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PREFACE

The Indian economy has undergone vast structural changes in the
wake of ongoing financial sector restructuring in 1990s. One of the
major structural changes can be cited as the introduction of derivatives
in Indian capital market segment. These are the changes which aimed at
improving the market efficiency, enhancing transparency checking
unfair trade practices and raising the standard of Indian capital market to
the international level. Derivatives market is considered to play a very
vital role in the modern financial markets world. The striking growth in
the derivatives market has been due to the innovative products, latest
technologies and stiff competition among the world markets. Over a
period of time, derivatives market has emerged as the single largest
segment in global financial markets, with the turnover clearly
outrunning the turnover in equity and bond markets.

In India, derivatives were introduced with a view to curb the
increasing volatility of the asset prices in the financial markets and to
introduce the sophisticated risk management tools leading to higher
returns by reducing risk and transaction costs as compared to individual
financial assets. The equity derivatives markets in India have undergone
remarkable changes in terms of instruments introduced. The
introduction of single stock futures, amidst great misgivings, was solely
responsible for placing Indian exchanges in the topmost position in the
global scenario. Till 2006-07, single stock futures were the most traded
instruments in the Indian equity derivatives segment. But in the post
Global Financial Crisis, scenario, there has been a continuous drift in
favour of index options from single stock futures. There has been a
continuous decline in the share of single stock futures, the gain being
that of index options. This is considered as a clear indication towards
mature stock market. Even though the inception of derivative trading
has significantly influenced the trading volatility in the capital market
segment, it is yet to be seen that the introduction of derivatives has
achieved its purpose or not.

The present book – Impact of Derivatives on Price Volatility in
Indian Stock Market – attempts to study the impact of volatility on the
stock market after the introduction of derivatives in Indian segment
taking into account a period of seventeen years, from April 1, 1997 to
March 31, 2014. The book is organised into six sections. The first
section gives a detailed insight into the layout of the book. The second
section extensively deals with the earlier works undertaken in the related
area. The third section is the theoretical framework on the concept of
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derivatives, stock futures and its legal framework. The fourth section is
divided into two parts. Part A analyses the existence of causality
between futures and spot prices of few companies specifically selected
for the purpose. Part B deals with the research question of the impact of
price volatility in the Indian stock market. The fifth section deals with
the factors affecting the behaviour of investors in Derivatives Market.
The final section compiles the findings of the all previous sections and
concludes the topic.

We express our sincere gratitude to all those – senior associates,
colleagues, students and family who have contributed to this work. We
also thank Himalaya Publishing House Pvt. Ltd. for publication of this
book. Words cannot express our gratitude to God Almighty in giving us
this opportunity. Humble pranams at thy lotus feet for all the blessings
endowed upon us.

Authors
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1.1 Introduction
A financial system sans derivatives is considered to be incomplete

since most of the financial pursuits are risky in varying degrees because
these activities deal with future cash flows that are by nature uncertain.
In order to attain an unconstrained pareto efficient allocation of
resources and diversification of risks, the financial system should have
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ample opportunities to trade and price various kinds of risks. Since
derivatives are nothing but securitisation of risks, the existence of
derivatives market is essential for achieving economic optimality.

Derivatives form an integral part of finance. The use of these
instruments has permeated almost every aspect of domestic and
international capital and money markets. Derivatives are known to
transform every aspect of finance from investing to raising the capital to
mange risk. Innovative products and strategies are being developed at a
very fast pace into an enormous, pervasive and controversial force,
which places an enormous strain on financial professionals who must
keep abreast of all the changes (Bhalla, 2001).

The past decade has witnessed an explosive growth in the use of
financial derivative products by a wide range of corporate and financial
institutions. The major driving forces behind the volatile growth of
derivative products are the increased volatility in asset prices in the
financial markets, increased integration of national financial markets
with the international markets, noticeable improvements in
communication facilities and sharp decline in their costs, development
of more sophisticated risk management strategies and the innovations in
the derivative markets (Bhalla, 2012).

The growth in derivative markets run parallel with the increasing
direct reliance of companies on the capital markets as a major source of
funding for the long-term. In this aspect, the derivatives play a vital role
in enhancing the shareholder value by ensuring access to cheapest
source of funds.

The use of derivative instruments allows the overall business risk
profile to be modified, thereby providing the potential to improve
earnings quality by offsetting undesired risks. Financial institutions use
derivative products as a source of revenue. These instruments are also
seen as powerful risk management tools. Used prudently, they provide
the managers efficient and effective access to techniques for reducing
particular risks through hedging. (Madhumathi & Ranganathan, 2012).

Derivatives can indeed be used safely and successfully provided
that a sensible control and management strategy is established and
executed. This requires a better and deeper understanding of working of
derivatives in the market structure, the dynamics of volatility on the
underlying markets and also the relationship between the derivative
instrument and its underlying security. Volatility is an inherent feature
of the stock markets. Volatility of stock prices can be defined as the
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frequency with the changes in stock prices occurring over a given period
of time.

The aspect of volatility is of great importance to academicians,
policy makers and financial market participants for various reasons.
First of such reasons is that the prediction of financial market volatility
represents a measure of risk exposure in their investments for economic
agents. Second, a volatile stock market is a very serious concern for the
policy makers since instability in the stock market creates uncertainty
which adversely affects the growth prospects. Evidence points that when
markets are perceived as highly volatile, it might act as a potential
barrier to investing. As seen in the studies by Poshakwale & Murinde
(2001) and Ghosh, Anirbhan; Raju, M T (2004). Thirdly, the volatility
in the stock market reduces the consumer spending as cited in the study
by Garner (1988). Lastly, the pricing of derivatives is a function of
volatility. Hence, the study of volatility, its impact on the underlying
securities has become a prime area of concern for the policy makers,
regulators, investors and brokers. This aids in the formulation of
economic policies and framing of rules and regulations related to stock
market development.

One of the greatest barriers as per the study conducted by
Chowdhury & Iqbal (2005) in investing in emerging markets, like India
is that they are generally described as highly volatile and
informationally inefficient as compared to developed stock markets. The
emerging stock markets generally suffer from these problems due to
inferior infrastructure, tendency of institutional investors to participate
only in good companies, lack of appropriate regulations, inadequate
accounting information, and disclosure standards.

The financial sector reforms which took place in Indian Financial
System was primarily aimed at removing these defects and to bring up
the Indian markets to international standards. The financial innovations,
internationalisation and institutionalisation of investment activities were
the inseparable aspects of the radical fundamental changes in the
financial sector. The markets for financial derivatives can be regarded as
epitome of these new structures.

A study conducted by the General Accounting Office (GAO) in
America in May 1994, underlined the fact of the importance of
innovative products like derivatives but at the same time raised its
concerns regarding the regulatory framework of the same products. The
L. C. Gupta Committee Report highlighted the introduction of stock
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index futures in initial stages of introduction of derivatives in the Indian
market. The primary aim was to make an entry route for the institutional
investors into Indian bourses.

It remains to be seen whether the regulatory authorities have
structured an effective framework to bring in all these innovative
instruments under their purview. Also the concern about the impact of
derivatives on the underlying cash market is yet to be addressed. The
present study is an attempt to find answers to these issues.

1.2 Indian Derivatives Market
There is no doubt as to the fact that the Indian Securities Market

has grown by leaps and bounds post-independence period. The structure
and the functioning of Indian Securities Market have been transformed
beyond recognition since 1990s. The market has grown so tremendously
in 1990s that the decade itself has been christened as a decade of the
capital market. (Ch. Reddy & Reddy, 2009).

The change in the Indian Securities Market scenario can be
attributed to the various major financial sector reforms which took place
in 1990s. The reforms in the financial sector that took place in the
Indian economy during the nineties, resulted in the formation of a
vibrant secondary market for stocks.

Of the major financial sector reforms, derivatives are considered as
the most notable development of secondary segment of Indian Capital
Market. India is one of the most successful developing countries in
terms of a vibrant market for exchange traded derivatives. Introduction
of derivatives is highlighted as the strengths of development of India’s
Securities Market. This is due to nationwide market access, anonymous
e-trading and predominant retail market.

The major reforms which were incorporated after 1991, have had a
broad sweep encompassing operational matters, banking, primary and
secondary stock markets, government securities market, external sector
policies and the system as a whole. The reforms affecting primary and
secondary stock market had a clause regarding the procedure for re-
introduction of derivative contracts and modified position limits to be
reviewed by the Secondary Market Advisory Committee (SMAC).
Based on the decision taken by Securities and Exchange Board of India,
Derivatives Market Review Committee was set up to carry out a
comprehensive review of developments and to suggest future directions
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for derivatives market in India. It was in this backdrop that the L.C.
Gupta Report (1998) recommended the introduction of derivative
instruments so that some of the speculative transactions, which currently
take place in the spot market, can be attracted towards the derivatives
market.

There were great many apprehensions at the time of the
introduction of the derivative instruments in the Indian Stock Market,
especially at the inception of stock futures. This misgiving was due to
the understanding that the stock futures pave way for manipulation in
the stock market. The Secondary Markets Advisory Committee (SMAC)
of SEBI (in November 2003) had cautioned SEBI against expanding the
derivatives segment, where the volumes during the first six months of
2003 shot up indicating huge speculation. The average daily volumes in
derivatives trading touched an all-time high of ` 8,416 crore in August
2003 as against ` 2,500 crore in April 2003 (ISMR, 2004).

The Indian derivatives market is said to have emerged as the
leading market in the world within about three years of its existence.
This increase has been caused, among other things, primarily by the
increase in trading in stock futures. The turnover in index futures and
index options, although introduced the earliest, has remained low. The
option trading in India was still very small during the initial years, but
that scenario has changed after 2007-08 (ISMR issues, 2003-2014). The
concentration of trading activity in stock futures and stock options
indicate that the market is overly speculative in nature.

Although derivatives were introduced simultaneously on the BSE
and NSE, in 2001, there was hardly any derivatives market as a part of
BSE; more than 99 per cent of the volume of turnover was accounted for
by NSE. This was the situation till 2011-12. But in 2013-14, there took
place a ‘volume explosion’ in BSE in the number of contracts, where
since the equity derivative turnover, once again surged (FIA Annual
Survey, 2012). Currently, NSE has a turnover share of 78 per cent of
equity derivatives turnover in the total turnover scenario.

Index futures and index options are gaining more importance in the
Indian derivatives segment at present. The volume of turnover in
derivatives market has increased from a paltry sum of ` 2,365 crore in
2000-01 to ` 382 trillion in 2013-14. The total exchange traded
derivatives volume shows a figure of 57.76 per cent as compounded
growth rate during 2013-14. NSE retains its position as a market leader
in the Indian derivatives market by accounting for about 78 per cent of
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total turnover. During 2013-14, the F&O segment of NSE reported a
total turnover for ` 382 trillions as against ` 315 trillion during the
preceding year. It is found that the futures are more popular than options,
and futures contracts on securities being the most popular till 2007-08,
thereafter index futures have gained more popularity (National Stock
Exchange Fact Books).

1.3 Significance of the Study
In the literature of market micro-structure, the relationship between

futures and spot prices and the impact of introduction of derivatives on
the underlying spot market have been extensively studied. Earlier
studies by Chen, Cuny & Haigen (1995), Pati (2008), Bhaumik,
Karanasos, & Kartsaklas (2008) shows that the futures trading and
volatility of the underlying spot markets are positively related in the
equity market and as per the studies of Bessembinder & Senguin
(1992,1993) and Sharma & Somnath (2011) negatively related. Hence,
the ultimate picture presented is ambiguous.

The topic of lead-lag relationship between futures and spot prices
is of great interest to different classes of participants of secondary
market like traders, investors, hedgers and speculators alike as regards
the price discovery and market efficiency. Policy makers and market
regulators are engrossed in knowing the impact of futures on price
volatility on the spot market so that they can anticipate the level of
activity in the market and work on its regulations.

While there is sufficient evidence that futures trading affect the
spot market volatility, there are studies with results in contrast.
Alongside, there are widely documented studies which come up with
contemporaneous relation between futures trading and price volatility.
There is also counter evidence that there exists no or insignificant
relationship between futures trading and spot market volatility as in the
studies by Illueca & Lafuente (2003) Becketti & Roberts (1990).

Volatility in the markets are sustained by the presence of
participants who enact different roles of speculators, hedgers,
arbitrageurs and investors. Amongst these, the investors are the ones to
be concentrated upon. There are various uses of the derivative
instruments which if used properly, can bring spectacular profits for the
investors. Also, there is a need to identify the factors which affect the
behaviour of investors in the derivatives markets.
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Regardless of the voluminous studies on the present issue, the
relationship between futures and spot prices and its impact remains a
mystery. This calls for further exploration into the said issues. Hence,
the present study is undertaken.

1.4 Statement of the Problem
Theoretically speaking, the introduction of futures trading is said to

bring more volatility into the market. The rationale behind this statement
is that futures trading increases volatility by roping in more uninformed
traders who then trade in both spot and futures market. These
speculators drive the prices to fluctuate by their activities to earn profits.
This irrational speculation has been analysed and the analysts have
come to the conclusion that these speculators in fact destabilise the
market.

The perception still remains intact that the futures prices are more
volatile than spot prices and that this higher volatility is then transmitted
to the spot market through arbitrage. A large number of studies examine
the relationship between futures trading volume and the price volatility
in the underlying asset. Schwert (1990) in his study on the futures
market volume and spot market price volatility has found that when
there is high volatility of S&P 500 index, there is found to be high
activity in stock market and futures volume is also found to be high.
Studies by Smith (1989), Darrat & Rahman (1995) but comes up with a
different point of view that there is no effect observed by S&P 500
futures volume on the changes in the volatility. The study by Khan &
Huazi (2009) provides evidence to contrary opinion to the hypothesis
that future trading volume destabilises the cash market or that an
increase in trading volume in one market relative to the other market
occurs in destabilising the cash market.

Again the studies by Jian, Bessler & Dand (2001) provide the
evidence that unexpected surge in the futures trading volume is
proportional to price volatility in the underlying market for the
commodity futures market selected. Illueca & Lafente (2003) study the
simultaneous relations between the trading volume and return in the
Spanish stock index futures market. This study provides a positive proof
of relationship between price volatility and unexpected component of
trading volume.

Amidst the two main schools of thought that prevail in the existing
literature about the association between futures and spot market
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volatility, contradictory results are to be found. The objective set forth in
this study is to analyse the relationship between single stock futures
trading and its cash market counter deals. The effect of inception of
stock index futures on the underlying stock markets is an area of major
concern for policy makers, exchanges and also investors. The regulatory
agencies have from first raised their objections against the inception of
single stock futures at the Indian exchanges on behalf of public interest.
They anticipate the possibility of manipulation of index futures due to
the presence of stock futures. In fact, the existences of stock futures
were cited as architectural weaknesses in the market.

Also, Indian derivatives market is characterised by the dominance
of retail investors and proprietary firms. A main reason for this can be
that the Indian investors are familiar with the modus operandi of carry
forward transactions which bears a big resemblance to trading in stock
futures. This calls for attention to be paid to the factors which affect the
behaviour of investors in the derivatives market.

Derivatives play a very crucial role in the price discovery
mechanism, thereby completing the market. The role of derivatives as a
risk management tool in the hands of institutional investors need hardly
be overemphasised. When cast in this particular role, the derivatives are
not supposed to enhance the stock market volatility and risk. The
present study is an attempt to throw some light on the price discovery,
market efficiency and impact of derivatives on price volatility on the
underlying spot markets. And also to study the influence of factors
which affect the behaviour of investors in the derivatives market.

1.5 Objectives of the Study
The study aims to fulfil the following objectives:

1. To study the growth, development and regulatory framework of
derivatives market in India.

2. To examine the lead-lag relationship between the futures and
spot prices in Indian Stock Market.

3. To study the impact of derivatives trading on price volatility in
the Indian Stock Market.

4. To identify the factors affecting behaviour of investors in the
derivatives market.
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5. To examine the influence of socio-demographic variables on
the factors affecting behaviour of investors in the derivatives
market.

1.6 Hypotheses of the Study
The hypotheses formulated for the above stated objectives are:

H01: There exists a lead-lag relationship between futures and spot
prices in the Indian derivatives market.

H02: Futures prices have a significant role in price discovery
mechanism, thereby making the markets efficient.

H03: Inception of derivatives trading has significantly influenced the
volatility of underlying spot market.

H04: Socio–demographic variables have significant influence on the
factors affecting behaviour of investors in Indian derivatives
market.

1.7 Research Design
The study is predominantly empirical in the nature. The study takes

the form of empirical when examining the lead-lag relationship between
futures and spot prices and studying the impact of derivative trading on
the price volatility and also while identifying the factors affecting the
behaviour of investors in the derivatives segment. The study is
descriptive while studying the growth and development of derivatives
market in India. The data has been collected through primary as well as
secondary sources. The primary data is collected with the help of
structured questionnaire by circulating it amongst 300 investors who are
trading in the secondary market. NSE has been considered as the bench-
mark for measuring the extent of derivative trades in India since NSE
has a major share in the equity derivative trades. Secondary data has
been collected from the official websites of Securities and Exchange
Board of India (SEBI), National Stock Exchange (NSE), Reserve Bank
of India (RBI), Bombay Stock Exchange (BSE) for referring the annual
reports, journals, publications and books on the related matters.

1.7.1 Data Collection
The data has been collected from both primary and secondary

sources. The objective – to study the growth, development and
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regulatory framework of derivatives market in India –– has been studied
using data collected from the official website of NSE. Even though
derivatives were introduced at both BSE and NSE, it is the NSE which
has the maximum share of equity derivatives turnover. Hence, the study
concentrates only on NSE data. The Annual Reports of Securities and
Exchange Board of India, Indian Securities Market Review, National
Stock Exchange Fact Books, Reserve Bank of India Circulars have also
been used for references.

The other objective of the study is to examine the lead-lag
relationship between the futures and spot prices in Indian stock market.
For this, the daily closing prices of companies selected for the study;
both the futures and spot segment has been collected.

The data for examining the lead-lag relationship between futures
and spot prices has been collected from the secondary sources. The data
is in the form of closing prices of the companies selected – both from
the futures segment and spot market. This has been collected from the
official website of NSE for the period of the study. BSE data has not
been accounted for in the study as NSE is being considered as the
benchmark for measuring the extent of derivative trades in India since
the majority of derivative trading is taking place in NSE.

The period of the study for examining the lead-lag relationship
between futures and spot prices is from 2001-02 to 2013-14, comprising
of thirteen years. This period called as Post derivatives period, ranges
from November 9, 2001 to March 31, 2014 for 20 companies; from
January 31, 2003 to March 31, 2014 for two companies –– ICICI Bank
and WIPRO and from August 29, 2003 to March 31, 2014 for one
company – HDFC Bank.

The daily closing prices of the select companies and its underlying
spot prices have been taken into consideration for the studying the lead-
lag relationship between the two. The near month closing prices have
been accounted in the study, eliminating next month and far month
closing prices.

The companies selected for the purpose of the study are twenty
three companies which satisfies the required conditions stipulated for
the study. The conditions framed for selection of the companies for the
study are:

1. The companies selected are those on which single stock futures
are permitted for trading in the Futures & Options (F&O)
segment of NSE since November 9, 2001.
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2. The companies selected are those which are included in Nifty
and permitted for trading in F&O segment since January 2003.

3. The companies selected are those which are included in the
Nifty for a minimum period of eleven years for the period of
the study.

Table 1.1 gives the names of twenty three companies which are
found to comply with the above stated conditions.

Table 1.1: Name List of the Companies Selected for the Study
Sl. No. Name of the Company Notation

1 ACC Ltd. ACC

2 Ambuja Cements Ltd. AMBUJA

3 Bharat Heavy Electricals Ltd. BHEL

4 Bharat Petroleum Corporation Ltd. BPCL

5 Cipla Ltd. CIPLA

6 Dr. Reddy’s Laboratories Ltd. DR.REDDYS

7 Grasim Industries Ltd. GRASIM

8 Housing Development Finance Corp. Ltd. HDFC

9 HDFC Bank Ltd. HDFCBANKLTD

10 Hindalco Industries Ltd. HINDALCO

11 Hindusthan Unilever Ltd. HINDUNLVR

12 ICICI Bank Ltd. ICICIBANK

13 Infosys Ltd. INFOSYSTCH

14 ITC Ltd. ITC

15 Mahindra & Mahindra Ltd. M&M

16 Ranbaxy Laboratories RANBAXY*

17 Reliance Industries Ltd. RELIANCE

18 Reliance Infrastructure Ltd. RELINFRA

19 State Bank of India SBIN

20 Tata Motors Ltd. TATAMOTORS

21 Tata Power Co. Ltd. TATA|POWER

22 Tata Steel Ltd. TATASTEEL

23 Wipro Ltd. WIPRO

*Ranbaxy Laboratories was acquired by Sun Pharmaceuticals on April 7, 2014.

The next objective set is to study the impact of derivatives trading
on price volatility in the Indian Stock Market. The data collected are the
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daily returns of near month contracts in case of futures contracts traded
during the post derivative period. For studying the impact of futures on
volatility of underlying spot market, a general structural break up has
been provided.

The structural break up allows making a comparison of pre and
post derivatives trading in the Indian market. The whole study period
comprises of the years ranging from 1996-97 to 2013-14. The whole
study period is sub-divided into two parts:

1. Pre derivatives period spanning from 1996-97 to 2000-01: This
is the period prior to introduction of derivatives in the Indian
equity market.

2. Post derivatives period ranging from 2001-02 to 2013-2014:
Year 2001-02 signifies the year of inception of derivative
trading in India.

The returns series is generated from the closing prices of the
selected companies in spot and futures market segment and the returns
so generated are being compared with the returns from the futures in the
post derivatives period. In case of the selected companies, twenty
companies were included in NIFTY at the time of inception of single
stock futures. The other three companies were included soon thereafter.
Hence, the entire period of study has been given an exact form of a
structural break up as follows:

1. The pre derivatives period; ranging from April 1, 1996 to
November 8, 2001 for 20 companies; from April 1, 1996 to
January 30, 2003 for two companies –– ICICI Bank and
WIPRO and from April 1, 1996 to August 28, 2003 for one
company – HDFC Bank.

2. The post derivatives period; spanning from November 9, 2001
to March 31, 2014 for 20 companies; from January 31, 2003 to
March 31, 2014 for two companies –– ICICI Bank and WIPRO
and from August 29, 2003 to March 31, 2014 for one
company – HDFC Bank.

The future contracts are entered for three months – near month,
next month and the far month. Since most trading activities take place in
the near month contract, only near month contracts are taken into
consideration. This selection exercises the maturity effect on the future
prices. Because of this maturity effect, futures market will switch over
to the next closest five days prior to maturity for the returns calculations.
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The final objective - to identify the factors affecting behaviour of
investors in the derivatives market and to examine the influence of
socio-demographic variables on the factors identified, the data is
collected from primary sources. The data has been gathered by framing
a structured questionnaire targeted towards the persons who are
participating in the stock market.

Sampling Design: The questionnaire has been circulated amongst
300 investors who are either the first generation or second generation
investors from Kerala. Snowball sampling has been adopted in
collection of data. Various brokers in and around the Ernakulam district
were approached for getting in contact with investors. Over a period of
four months (from February to May 2015), a total of 300 investors were
approached. No geographical selection has been made as an investor is
not confined by any geographical area for entering the markets. Every
investor has equal access and opportunity for participating in NSE
through brokers as trading is screen based. Any information which is
available in the market is easily accessed by a trader who trades at NSE.
Through the media channels and a well developed communication
network of brokers, a piece of information which is given out by
corporate or others, is spread to the entire market. Hence, the
geographical constraint is not considered as a barrier in selecting the
respondents. The rationale behind this selection is investors can
participate in the market, either from a metro city or remote location;
they have the same access to any information which is available in the
market, provided they are well connected to visual media and have
internet access.

1.7.2 Tools Used for Analysis
The data collected was analysed using the statistical tools. For

analysing the secondary data collected from the website of NSE, the
software of E Views 5.0 version was used. In order to analyse the
primary data collected with the help of questionnaire, the Statistical
Package for Social Sciences (SPSS 19.0 version) was used. Simple
statistical tools like CAGR, descriptive statistics, line graphs are used to
study the data collected. Econometric tools of unit root tests –
Augmented Dickey Fuller Test, Phillips-Perron Test, Johansen’s Co-
integration Test, Granger Causality Test, Vector Error Correction
Method, GARCH (1, 1) Model are used to analyse the secondary data.
Tools like percentages, ratios, averages are used to understand the
demographic profile of investors. Confirmatory Factor Analysis, non-
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parametric tests of Mann Whitney U Test and Kruskal Wallis H Test are
used to meet the objective of identifying the factors affecting the
behaviour of investors in the derivatives market and also to study the
influence of socio-demographic variables on the factors identified.

1.8 Scope of the Study
The Indian derivatives market – its growth, development and the

regulatory framework is studied in detail in the present study. The study
considers the derivative trading of single stock futures at NSE, since the
turnover share of NSE is 78 per cent of equity derivative turnover in the
total turnover scenario. Along with the aspects of price discovery and
market efficiency, the study attempts to examine the impact of
derivatives trading on volatility of underlying spot market. Also, the
factors affecting behaviour of investors in the derivatives segment are
also identified.

1.9 Limitations of the Study
The investors were very reluctant to reveal their preferences about

returns earned from the markets, their preferences about trading in
various markets. Secondary data for the study was collected from the
website of NSE for the period under study. When the figures from other
websites of RBI and SEBI were compared, there were found to be minor
changes in these. But since the study concentrates only on NSE, the data
collected from the official website has been considered. In spite of these
limitations, all efforts have been made to ensure the correctness of data
collected.

1.10 Layout of the Study
The study undertaken on Impact of Derivatives on Price Volatility

in Indian Stock Market has been segmented into six chapters.
Chapter 1: Introduction
The first chapter deals with introduction of the topic, significance

and scope of the study, statement of the problem, objectives and
hypotheses of the study, methodology of the study, limitations and
chapeterisation of the study.
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Chapter 2: Review of Literature
The second chapter deals with literature review in connection with

the objectives set. The literature of the connected works is presented in
the chronological order. Contributions of the present study forms part of
this chapter. Research gap is also identified.

Chapter 3: Regulatory Architecture and Developments in
Indian Derivatives Market: An Analysis

This chapter traces the history, growth and developments of Indian
derivatives market over a period of time. The present scenario of the
Indian derivatives segment along with the innovative derivative
instruments with its turnover is outlined in this chapter. The growth rate
of the derivatives market, cash markets, instruments are measured in
terms of tools like CAGR and graphs. The history of single stock futures
right from its inception to its current status is discussed in this third
chapter along with the critical analysis of regulatory framework for
derivatives trading.

Chapter 4: Role of Derivatives Trading in Price Discovery,
Market Efficiency and Volatility in the Underlying Spot Market

Chapter 4.I: Price Discovery and Market Efficiency of the
Futures Market

Chapter 4.II: Impact of Derivatives Trading on Spot Market
Volatility

The fourth chapter is divided into two sections –– Section I & II.
The first section deals with the second and third objective of the study.
The second section deals with the impact of derivatives on spot market
volatility in Indian Stock Market. These parts present a detailed report
on the analysis done on the data. The hypotheses set are tested for its
acceptance or rejection.

Chapter 5: Factors Affecting Behaviour of Investors in the
Derivatives Market

The fifth chapter of the study deals with analysis of the primary
data collected from the respondents. The chapter caters to the objective
set forth to identify the factors which affect the behaviour of investors in
the derivatives segment. The chapter presents the results along with the
analysis of the primary data.
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Chapter 6: Summary of Findings, Conclusion and Suggestions
The last chapter is concerned with identifying the further scope for

research, findings of the study, policy implications, contribution of the
study to society and suggestions put forward.
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