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Abstract
Since the Black Monday of 1987, Stock Markets worldwide 
have adopted several financial regulatory measures to cease 
the free flow of market crashes during times of extreme vol-
atility. Circuit Breakers, a.k.a trading curb is a regulatory in-
strument that halts trading and stabilizes the extreme volatil-
ity. This research paper analyses Circuit Breakers in the Stock 
market, their impacts, and their effects on market behavior. 
The study reviews the history of the circuit breaker implemen-
tation and the impact it causes on market behaviors such as 
volatility, the difference in return pre and post-circuit breaker 
events. This study considers Nifty 50 index data for a total 
period of 60 days, 30 days prior, and 30 days post-implemen-
tation of circuit breakers. The thesis explores the importance 
of the market-wide circuit breaker in India and the history of 
the circuit breaker. This research uses Bloomberg data on the 
closing price and volume of the Nifty 50 index on 12 separate 
windows, such as pre-and post-circuit breakers of respective 
six times as an industry-wide circuit breaker the Indian stock 
market. The sample determines the disparity in return and 
volatility between the pre and post-circuit breaker periods 
based on the mean and standard deviation. The impact of a 
circuit breaker lasts for up to 10 days in most cases and up to 
20 days in some cases; however, the impact of a circuit break-
er lasts for up to 30 days in some cases.
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Introduction
A circuit breaker is a financial regulatory instru-

ment that is in place to prevent free fall of the stock 
market during crashes by automatically triggering 
a trading suspension mechanism. It is believed that 
many financial stock exchange organizations use it to 
reduce volatility in the turbulent market. The instru-
ment sets a roof and a floor (Upper and Lower Limits) 
at the cost to move inside an exchanging day. When the 
value moves in either bearing and arrives at the trigger 
limit, the trading mechanism will stop exchanging for 
a brief period or halt exchanging for the entire day [1]. 
This trading halt mechanism, also known as Circuit 
breakers, is implemented in various structures across 
exchanges worldwide in different forms. They are as 
follows:

Price limits, i.e., individual stock wise trading halts
Firm-explicit trading halts, i.e., where trading ac-

tivity is suspended on a company request or related 
entity, protect market-sensitive information.

Market-wide circuit breakers
The Circuit Breaker instrument is applicable for 

both the upper and lower movement in trade indi-
ces. The most common ones are Market-wide circuit 
breaker and Stock wise price limits applied in all stock 
exchanges [2]. When the market index or exchange 
(broad-based) breaches a certain level, trading is 
halted in the markets, including cash and derivative 
segments. This predetermined level is based on the 
market regulations, which vary according to each 
country. This mechanism of halting the trade is called 
as market-wide circuit breaker [3]. The exchange 
might reopen for trading activities on the same day or 
resume only the following day based on the quantum 
of breach and duration when the breach occurred. In 
stock-based price limits, price levels are determined 
(upper and lower) based on the previous day’s close. 
Once this trigger level is breached, the individual 
stock is supposed to trigger a circuit breaker halt. The 
trading for that particular stock is halted for certain 
duration. Unlike the circuit breaker, the trading in the 
entire exchange is not stopped [4].

The history behind the usage of this mechanism 
dates back to October 19, 1987, Stock Market Crash, 
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also known famously as Black Market. The unex-
pected stock market crash led to the downfall of the 
global financial market system. There was panic and 
chaos, which led to a humongous selling price, creat-
ing a steep price decline. The trading volume was so 
large that the communications systems back then were 
overwhelmed and collapsed. The New York Stock Ex-
change (NYSE) systems shut down for extended hours. 
All 23 major world markets experienced a similar fall 
which led to a loss estimated at $1.7 trillion US dol-
lars globally [5]. One year later, the NYSE and various 
exchanges worldwide have instituted mechanisms for 
market-wide trading halts, commonly termed as cir-
cuit breakers, for usage in times of unexpected market 
fluctuations. Whenever the trading is halted in a cer-
tain stock or on the entire trade market, market activ-
ities in the regional markets are also halted. For exam-
ple, when trading is halted in National Stock Exchange 
(NSE), it implies that trading is halted in the Bombay 
Stock Exchange (BSE) as well [6].

Circuit Breaker is applied in stock markets to halt 
trading on an exchange to curb panic-selling tempo-
rarily. This mechanism is a form of market curbs or 
trading halt. The index cannot fall beneath the lower 
trigger limit or move above the upper limit. These cut-
off points are determinedly the previous day’s close 
price. Circuit limits are only for indices, whereas stocks 
have price bands, which act similarly [7]. The trigger 
limits are implemented by the various regulators con-
trolling the respective stock exchanges to safeguard 
traders from unexpected market fluctuations, which 
helps to curb the increasing volatility in the market by 
lessening the market instability and reducing specula-
tive trading, resulting in bankruptcy. 

1.1. Regulations related to Market-wide Cir-
cuit-Breaker

In India, the circuit limits are set by the Securi-
ties and Exchange Board of India (SEBI). The Circuit 
breaker instrument was implemented in Indian Stock 
markets in June 2001. The index-based market-wide 
circuit breaker instrument is applicable during three 
periods of the index movement, whichever way (posi-
tive or negative) at 10%, 15 %, and 20%. These circuit 
breakers, when implemented, achieve a coordinated 
trading stop in all exchanges and subsidiary markets 
across the country. The market-wide circuit breakers 
are activated by developing either the BSE Sensex or 
the Nifty 50, whichever is penetrated prior [8].

The duration of the hiatus relies upon the duration 
when the circuit levels are triggered and the magni-
tude of fall. The trading activities may be halted for a 
minimum duration of 15 minutes, lasting up to stop-
ping the entire day [9]. A point-by-point instrument is 
as given in Table 1.

Table 1
Circuit Breaker Regulation in Indian Market 
Trigger 
Limit

Trigger Time Halt duration Pre-open 
call auction

10% Before 1:00 pm 45 minutes 15 minutes
At or after 1:00 pm 
to 2:30 pm

15 minutes 15 minutes

After 2:30 pm No halt NA
15% Before 1:00 pm 1 Hr 45 minutes 15 minutes

At or after 1:00 pm 
to 2:30 pm

45 minutes 15 minutes

After 2:30 pm Suspended till the 
end of day

NA

20% Any time during 
the trading session

Suspended till the 
end of day

NA

Source: (Business Today, n.d.)

2. Literature Review
Generally, huge market crashes happen due to 

abnormal intraday price volatility. The huge price 
changes occurring within minutes create genuine 
concern and anxiety among the general public [13], 
who do not have information like traders. Due to the 
unavailability of precise information, most investors 
cannot be sure about the price at which their trade 
request gets executed; hence they might be forced to 
boycott from trading completely. Thus, prices become 
much more unpredictable [10]. A break in trading 
could stop this endless loop by allowing financial spe-
cialists to reconsider the conditions. To put it clearly, 
trading halts followed by an orderly ‘open’ technique 
ought to re-establish the usefulness of information 
and confidence in market prices [11], which are the 
primary reasons why Circuit Breakers were imple-
mented. The advantage here is that trading halts can 
downscale transient volatility by easing price changes 
gradually. However, the theoretical effects of circuit 
breakers on volatility are heterogeneous, and results 
are mixed. The volatility may be caused due to vari-
ous numbers of factors. Hence, the decline may just 
be slowed down, but its overall impact may not be 
altered. The study of the Australian Stock Exchange 
has shown evidence that trading halts increase both 
volume and price volatility [12].
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The main factor to be considered for the volatility 
in the markets depends upon the volume of the trade, 
which examines the behavior of volume of trade in the 
stock market during the day opening and closing of 
the trading session [14]. As estimated by a variety of 
standards, such as exchanging volume, change in price, 
and mean returns, it was found that the trading mar-
kets are generally dynamic toward the start and end of 
the trading session. They came up with the study that 
the investors decide to exchange their positions over-
night by trading in the predictable market the next day 
and the CB instrument only increases the volatility of 
the market [15], which was in direct discrepancy with 
the claim made by Greenwald and Stein’s findings that 
circuit breakers have soothing leverage on the market 
traders. The supporters of circuit breaker mechanism 
believed the halts are impactful, and the reason being 
index arbitrage is perceived to be a significant source 
of price volatility [16], which was proved by “Circuit 
breakers and stock market volatility “using the ARCH 
process and found out that the decrease in volatility 
is not directly related with the trigger caused due to 
circuit breaker.

The effectiveness of Circuit Breaker in Tel Aviv 
Stock Exchange (TASE) was attempted to study by 
Ben, Lauterbach & Ben-Zion [17]. The results saw 
that trading halts did not impact the overall downfall, 
instead smoothened recent fluctuations, which justify 
a comparative study of the 1987 October crash, where 
23 major stock markets had a downfall. The findings 
stated that trigger limits do not ascertain any notewor-
thy effect on the overall fall [18].

In his paper, “Circuit Breakers and Market Vola-
tility: A Theoretical Perspective,” Subrahmanyam A. 
shows that the circuit breakers cause the various fac-
tors to advance trades in time, which might have a 
perverse effect of higher price changes and huge price 
fluctuations. The fundamental finding was that trad-
ing halts does not decrease the volatility and liquidity 
in the financial exchange [19]. The trade volume and 
volatility increment directly after the halt in trading, 
which is in contradiction to “Effects of Price limit 
on Volatility: Evidence from the Istanbul Stock Ex-
change,” which concluded that the two-hour hiatus be-
tween the two daily sessions decreases volatility by go-
ing about as a trading instrument like Circuit Breaker. 
Regulators additionally assert that trading breaks re-
duce the occurrence of failure in the spread of market 
information among the different market participants 

[20]. An analysis of theoretical papers about Circuit 
Breakers was studied by Harris, L. E. “Circuit breakers 
and Program Trading Limits: What have we learned?” 
The findings are about how various markets across 
the globe implemented Circuit Breakers after the 1987 
black market crash. It found out that there has been 
no conclusive evidence to prove whether it has been 
neither effective nor ineffective [21], which is due to 
the frequency of usage of Circuit breakers, which is 
very rare and only during times of extreme volatility. 
It concluded by stating that the hypothetical impacts 
of circuit breakers on volatility are varied. The Circuit 
breakers will slow price changes related to changes 
in fundamental information. Their consequences on 
transitory volatility are uncertain [22].

A study on Bangladesh Stock Market, “Market Ef-
ficiency, Time-varying Volatility and Equity Returns 
in Bangladesh Stock Market, “used the GARCH mod-
el for estimation and found that though the circuit 
breaker does not contribute much to decreasing stock 
volatility, the imposition lockdown period contributed 
by changing an overall negative risk-return time-vary-
ing relationship into a positive one [23]. A study of 
“Volatility in Indian Stock Market” used three mod-
els of the GARCH family and observed a high value 
of the GARCH coefficient, indicating that volatility 
is significant and persistent in the long run. Further 
analysis revealed that the instability is topsy-turvy. An 
unprecedented incident might lead to huge volatility 
fluctuations in the market [24].

An experimental study using stock market simula-
tion was conducted by Kobayashi, who found out that 
the circuit breakers work to subdue the fluctuations 
of stock prices and reduce the total trading volume. 
The longer the trading is halted, the more impact the 
Circuit breaker has on volatility bringing down the 
unpredictable nature of the stock market. When the 
level of variance is huge, the decrease is prominent. 
During unprecedented economic situations where 
the volatility becomes high, the implementation of 
the circuit breaker halt will help to reduce the effect 
of panic trading, which helps in clamping down the 
number of bankrupt agents sharply, who never will 
expect the high volatility in the market and would 
indulge in panic trading [25]. Therefore, it is felt that 
the circuit breakers contribute likewise to stabilizing 
the settlement system of a market. However, a study 
of the Egyptian Stock Market provided empirical ev-
idence confirming that the price limits on individual 
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stocks fail to slow down the volatility in the market. It 
was also found that regulatory and/or additional basic 
movements in the market bring about various condi-
tional volatilities and differ according to the various 
market structures, with regulators having a role to play 
on the impact that a Circuit Breaker can have [26].

The above statement can be further reiterated by 
the findings in the Chinese Financial markets speak 
about its failed implementation of the Circuit Break-
ers. China, in 2016, decided to experiment with the 
usage of circuit breaker instruments. However, it was 
executed for a mere four days and afterward suspend-
ed. Numerous critics at that point expressed that cir-
cuit breakers obstructed trading behavior [27]. The 
threshold levels were set too low at 5% and 7%, which 
was easily breached; the two incidents of circuit break-
ers implemented in four days prompted loss of ap-
proximately RMB 2,000 billion Yuan, close to 8.20% 
of the market value. The study concluded that without 
circuit breakers, huge market changes have a negative 
impact and affect individual stocks; he suggests that 
Chinese monetary exchanges still require the use of 
a circuit breaker mechanism. However, “The magnet 
effect of circuit breakers and its interactions with price 
limits” is in direct contradiction to the former results 
stating the above empirical evidence of Circuit Break-
er in Chinese market argues the failed implementation 
and says Circuit Breaker does not have much effect. 
It can be seen that both are contradictory, and ac-
cording to ‘Circuit Breakers’ and the Mission of Stock 
Market Stability from the study of New York Stock 
Exchange (NYSE) states that artificial trade halts are 
the best form of ceasing the fall of a complete market 
meltdown, which the Circuit Breaker helps in achiev-
ing. The author believes that trading halts should be 
utilized more, which adds more weight to the Circuit 
Breaker’s effectiveness depending on the market struc-
ture for its effectiveness [28].

“An Experimental Study of Circuit Breakers: The 
Effects of Mandated Market Closures and Tempo-
rary Halts on Market Behavior” studied trading halts 
during extreme market movements. It was pointed 
out that the circuit breakers have been triggered infre-
quently. Also, Stock costs and related volatility might 
transform for a diversified number of reasons, includ-
ing disseminating information among inside traders 
and regular traders, macroeconomic variables, and 
speculator sentiment, making it practically difficult to 
decide the net effect of breakers available. The find-

ings of the investigation are that the change in market 
movements, from the expected price, is not distinctive 
within sight of transitory halts and permanent market 
shutoff due to circuit breakers, yet, it affects trading 
activity in a significant way but does not affect the 
trading profits because its sparse frequency is tough 
to exploit.

3. Research Methodology

3.1. Research Design
In India, since the implementation in 2001, Circuit 

Breakers have been used only eight times. Two of them 
were recently implemented during the COVID-19 
outbreak after almost a decade. This study considers 
turnover, trade volume, and prices of the Nifty 50 in-
dex during the eight occasions of market-wide circuit 
breakers implemented in the Indian Stock Exchange. 
The dates of the CB event, the occasion which gave 
rise to it, and the type of circuit breakers used have 
been given in Table 2.

Table 2
Circuit Breaker Usage Timeline in Indian Stock Market

Date Cause of the Event Circuit 
Breaker Type

May 17, 2004 Change of Government. UPA 
comes into power.

Lower circuit 
breaker

May 22, 2006 Worries about margin 
pressure and tax assessment 
issues.

Lower circuit 
breaker

October 17, 
2007

SEBI proposed to limit outside 
foreign inflows.

Lower circuit 
breaker

January 22, 
2008

Global financial meltdown. Lower circuit 
breaker

May 18, 2009 UPA retains power. Upper circuit 
breaker

October 05, 
2012

NSE framework issue. Lower circuit 
breaker

March 13, 
2020

Coronavirus pandemic across 
the World.

Lower circuit 
breaker

March 23, 
2020

India began its 21-day 
Nationwide lockdown to 
overcome the COVID-19 
pandemic.

Lower circuit 
breaker

Source: (Business Line, n.d.)

3.2. Data Sources
The data of opening, closing, high, low prices, the 

volume of trades, and turnover data in the Nifty 50 in-
dex for 60 days is taken 30 days prior and 30 days post 
of the circuit breaker event considered for the study. 
All the eight incidents of market-wide circuit breakers 
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applied in India are taken into factor. All the data are 
obtained from the website of the National Stock Ex-
change (NSE).

3.3. Research Gap
Indian trade exchanges are order-driven, and 

hence no market member is under commitment to 
give liquidity. In this manner, under the market con-
ditions of uncertainty, the quality in the market has an 
adverse effect, which may lead to systemic collapses. 
Out of the 40 major trading markets, 24 of them have 
circuit breakers in place. However, it has to be noted 
that every regulatory board has its circuit limits and 
halts in place. Due to these variations and the presence 
of numerous credible alternatives to explain volatility, 
ambiguous results are obtained about circuit breakers.

3.4. Data Collection
This study is based on secondary data. The Nifty 

50 index stock data related to the Indian Stock Market; 
National Stock Exchange (NSE) data is collected from 
the website of NSE. The price index value and volume 
of trades are taken as primary representatives for the 
study for 30 days before and after the Circuit breaker 
incident. 

4. Results and Discussion

4.1. The Trading interference
Trading interference states that due to the stock 

liquidity being reduced, there will be an increase in 
trading activities the corresponding days after the Cir-

cuit breaker event. Due to the price limits, the stocks 
will become less liquid since trading activities are 
prevented due to interference caused by the Circuit 
Breaker. Foam also noted this problem. Also, Leh-
mann proclaims that hindering the trade activities 
would induce prices to arrive at their cut-off points. 
Restless traders will exchange at unfavorable prices, 
or smart traders will play the long waiting game till it 
reaches back equilibrium. During both circumstances, 
the volume traded will be higher on the following days 
after the circuit breaker event, which is as per the trad-
ing interference derived from the study [29].

From Figure 1, the bar chart depicts that there have 
been events where the Pre-halt period volume of trade 
is higher than the post halt. It can be seen that out of 
eight incident events, four have been instances where 
the pre-Circuit breaker period had a greater number 
of trades. 

Post CB indicates that the share prices will decline 
in the post period and depend on the trading volume. 
The data interpretation finds that the correlation be-
tween the price change and the volume of trade is a 
medium or moderate correlation, which is as per with 
findings stating a bi-directional causality between the 
volume of trade and stock return volatility.

Table 3 shows the correlation between price and 
volume when there is a negative daytime return in 
the post CB period. This connection shows a negative 
correlation between the decline in price and volume 
of trade, which is as per Karpoff, J. findings that the 
correlation during periods of decline is negative and 
correlation between volume and positive price chang-

Figure 1. Volume of Trade During Pre-and Post-Circuit Breaker Event.
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es is positive [30]. Table 4 shows the latter’s evidence 
stating a positive correlation when there is a positive 
daytime return.

Table 3
Correlation During Negative Day Return Post-CB event.

Volume of 
Trade

The decline in 
price post CB 

period
Volume of Trade 1
The decline in price post CB 
period

-0.492765529 1

Table 4
Correlation During Positive Day Return Post CB event.

Volume of 
Trade

Rise in price 
post CB 
period

Volume of Trade 1
Rise in price post CB period 0.631846264 1

It can be seen that both positive and negative cor-
relations exist between volume and stock returns post 
CB period implying there is a bidirectional relation-
ship, which is as per the findings based on their study 
on NYSE. Also, Brooks confirms the bidirectional vol-
ume-volatility returns findings in his study.

Table 5 shows the overall correlation post-CB event. 
It can be seen that it is a negligible correlation, which is 
as per the findings made by which studied the S&P500 
Index and found out that there is no cross-correlation 
between volume change and price change. 

However, it can be seen from Figure 2 that there 
are more trade activities during the Circuit Breaker 
event day, which is as per a study stating that Trad-
ing activity is abnormally high on event days, which 

might be caused due by the trading halt that prevents 
traders from trading activities till markets reopen 
and on reopening they might force them to realign 
positions after the large movements in the market, 
which holds for most of the observation except for 
May 18, 2009, incident, where Upper Circuit Breaker 
was implemented. The trade was suspended for most 
of the day.

4.2. Volatility Inference
We try to find the effect which Circuit breaker has 

on volatility. To calculate volatility, we measure the 
daytime and high-low volatility. The daytime volatility 
is the square of the daytime return, which is measured 
by calculating the ratio of the closing and opening val-
ues of the day. This method of calculation is similar to 
the study made by

Daytime volatility (DV) = ln (close value/open value) ²

The max-min volatility measures the maximum 
volatility in the day by measuring the ratio of the high-
est and lowest values of the day.

 Max-min volatility = 
 = ln (days highest value/days lowest value)

Figure 2. Volume of Trade During Circuit Breaker Event in Indian Stock Market.

Table 5
Correlation Between Price Change and Volume Of Trade Post 
CB event.

Volume of 
Trade

Change in 
Price Post CB

Volume of Trade 1
Change in Price Post CB 0.042785443 1
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The 30-day pre-average of the CB event is com-
pared with the event day and subsequently, with the 
post 30 days period breaking them into three periods 
of E+10, E+20, and E+30 to understand the immedi-
ate effect. Table 6 shows the volatility of the Nifty 50 
during the event days.

It can be seen from Table 6 that during the event 
days, both the Daytime volatility and Max-min vol-
atility are predominantly high compared to the nor-
mal average. According to volatility, the inference is 
more on the event day and falls progressively on the 
subsequent days. It is evident that even after the ap-

Table 6
Volatility During Circuit Breaker Event.

30-day pre-CB 
average

Event Day E+10 average E+20 average 30 days post CB 
average

May 17, 2004
Shares Traded (Thousands) 105612.1 114967.1 116937.8 115040.6 106727.1
Turnover (₹ Million) 34794.8 32531.7 35675.7 35176.8 32868.3
Daytime Volatility (%) 0.0569 1.7057 0.1069 0.0922 0.0646
Max-min volatility (%) 2.669 20.348 4.052 3.940 3.234
May 22, 2006
Shares Traded (Thousands) 101759.4 148001.1 110124.9 107608.5 101213.4
Turnover (₹ Million) 50412.1 60433.7 46739.4 45348.6 42864.3
Daytime Volatility (%) 0.0609 0.2982 0.0838 0.1033 0.1021
Max-min volatility (%) 3.041 13.466 4.921 4.863 4.731
October 17, 2007
Shares Traded (Thousands) 135092.6 186850.9 170390 182171 165493.8
Turnover (₹ Million) 80051.2 133947.3 114230.2 113796.3 102507.9
Daytime Volatility (%) 0.0443 0.032 0.083 0.051 0.044
Max-min volatility (%) 2.513 10.256 4.607 3.624 3.354
January 22, 2008
Shares Traded (Thousands) 127338.5 200603.3 126644.2 117468.4 108782.4
Turnover (₹ Million) 82878.4 115654.1 71229.5 66019.6 60177.81
Daytime Volatility (%) 0.0642 0.363 0.141 0.113 0.0912
Max-min volatility (%) 2.722 15.674 5.393 4.617 4.051
May 18, 2009
Shares Traded (Thousands) 341952.7 2768.3 400192.9 412586.9 394867.4
Turnover (₹ Million) 90699.76 1139.90 140787.36 134390.4 127787.4
Daytime Volatility (%) 0.0461 2.654 0.0357 0.0335 0.0385
Max-min volatility (%) 3.118 17.698 3.441 3.144 3.169
October 05, 2012
Shares Traded (Thousands) 170993.4 255569.8 126661.3 124071.9 116514.7
Turnover (₹ Million) 66944.77 129958.01 54076.6 54293.9 51258.9
Daytime Volatility (%) 0.0038 0.0138 0.0042 0.0042 0.0036
Max-min volatility (%) 0.86 17.368 1.079 1.023 0.98
March 13, 2020
Shares Traded (Thousands) 825519.4 1389061.8 1000818.2 833103 820208.6
Turnover (₹ Million) 240201.9 441678.90 319883.4 294466.8 302643.7
Daytime Volatility (%) 0.023 0.792 0.222 0.164 0.139
Max-min volatility (%) 1.833 17.187 7.142 6.068 5.576
March 23, 2020
Shares Traded (Thousands) 1007921 654152.2 7073166.6 729903.8 727713.3
Turnover (₹ Million) 295147.3 238919.01 275404.4 294023.9 305530.3
Daytime Volatility (%) 0.124 0.186 0.122 0.0982 0.071
Max-min volatility (%) 4.322 7.316 5.263 4.793 3.942
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plication of the market-wide circuit breaker; the first 
10 days have a higher volatility rate than the average 
before it gradually returns to normal. We can say that 
Circuit breaker just delays the volatility in the market 
and prevents the market from imploding altogether 
during unprecedented economic situations but does 
not curb them completely, which is as per the findings 
of [31].

Figure 3 shows us that during the event day, the 
volatility touches abnormally high values. It can be 
seen that over a month after the CB event, the vola-
tility reaches back to the pre-period, and normality is 
restored. Volatility can move quickly from moderate-
ly low levels. It can subside down rapidly from high 

levels. However, the movements take time to develop 
within a given day and spill over into the following 
days. Our findings match with the same.

It can be seen from Figure 4 that the observations 
follow a partial U-shaped recovery of the stock vol-
atility is observed, which happens during the period 
where the economy experiences a sharp decrease in 
these metrics without a characterized trough; how-
ever, rather than a duration of stagnation followed 
by a generally sound ascent back to its past pinnacle 
[32],which is in accordance with where empirical 
evidence was shown that Chinese market showed a 
U-shaped recovery after Circuit breaker event. Partial 
reversal of the crash day is observed within the first 10 

Figure 3. Volatility During Pre-and Post-Circuit Breaker Event.

Figure 4. Volatility During Circuit Breaker Event in Indian Stock Market
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days. The market seems to come back to its previous 
peak, mostly within 30 days [33].

The limitation we have here is that the stocks taken 
for study are the Nifty 50 stocks which are large-cap 
stocks. Large-cap stocks have a market capitalization 
above $10 billion. Usually, they are industry and sector 
leaders, which tend to be less volatile during the rough 
market. These are the market movers, and since we 
do not take the small-cap and mid-cap range stocks, 
it might be an anomaly in the market movements [34]. 
A study of Liquidity on Mid Cap stocks showed that 
Indian Midcap has varying degrees of liquidity and 
did not consider the small-cap market since it has a 
high degree of volatility due to the fewer trade vol-
umes and low liquidity [35].

4.3. An Effective Stop-Measure
We analyze the percentage low and high com-

paring it with the day’s low. Table 7 shows the return 
pattern of the stock market during the circuit breaker 
event. *indicates percentage high. For other cases, its 
percentage low.

Table 7

Circuit Breaker Event Activity.
Date No of 

halts in 
the day

Event 
Day 
Low 

Event 
Day 

Closing

 % movement 
and same-

day recovery
May 17, 2004 2 1292 1388 18.3 & 6.1
May 22, 2006 1 2896 3081 10.8 & 5.7 
October 17, 2007 1 5107 5559  9.9 & 8
January 22, 2008 1 4448 4899 14.6 & 8.65
May 18, 2009 2 4384 4323 1.39*
October05, 2012 1 4888 5746 15.5 & 14.8
March 13, 2020 2 8555 9955 16 & 3.81
March 23, 2020 1 7610 7610 13.01*

Table 7 shows that the implementation of Circuit 
Breakers smoothened recent fluctuations. As can be 
seen from the above table, when trading is resumed 
after applying circuit-breakers, the markets tend to 
rise back from the day’s lows significantly on most oc-
casions on the same day [36], which prove that Circuit 
Breaker was effective in smoothening the downfall 
and volatility on the event day. The two exception cas-
es were on May 18, 2009; the market closed mid-day 
after a 20% upper circuit level was triggered. The next 
one on the 23rd March 2020 event was the first-time 
circuit breaker implemented quickly preceding the 
previous event day [37], which also had a different 

trend from the previous occurrences in terms of price 
and volatility. When the lower circuit was reached, 
there was no evidence to support recuperation on the 
closing of trade in both Sensex and Nifty as they fell a 
further 3%, which was caused because of the world-
wide uncertainty regarding COVID-19 and was the 
start of the 40-day lockdown in India, which resulted 
in the biggest intraday fall in Indian history. Barring 
the exceptional cases, it can be seen that the daily vol-
atility is not significant at the end of the day, as the 
market tends to recover within the close of the day, 
indicating that application of the circuit-breaker helps 
curb volatility [38]. 

5. Conclusion
The study finds that the impact on Circuit Break-

er is mixed. It helps to curb the high volatility during 
the CB event. However, it does not remove the vola-
tility completely from the market. It can be seen that 
the halt makes the volatility gradually cease over some 
time. The volume of trade is predominantly high above 
average. However, the turnover is low during the event 
day, and the instrument’s implementation helps reduce 
the panic trading activities. Also, the less frequency, 
a total of mere eight times implemented in 18 years, 
makes it difficult to determine its efficiency consider-
ing it is implemented during extremely high volatility. 
A partial U-shaped recovery is also observed, meaning 
that the Nifty 50 index could recover back to its nor-
mal pre-event state after 30 days gradually. It is efficient 
in a way that it helps the market to recover during the 
event day from the extreme volatility generally. How-
ever, the recent 23rd March event defies the historical 
evidence and brings a new perspective to future studies. 
The study concludes that the Circuit Breaker is efficient 
in stabilizing a market meltdown during unexpected 
events. However, it delays the volatility in the market 
and does not stop them completely. 
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