significant
concerns regarding investor protection. While
finfluencers have made financial knowledge more
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widespread, the quality and reliability of the advice
they provide are often questionable. The lack of
regulatory interference has made it challenging to
protect retail investors, particularly younger and less
experienced ones, from the risks posed by
finfluencers. The advice shared on social media
platforms tends to be informal, unstructured, and, in
many cases, inadequately reflective of the risks
involved. With little to no regulatory oversight,
finfluencers can easily promote high-risk products,
make unverified claims, and provide misleading or
biased advice, often with the goal of generating
personal profit. This has exposed retail investors,
particularly younger and less experienced individuals,
to significant risks such as market manipulation,
scams, and poor investment decisions.

In response to the rising influence of finfluencers,
regulatory bodies worldwide, including the Securities
and Exchange Board of India (SEBI), have started to
introduce norms aimed at managing the activities of
unregistered financial advisors and influencers. SEBI,
for instance, has implemented new regulations
restricting associations between regulated financial
entities and unregistered individuals offering financial
advice. Additionally, industry bodies like the
Advertising Standards Council of India (ASCI) have
published guidelines requiring influencers to disclose
paid promotions and other conflicts of interest.
However, these regulations are still in their nascent
stages, and there are significant gaps in protecting
consumers from the risks associated with unregulated
financial advice.

The need for comprehensive regulatory frameworks is
further heightened by the global nature of social
media, where finfluencers operate across borders,
often without being subject to any single jurisdiction's
laws. The existing investor protection laws were not
designed to address the unique challenges posed by
this new breed of influencers, creating a legal grey
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area where investors are vulnerable to exploitation and
misinformation.
This legal analysis aims to evaluate the effectiveness
of current investor protection laws in safeguarding
retail investors from the risks associated with the
influence of finfluencers. It will examine the scope and
adequacy of existing regulations. By assessing the
legal landscape, this study seeks to offer insights into
how regulatory bodies can evolve to meet the
challenges posed by this rapidly growing sector,
ensuring that investors can make informed decisions
without falling victim to misleading advice or fraud.
Research objectives:
» To analyze the factors contributing to the rise and
engagement of followers of finfluencers.
» To examine the existing regulatory framework
governing the activities of finfluencers.
» To study the effectiveness of Investor Protection
Laws Against the Influence of Finfluencers
The Rise of Finfluencers and Their Impact:
The concept of finfluencers has emerged in response
to the demand for easily accessible financial advice
and information, particularly among younger
audiences who have grown up in the digital age.
Finfluencers use social media platforms to share
content ranging from investment tips and stock
analysis to budgeting advice and cryptocurrency
recommendations.  Unlike traditional financial
advisors, who are often bound by strict regulations and
professional  standards, finfluencers  operate
independently, sometimes without any formal
financial qualifications.
Many of these influencers present themselves as
relatable figures who demystify complex financial
concepts. By using engaging formats such as short-
form videos, memes, and storytelling, they make
financial topics accessible and appealing, particularly
to audiences who may feel alienated by traditional
financial media. Consequently, finfluencers have
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attracted massive followings, making them powerful
intermediaries between financial institutions and retail
investors. While this has democratized financial
knowledge to some extent, it has also blurred the lines
between entertainment and financial advice. The
absence of formal training or regulatory oversight
creates a significant risk, particularly when
finfluencers promote high-risk  products like
speculative stocks, cryptocurrencies, or leveraged
trading, without properly explaining the potential
downsides. Additionally, many finfluencers are
motivated by financial incentives, such as affiliate
marketing or paid partnerships, which can introduce
conflicts of interest and bias their recommendations.
The Risks Posed by Finfluencers:
1. Misleading information and Fraudulent
activities
The most significant concern  regarding
finfluencers is the spread of misleading
information. Due to the informal nature of social
media content, the advice shared is often based on
personal opinion and may be incomplete
information. This in turn can mislead investors and
fall them prey of making wrong decisions, which
may lead to significant financial losses. Moreover,
some finfluencers have been involved in fraudulent
activities, like the "pump-and-dump" schemes,
where they promote specific stocks or
cryptocurrencies to artificially inflate their prices,
only to sell off their holdings once the price rises,
which leaves the followers with worthless assets.
2. Lack of Expert knowledege and Accountability:
Many finfluencers lack the appropriate
qualifications and certifications required to provide
sound financial advice. Unlike licensed financial
advisors, who are subject to regulatory oversight
and adhere to ethical standards, finfluencers often
operate without any formal financial education or
professional experience. This makes it difficult for
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investors to check the credibility of the advice they
are receiving which increases the risk associated
with faulty guidance. Furthermore, the investors
who have become the victim of finfluencers poor
financial advice that leads to financial losses, often
find it difficult to hold them accountable.

3. Risk of Exploitation of Vulnerable Audiences:
Younger investors, particularly those from Gen Z
and Millennials, are often the primary target of
finfluencers. These individuals, many of whom are
new to investing, may lack the financial literacy to
critically evaluate the advice they receive on social
media. As a result, they are more likely to fall
victim to scams, high-risk speculative products,
and emotionally driven investment decisions.
Furthermore, the appeal of quick gains promoted
by some influencers can encourage risky behavior.

4. Lack of Disclosure
Some social media platforms require influencers to
disclose their paid partnerships. However, these
disclosures are often hidden or not clearly
communicated, leaving viewers unaware of the
financial motivations behind the advice.

Current Laws and Regulations Applicable to

Finfluencers and Related Enforcement Actions:

1. Securities Act and Exchange Act
Section 17(b) of the Securities Act prohibits
individuals from promoting securities without fully
disclosing any compensation they receive for such
promotions. This provision is designed to protect
the public from biased promotions that appear
impartial but are financially motivated.
Furthermore, pump and dump schemes, where
finfluencers artificially inflate a stock's price by
spreading false or misleading information, fall
under anti-fraud provisions of the Securities Act
(Section 17(a)) and the Exchange Act (Section
9(a), Section 10(b), and Rule 10b-5). Additionally,
finfluencers could be classified as statutory sellers
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under Section 12 of the Securities Act, making
them liable for fraudulent statements or omissions.

. FINRA Rules:
The Financial Industry Regulatory Authority
(FINRA) has stated that social media posts by third
parties can fall under its retail communication rules
(FINRA Rule 2210) if a firm paid for or endorsed
the content. According to this rule, firms must
ensure that their communications, including those
made by finfluencers, are balanced, fair, and not
misleading. FINRA's rules also require firms to
evaluate the securities they are promoting,
providing a balanced view of the potential risks and
rewards.
FINRA has taken action against firms that used
finfluencers for marketing purposes but failed to
ensure compliance with these standards. Penalties
have been imposed for social media posts that
contained  exaggerated claims, misleading
statements, or omitted material facts. Firms have
also been penalized for not properly reviewing and
retaining the content created by finfluencers.

. Investment Advisers Act of 1940
Under the Investment Advisers Act, individuals
who offer investment advice for compensation are
typically required to register as investment
advisers. The Act defines an investment adviser as
someone who provides advice regarding the value
or advisability of investing in securities, either
directly or through publications. Finfluencers as
Investment Advisers, in many cases could be
classified as investment advisers under this Act, if
they provide compensation-based advice regarding
securities, they may be required to register as
advisers.

Regulatory Challenges and Solutions:

1. Need for Stricter Regulations

» Consumer  Protection:  Ensuring that

consumers are protected from misleading or
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unqualified financial advice is crucial.
Consumers, particularly novice investors, are
highly vulnerable to incorrect or manipulative
financial advice.

» Market Integrity: Without proper regulation,
the market could be manipulated through
unchecked financial advice and promotions.
This could lead to misinformed decisions,
causing financial harm to retail investors and
damaging the trust in the overall financial
system.

» Fair Information: Consumers need to be
provided with balanced, transparent, and
accurate financial information. This can help
them make more informed investment
decisions, preventing market distortions.

2. Challenges Posed by Unregulated Finfluencers

» Market Manipulation: Some finfluencers
have been found guilty of promoting fraudulent
schemes, such as "pump-and-dump" strategies,
where they artificially inflate stock prices
through exaggerated claims and then sell off
their holdings once the price has risen. This
leaves unsuspecting investors with significant
financial losses.

» Lack of Expertise and Accountability: Unlike
licensed financial advisors, many finfluencers
do not possess the necessary qualifications to
provide sound financial advice. This lack of
formal training can make it difficult for
investors to evaluate the reliability of the advice
being given.

» Exploitation of Young Investors: A
significant portion of finfluencers’ audience
consists of young, inexperienced investors,
often drawn in by the allure of quick profits.
These investors are especially vulnerable to
high-risk investments, as they may not fully
understand the risks involved.
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Potential Solutions to Address the Risks:
1. Mandating Licensing and Compliance:

» Tiered Licensing Models: India could
implement tiered licensing regulations like New
Zealand where Finfluencers who provide
complex financial advice should be required to
undergo stricter regulatory scrutiny.

» Registration with  Financial  Bodies:
Influencers who give specific financial advice
or recommendations could be required to
register with regulatory bodies like SEBI. This
would ensure they adhere to professional
standards, protecting investors from potentially
harmful advice.

2. Introducing Performance Validation Agencies
(PVASs):

» Verification of Financial Claims: A
Performance Validation Agency could be
established to independently verify the financial
claims made by influencers. This agency would
ensure that the investment products or strategies
promoted by finfluencers are based on actual
market performance and not exaggerated
claims.

» Reducing Misinformation: PVAs would help
to reduce the spread of false information by
holding influencers accountable for the
financial advice they provide.

3. Encouraging Self-Regulation
Industry Associations:

» Self-Regulatory Organizations (SROs): An
SRO could be set up to oversee the actions of
finfluencers and promote ethical practices in the
industry. This would create a framework for

Through

influencers to operate within and would help
reduce reliance on governmental regulation
alone.

» Industry Standards: SROs can develop ethical
guidelines and best practices, encouraging
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influencers to adopt responsible behaviors and
discouraging misleading or harmful advice.
4. Strengthening Investor Awareness Programs:

» Financial Literacy in Smaller Cities: To
mitigate the risks associated with finfluencers,
there needs to be an emphasis on investor
education programs, particularly in Tier-11 and
Tier-1ll cities where young investors are
increasingly turning to social media for
guidance. SEBI and other financial institutions
should intensify efforts to promote financial
literacy and teach investors how to evaluate the
reliability of online content.

» Awareness of Risks: These programs should
also educate investors on the risks of following
unregulated  influencers, helping them
understand the importance of relying on
licensed professionals for critical financial
advice.

Research methodology:

The researcher has taken into account qualitative data

analysis. SEBI manuals, ASCI articles, academic

journals, Online Databases such as JSTOR, Google

Scholar relevant papers, articles, and reports were

referred to established the accurate base for

understanding Effectiveness of Investor Protection

Laws Against the Influence of Finfluencers through

legal lens.

Limitations of the study:

» The study relies heavily on secondary data
including existing literature.

» Time constraint

Findings :

1. Existing laws are outdated and fail to cover the
growing influence of finfluencers on social media.

2. Finfluencers often promote scams like pump-and-
dump schemes and spread misleading financial
advice.
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3. Young, inexperienced investors are especially at
risk due to a lack of financial literacy and reliance
on finfluencers.

4. Finfluencers often promote products for payment
without clearly disclosing these relationships,
leading to biased advice.

5. Current regulations are weak, and finfluencers
often face no consequences for promoting risky or
harmful financial products.

Conclusion:

The rise of finfluencers has significantly transformed

the landscape of financial advice, making it more

accessible to a broader audience, especially younger,
less experienced investors. While this democratization
of financial knowledge offers notable benefits, it also
introduces substantial risks. The lack of formal
regulation and oversight in the space, combined with
the potential for misinformation, market manipulation,
and conflicts of interest, has left many retail investors
vulnerable to poor advice and scams.EXxisting investor
protection laws, such as those under the Securities Act,
Advisers Act, and Securities Exchange Act, were not
designed to address the unique challenges posed by the
rise of finfluencers. While there have been some
efforts to introduce regulations, these frameworks are
still in their early stages and are inadequate in
addressing the full scope of risks posed by this new
breed of financial advisors. To effectively mitigate the
risks associated with finfluencers and protect retail
investors, several reforms are necessary. These
include the introduction of tiered licensing models,
independent verification agencies to validate financial
claims, the establishment of self-regulatory
organizations (SROs) within the influencer industry,
and an increased focus on financial literacy programs
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for young and novice investors. By adopting these

reforms, regulators can ensure a safer environment

where investors are better equipped to make informed
decisions and are shielded from manipulative
practices.
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