
www.ijcrt.org                                                 © 2025 IJCRT | Volume 13, Issue 11 November 2025 | ISSN: 2320-2882 

IJCRT2511501 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org e225 
 

THE INDIAN DERIVATIVES MARKET 

IN TRANSITION: RISKS, RETURNS 

AND REFORMS. 
1Sonali Bhanudas Shinde.                                                                  2Dr. Deepali Bankapure. 

Research Scholar,                                                                               Associate Professor, 

Arihant Institute of Business Management, Bavdhan,                           Arihant Institute of Business 

Management, Bavdhan, 

Savitribai Phule Pune University, Pune                                             Savitribai Phule Pune University, 

Pune 

 

Abstract:  This research paper examines India’s derivatives market in 2025, focusing on emerging market 

trends, risk–return dynamics, retail participation patterns, regulatory reforms, case-based evidence, and global 

comparative perspectives. The study integrates secondary data drawn from authoritative sources such as the 

Securities and Exchange Board of India (SEBI), the National Stock Exchange (NSE), the Reserve Bank of 

India (RBI), the Bank for International Settlements (BIS), and verified media reports. The analysis reveals 

that retail investors continue to face substantial financial losses primarily due to speculative trading behavior, 

high leverage exposure, and limited understanding of derivative instruments. In contrast, professional 

investors benefit from disciplined strategies and advanced risk-management frameworks that yield sustainable 

returns. Regulatory interventions introduced during FY 2024–2025, including enhanced surveillance, revised 

margin norms, and structured investor education programs, have contributed to improved market transparency 

and systemic stability. Nevertheless, the study emphasizes that long-term market sustainability depends on 

the alignment of regulation, education, and behavioral reform. Continuous investor awareness, disciplined 

trading practices, and robust governance mechanisms are critical for transforming India’s derivatives market 

into a balanced and inclusive financial ecosystem. The paper concludes with recommendations for effective 

risk management, policy refinement, and investor capacity-building to ensure long-term market stability and 

inclusivity. 

Keywords: Indian Derivatives Market, Retail Participation, Regulatory Reforms, Risk Management, 

Behavioral Finance, Market Stability, Investor Education. 

I. INTRODUCTION 

 

The Indian derivatives market has expanded dramatically since its inception in June 2000. It evolved from 

early commodity and currency contracts such as cotton futures in 1875 into a modern futures and options 

industry, achieving phenomenal growth in volume and value. By the early 2020s, India ranked among the 

world’s largest derivatives markets, with equity derivative turnover far exceeding that of cash segments. This 

rapid expansion was supported by new contract designs like weekly expiries introduced in 2019 and 

technology-driven participation by non-institutional traders. Retail investors now constitute a majority of 

participants, forming more than sixty percent of traders in equity derivatives, enabled by mobile-based 

platforms and low-cost entry mechanisms. However, this democratization has also raised serious concerns 

about systemic risks and investor protection. Reports indicate that more than ninety percent of retail investors 

incur net losses due to speculative trading and inadequate understanding of risk. This study addresses the 

growing importance of India’s derivatives market by analyzing its structure, performance, and regulation. The 

exploratory nature of this research enables pattern identification rather than hypothesis testing, making it useful 
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for formulating future descriptive models. Such an approach is crucial because it identifies relationships 

between risk-taking behavior, leverage exposure, and regulatory reforms. The study’s significance lies in 

bridging gaps between rapid market expansion and investor vulnerability, offering insights for policymakers, 

educators, and market participants to enhance sustainable participation. 

i. REVIEW OF LITERATURE 

Financial theory presents derivatives as critical instruments for risk management, price discovery, and liquidity. 

Classical scholars like Hull (2018) emphasized that derivatives allow investors to transfer risk efficiently. Black 

and Scholes (1973) advanced this through their option pricing model, explaining that option prices reflect 

volatility expectations, thus enabling market participants to forecast future spot prices. In efficient markets, 

such instruments enhance liquidity and transparency; however, excessive speculation may amplify volatility 

and systemic fragility. Stulz (2004) added that derivatives are beneficial only when risk management 

frameworks are robust and trading motives are primarily hedging-oriented rather than speculative. In the Indian 

context, Bose (2006) explained that derivatives markets redistribute risk away from risk-averse investors 

toward those willing and able to bear it. Yet, misuse can endanger stability, particularly when speculative 

motives dominate. Gupta and Singh (2006) analyzed price discovery in the Nifty futures market and concluded 

that the futures segment leads the cash market in information assimilation. Similarly, Mall, Pradhan, and 

Mishra (2011) established a long-term cointegration between spot and futures prices, affirming that Indian 

derivatives markets contribute effectively to price discovery and risk management. Research focusing on 

behavioral aspects has revealed that retail investors display overconfidence, herding, and loss aversion. 

Mageswari and Sasirekha (2024) demonstrated that retail participants rely heavily on peer information and 

social media, resulting in impulsive decision-making. They noted that while digital platforms increased 

accessibility, they also intensified speculative tendencies. Chhabra (2024) found that retail traders often 

misjudge their trading skill, leading to persistent losses despite high trading volumes. These findings align with 

Barber and Odean’s (2000) global evidence showing that excessive trading among individuals reduces net 

returns due to overconfidence and neglect of transaction costs. 

 

Empirical studies on Indian derivatives efficiency further reinforce these behavioral observations. Agarwalla, 

Saurav, and Varma (2022) identified significant liquidity and depth in Indian equity options, but also observed 

evidence of tail-risk concentration among retail-dominated contracts. Jain, Varma, and Agarwalla (2019) 

supported this by showing that while single-stock derivatives in India are liquid, only a small fraction of listed 

equities sustain consistent trading activity. This concentration increases systemic vulnerability during volatility 

shocks. 

 

Globally, emerging derivatives markets have struggled to balance rapid growth with regulatory oversight. 

Upper and Valli (2016) from the Bank for International Settlements noted that only about ten percent of total 

global derivatives involve emerging-market underlying’s despite their large GDP share. Developed markets 

like the United States and the United Kingdom maintain stricter margining and clearing mechanisms that 

protect retail investors from excessive leverage exposure. Comparatively, India’s retail-heavy structure is 

unique in scale, demanding continuous monitoring and education-based interventions. 

 

Regulatory reforms in India have evolved systematically to address these challenges. SEBI and the Reserve 

Bank of India introduced eligibility criteria, leverage limits, and risk-disclosure mandates between 2023 and 

2025. According to SEBI (2025), stricter margin requirements, enhanced surveillance, and revised lot sizes 

have significantly reduced speculative frequency. BIS (2024) also documented India’s alignment with global 

standards through mandatory reporting and position limits. RBI (2024) added that the derivatives ecosystem’s 

sustainability depends on balancing innovation with prudential oversight. 

 

Collectively, these studies underscore three critical patterns. First, India’s derivatives market has matured in 

scale and function but remains vulnerable to retail-driven volatility. Second, behavioral biases and lack of 

financial literacy exacerbate systemic exposure. Third, continuous reforms and data-based regulation are 

necessary for maintaining market integrity. However, literature gaps persist concerning risk-return asymmetry 

between retail and institutional traders, and the long-term effects of new regulatory reforms. 

 

The study employs an exploratory and descriptive-analytical research design. Quantitative data are derived 

from SEBI annual reports, NSE turnover statistics, RBI Financial Stability Reports, and BIS global reviews. 

Supplementary qualitative data include policy briefs, financial editorials, and institutional publications. 
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Quantitative analysis involves descriptive and inferential statistics such as correlation between retail 

participation and volatility, trend analysis of option turnover, and regression models estimating return 

concentration. Cointegration methods are also referenced to establish long-term relationships between spot and 

derivative prices. 

 

The qualitative component focuses on interpreting policy frameworks and behavioral responses, synthesizing 

patterns from investor education programs, leverage regulations, and market structure reforms. Combining 

these approaches strengthens the internal validity of the study by integrating numerical indicators with 

theoretical interpretation. The exploratory framework is particularly useful for identifying emerging risk 

clusters, behavioral trends, and structural inefficiencies that require further descriptive validation in future 

research. 

 

The theoretical foundation of derivatives stems from modern financial economics, particularly the Efficient 

Market Hypothesis (EMH) and portfolio diversification theory. Derivatives like futures, options, and swaps 

are primarily designed to facilitate risk hedging, arbitrage, and speculative opportunities. Hull (2018) 

highlighted that derivatives serve as indispensable instruments for transferring and managing risk, thus 

improving the efficiency and stability of financial systems. They allow investors to secure future prices, thereby 

mitigating uncertainty and enhancing liquidity in the underlying asset markets. Black and Scholes (1973) 

further advanced the understanding of derivatives through their option pricing model, which mathematically 

established how risk-neutral valuation could determine fair option prices under equilibrium. Their framework 

implied that in a perfectly efficient market, derivatives should reflect expected volatility and not systematically 

deviate from intrinsic asset values. 

 

Hence, the same instruments that ensure efficiency can, under excessive speculation, generate systemic 

instability. Stulz (2004) emphasized that while derivatives improve allocation of risk, their misuse magnifies 

losses during market downturns. Unregulated leverage and the concentration of speculative positions often lead 

to feedback loops of volatility. Empirical evidence from post-2008 crises support this contention, where over-

the-counter (OTC) derivatives exacerbated systemic risks due to opacity and counterparty exposures. Thus, 

from a theoretical standpoint, derivatives markets embody a dual character: they enhance efficiency under 

informed participation but also increase fragility under uninformed speculation. This duality forms the 

theoretical lens for examining the Indian derivatives market’s evolution. 

 

The Indian derivatives market, initiated in 2000, represents one of the fastest-growing segments globally. Early 

studies recognized its contribution to market depth and efficiency. The National Stock Exchange (NSE, 2023) 

documented a consistent rise in futures and options turnover, indicating increasing investor confidence and 

market sophistication. The Securities and Exchange Board of India (SEBI, 2024) identified that derivatives 

trading now accounts for more than 90 percent of total market turnover, signifying its central role in liquidity 

formation. These reports affirm the market’s structural maturity but also reveal emerging concerns regarding 

financial literacy and risk concentration among retail participants. 

 

Academic studies have echoed this dual observation. Bose (2006) and Gupta & Singh (2006) found that Indian 

derivatives significantly improved price discovery for underlying equities, as futures prices often led spot 

markets in information assimilation. Similarly, Mall, Pradhan, and Mishra (2011) used cointegration models 

to establish a long-run equilibrium between futures and cash segments, supporting the efficiency hypothesis. 

Nonetheless, recent empirical findings indicate a shift in participation dynamics. Mageswari and Sasirekha 

(2024) reported that retail investors, driven by social media and low-cost trading apps, have overtaken 

institutional traders in volume but not in profitability. RBI’s Financial Stability Report (2025) corroborates this 

by observing that nearly 90 percent of retail traders engaged in short-term options incur losses annually. The 

Economic Times (2025) further notes that such losses stem from over-leveraging, short expiry cycles, and 

herd-driven trading behavior. 

 

Hence, the derivatives market’s growth trajectory coincides with financial technology innovations that reduced 

barriers to entry. Platforms enabling mobile-based options trading have expanded access but simultaneously 

exposed new entrants to complex instruments without adequate education. Consequently, while derivatives 

markets in India contribute to liquidity and depth, they also exhibit asymmetric outcomes—professional 

investors derive risk-adjusted returns through hedging, while retail participants incur speculative losses. This 
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divergence underscores the need for nuanced regulatory and behavioral understanding, which this study seeks 

to explore. 

 

Global evidence reinforces the complexities observed in India’s derivatives markets. The Bank for 

International Settlements (BIS, 2024) reported that worldwide derivatives trading has reached record levels, 

with emerging markets contributing significantly to equity and index options volumes. However, BIS also 

cautioned that retail traders in these markets experience disproportionately high losses due to speculative short-

term positions and inadequate hedging knowledge. Developed economies like the United States and the United 

Kingdom demonstrate contrasting outcomes: while derivatives volumes are high, retail losses remain contained 

due to stringent margin rules, investor education initiatives, and algorithmic surveillance systems. The U.S. 

Securities and Exchange Commission (SEC) and the U.K. Financial Conduct Authority (FCA) enforce 

transparency and risk disclosure mandates that reduce retail exposure to unmanageable leverage 

 

In contrast, emerging markets with weaker investor education frameworks such as China, Brazil, and India 

exhibit similar patterns of retail concentration and volatility-driven losses. The Chinese derivatives reforms of 

2016 and subsequent state-led education programs illustrate how investor awareness can stabilize markets. 

Comparative studies by Upper and Valli (2016) and the World Federation of Exchanges (2022) suggest that 

effective derivatives governance hinges not only on institutional regulation but also on the cognitive literacy 

of market participants. Therefore, India’s derivatives market, though globally competitive in scale, mirrors 

international concerns regarding unbalanced participation and speculative dominance. The ongoing global 

trend indicates that without synchronized regulatory and educational efforts, market growth may come at the 

cost of investor welfare and systemic resilience. 

 

While substantial literature exists on the expansion and efficiency of India’s derivatives market, notable gaps 

persist in understanding differential outcomes across investor classes and time horizons. Previous studies have 

predominantly focused on liquidity enhancement, volatility transmission, or hedging effectiveness, often 

overlooking behavioral and regulatory asymmetries between retail and institutional participants. Few empirical 

works have examined how risk-return patterns evolved after SEBI’s major regulatory reforms during FY2024–

FY2025, which included higher margin requirements, increased lot sizes, and mandatory risk disclosures. 

 

Limited research has integrated behavioral finance with structural market analysis to explain why retail 

investors persist in high-loss activities despite repeated negative outcomes. This gap in understanding investor 

psychology, coupled with limited evaluation of recent reforms, constrains policy optimization. The present 

study addresses this lacuna by adopting an exploratory approach to identify emerging behavioral, structural, 

and regulatory patterns that influence risk-return outcomes in the Indian derivatives market. By linking these 

patterns to global experiences and theoretical foundations, it lays the groundwork for hypothesis-driven 

descriptive research that can empirically test causal relationships in future studies. 

II. QUANTITATIVE SECONDARY EVIDENCES  

 

The section “Quantitative Secondary Evidences” presents statistical validation and numerical insights that 

substantiate the exploratory findings of the study. It compiles data from institutional sources such as SEBI, 

NSE, RBI, and BIS to trace market turnover, volatility patterns, retail participation ratios, and return 

asymmetries. This evidence-based section strengthens the analytical rigor of the paper by linking observed 

behavioral and regulatory trends with quantifiable indicators of market performance and systemic risk. 

 

i. MARKET TRENDS 

 

India emerged as the world’s most dominant equity derivatives market in FY 2025, accounting for nearly 

60 % of global trading volume. More than 10 million retail investors were actively engaged, marking an 

extraordinary democratization of market access once restricted to institutional participants. The equity index 

options segment recorded a 9 % decline in premium turnover and a 29 % drop in notional turnover on a year-

on-year basis. Nevertheless, both indicators remained substantially higher than the levels observed in FY 

2023, suggesting cyclical correction rather than structural contraction. 
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Figure II-1 Equity Index Options Turnover Trends (NSE, 2025) 

This moderation reflects the immediate impact of regulatory recalibration, notably SEBI’s enhancement of 

margin requirements and the increase in contract lot sizes during FY 2025. The most significant 

transformation, however, is the shift in market microstructure from institutional to retail dominance. Retail 

traders now account for over 70 % of total derivative accounts, a remarkable change from the sub-40 % share 

a decade ago. This retail ascendancy has altered the mechanisms of liquidity generation, volatility clustering, 

and intraday price discovery. Institutional investors, while still key liquidity providers, are increasingly 

confining their exposure to algorithmic strategies and structured hedging instruments rather than speculative 

short-term trades. The National Stock Exchange (2025) attributes this realignment to advances in mobile-

based trading applications, lower transaction costs, and real-time analytics tools that have simplified 

derivative access for non-institutional investors. 

 

The overall trend indicates that India’s derivatives market is entering a consolidation phase, characterized by 

high participation but concentrated risk. Retail enthusiasm fuels trading volumes, yet the knowledge–risk gap 

remains wide, raising concerns about systemic stability. Sustaining this growth trajectory will depend on 

continued regulatory vigilance, enhanced transparency, and structured investor-education initiatives that 

balance market inclusivity with prudential safeguards. 

 

ii. Risk and Return 

 

The risk–return distribution within India’s derivatives market demonstrates a striking asymmetry that 

underscores the structural imbalance between informed and uninformed participants. In FY 2025, 

approximately 91 % of retail traders reported net trading losses, collectively amounting to nearly ₹1.06 

trillion. This represents a 41 % increase compared with FY 2024, indicating a rapid escalation of retail 

exposure and financial vulnerability. Such persistent underperformance among non-institutional traders 

highlights systemic behavioral inefficiencies rather than isolated market anomalies. The pattern of return 

concentration further reveals a sharp inequality in profit distribution. Fewer than 10 % of traders captured a 

disproportionate share of total market gains, confirming that profits are heavily concentrated among 

professional and algorithmic participants with access to analytical infrastructure, hedging strategies, and 

superior risk management frameworks. The distribution of returns follows a power-law pattern, where a small 

fraction of informed traders consistently outperforms due to disciplined strategies, while the majority incur 

losses through short-duration speculative trading. 

 

Figure II-2 Retail vs Professional Participation in Indian Derivatives Market (SEBI, 2025) 
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Key drivers of return outcomes include elevated market volatility, the prevalence of excessive leverage, and 

the predominance of short-tenure contracts such as weekly index options. Retail traders tend to overutilize 

leverage and underestimate downside exposure, converting instruments originally designed for hedging into 

speculative tools. Their preference for ultra-short maturities amplifies theta decay effects, eroding potential 

profitability even under marginally favorable price movements. SEBI (2025) reported that the majority of retail 

participants fail to account for volatility sensitivity and option time value, resulting in systematic erosion of 

capital over multiple trading cycles. 

iii. Key Challenges 

 

Collectively, these patterns demonstrate that while the derivatives market contributes to liquidity, efficiency, 

and price discovery, it simultaneously redistributes financial risk toward uninformed and over-leveraged retail 

investors. The asymmetric performance outcomes observed in FY 2025 reinforce the structural imbalance 

between professional traders, who operate with strategic risk management frameworks, and retail participants, 

who often engage in speculative behavior driven by short-term incentives as noted by SEBI and the Reserve 

Bank of India in 2025. This divergence is consistent with the behavioral finance literature, which identifies 

cognitive biases such as overconfidence, herd behavior, and representativeness heuristics as major distortions 

of rational investment judgment as discussed by Barber and Odean in 2000 and by Statman in 2014. 

 

Empirical evidence from the Indian context supports these behavioral tendencies. Mageswari and Sasirekha 

in 2024 observed that retail investors frequently misinterpret derivatives contracts as instruments for quick 

profit rather than tools for hedging, leading to excessive position-taking and capital erosion. Chhabra in 2024 

emphasized that social trading communities and digital media narratives amplify herd effects, resulting in 

synchronized speculative activity and volatility clustering. Such behavioral tendencies transform the 

derivatives ecosystem from a platform of efficient risk transfer into one that heightens systemic fragility, as 

leverage and short-tenure trading magnify downside exposure during adverse market cycles as noted in the 

National Institute of Securities Markets report of 2025. 

 

The persistence of widespread retail losses despite greater access to information indicates that financial 

inclusion does not automatically translate into financial capability. Hull in 2018 and Stulz in 2004 argued that 

derivatives can stabilize markets only when traders possess adequate understanding of pricing models, 

volatility dynamics, and margin mechanisms. In the absence of such literacy, democratization of market 

access often results in democratization of losses. Therefore, sustaining long-term market efficiency requires 

a dual emphasis on improving financial literacy and enforcing prudent leverage restrictions. Structured 

educational initiatives, certification programs in derivatives trading, and behavioral risk assessments can help 

mitigate uninformed participation. 

 

Embedding investor education and continuous disclosure within the regulatory framework would enable India 

to transition from reactive oversight to preventive governance. Such a shift would transform retail trading 

from a speculative pursuit into a disciplined, knowledge-driven investment activity that promotes both 

financial stability and investor protection. 

 

iv. Regulatory Reforms 

 

The rapid expansion of India’s derivatives market during FY 2025 prompted a coordinated regulatory 

response from the Securities and Exchange Board of India and the Reserve Bank of India. Both institutions 

recognized that unchecked retail participation, excessive leverage, and algorithmic trading concentration were 

generating systemic vulnerabilities. Consequently, a comprehensive reform agenda was introduced to align 

the market’s growth trajectory with investor protection and financial stability objectives. 

 

The first major reform addressed eligibility and surveillance mechanisms. SEBI implemented more stringent 

criteria for contract eligibility by revising the parameters for listing new derivative products and by enhancing 

real-time market monitoring systems. These surveillance frameworks incorporated automated alert 

generation, anomaly detection, and pattern recognition tools to identify potential market manipulation or 

insider trading activities. The integration of data analytics into surveillance systems represented a paradigm 

shift from reactive supervision to predictive oversight, thereby strengthening the resilience of the derivatives 

ecosystem. 
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The second reform involved increasing contract lot sizes, a measure designed to raise entry thresholds for 

speculative retail traders. By enlarging the minimum contract value, regulators sought to deter impulsive 

small-scale trading and reduce the frequency of ultra-short-term positions that often lead to financial distress 

among inexperienced investors. This policy also aimed to restore institutional balance by discouraging 

excessive fragmentation of trades while preserving genuine hedging activity. 

 

Another key reform centered on mandatory disclosures and investor education. SEBI mandated detailed risk-

disclosure statements for all new and existing derivatives participants, requiring brokers and trading platforms 

to inform clients about margin requirements, time decay in options, and the probability of loss. In parallel, 

nationwide financial literacy campaigns were launched to enhance awareness of derivative instruments, 

trading psychology, and risk management. The National Institute of Securities Markets collaborated with 

SEBI to organize structured training programs that emphasized ethical trading behavior, rational decision-

making, and portfolio discipline. These initiatives reflected a long-term policy commitment to transform retail 

trading from an activity of speculation to one grounded in informed participation. 

 

The final regulatory pillar involved contract design and expiration control. To curb speculative rolling 

strategies, SEBI imposed limits on contract expirations and introduced standardized maturity cycles for 

certain equity index options. This measure reduced short-term volatility and prevented the excessive 

concentration of positions near expiry dates, which had been a major cause of liquidity imbalances and price 

distortions. Additionally, clearing corporations were directed to strengthen margining protocols and ensure 

transparency in the settlement process, thereby mitigating counterparty risk. 

 

Collectively, these reforms signify a decisive regulatory shift from expansion-oriented liberalization to 

sustainability-oriented governance. They reflect a policy evolution where market growth is no longer pursued 

in isolation from investor welfare. SEBI’s enhanced surveillance, RBI’s systemic risk monitoring, and the 

collaborative role of NISM in education collectively embody an integrated approach that balances innovation 

with prudential oversight. As a result, India’s derivatives market is gradually transitioning toward a more 

disciplined, transparent, and knowledge-driven structure that aligns with global best practices while 

addressing the unique behavioral characteristics of its predominantly retail investor base. 

 

v. Global Comparison 

 

India’s derivatives market is now comparable to those of the US, UK, and China in terms of trading volume. 

Retail participation is significantly higher, resulting in greater aggregate losses. Professional trading strategies 

tend to be more mature in developed markets. International comparisons suggest that India’s retail-heavy 

participation is unique in scale, amplifying both opportunities and systemic vulnerabilities. 

 

India’s derivatives market now stands among the largest in the world and is broadly comparable in scale and 

sophistication to those of the United States, the United Kingdom, and China. As of FY 2025, India accounts 

for approximately 60 % of the global equity derivatives trading volume, with retail participation exceeding 

70 % of the total active accounts. This represents the highest level of non-institutional involvement among 

major economies. However, the intensity of retail engagement has also resulted in aggregate trading losses of 

nearly ₹1.06 trillion, a figure significantly higher than those reported in other comparable markets. 
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Table II-1 Global Comparison 

Country 

Equity 

Derivatives 

Volume 

(FY25 est.) 

Retail 

Participation 

(%) 

Retail Losses (Est.) Regulatory Focus 

India 

~60% of 

global 

volume 

>70% ₹1.06 trillion 
Investor protection, 

contract restrictions 

USA ~20% ~30% 
Lower (due to 

education & tools) 

Algorithmic oversight, 

margin rules 

UK ~10% ~25% Moderate 
Risk disclosures, 

leverage caps 

China ~8% ~40% 
High volatility 

exposure 

State-led reforms, 

trading limits 

In contrast, the United States contributes about 20 % of global derivatives turnover and maintains a relatively 

balanced participation structure, where retail investors constitute around 30 % of total traders. Strong 

algorithmic oversight, advanced risk-assessment tools, and stringent margin regulations have enabled U.S. 

markets to sustain both liquidity and investor protection. The United Kingdom, accounting for roughly 10 % 

of global derivatives activity, exhibits moderate retail participation levels near 25 %. Its markets are 

characterized by well-enforced disclosure standards, leverage caps, and the presence of professional clearing 

institutions that minimize counterparty risks. China, with an estimated 8 % share of global derivatives volume, 

presents a contrasting model shaped by high state intervention and concentrated retail activity of about 40 %. 

Chinese regulators have relied heavily on state-led investor education programs and trading limits to stabilize 

volatility and ensure transparency in contract design and expiration cycles. 

The comparison highlights that India’s derivatives market is unique not only in size but also in composition. 

Its exceptionally high retail participation offers both opportunities for inclusivity and challenges for stability. 

Professional trading strategies in developed markets such as the United States and the United Kingdom are 

supported by mature risk-management systems, institutional research, and regulatory technologies that 

prevent speculative excesses. By contrast, the Indian market remains dominated by retail participants whose 

trading behavior is often influenced by short-term speculation and social sentiment rather than analytical 

fundamentals. This asymmetry amplifies both the potential for liquidity creation and the susceptibility to 

systemic stress during volatile market phases. 

The regulatory priorities across these economies also reveal key policy contrasts. In India, the emphasis 

remains on investor protection, contract restrictions, and financial literacy enhancement. The United States 

prioritizes algorithmic oversight and margin discipline, whereas the United Kingdom focuses on risk 

disclosure and leverage regulation. China continues to rely on state-supervised reforms and education-driven 

control mechanisms. The comparative analysis thus reinforces that India’s derivatives growth trajectory 

requires continuous calibration of regulation, investor education, and surveillance infrastructure. Aligning its 

governance model with global best practices while preserving inclusivity can help India achieve both market 

efficiency and systemic resilience. 

In conclusion, while India’s derivatives market demonstrates global leadership in terms of participation and 

volume, its sustainability depends on integrating the discipline and institutional maturity characteristic of 

developed markets. By embedding financial literacy, risk awareness, and real-time market intelligence into 

its regulatory framework, India can transform its retail-heavy structure into a balanced, knowledge-driven 

derivatives ecosystem that supports both national and global financial stability. 

 

The regulatory and behavioral complexities of India’s derivatives market can be better understood through 

selected case studies that exemplify institutional lapses, retail vulnerabilities, and professional success models. 

Each of these real-world instances offers empirical insight into the risk dynamics, governance challenges, and 

policy implications that have shaped the current derivatives landscape. 

 

The IndusInd Bank Derivative Loss of 2024 serves as a critical example of institutional exposure resulting 

from inadequate internal controls and over-reliance on automated trading systems. The bank reported 

unauthorized trading in foreign exchange and interest rate derivatives, culminating in losses of approximately 
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₹2,500 crore. These losses adversely impacted its capital adequacy ratio and highlighted deficiencies in risk 

monitoring frameworks. The Reserve Bank of India initiated a sector-wide review following the incident, 

introducing tighter leverage limits and enhanced reporting standards for derivative exposures across the 

banking sector. This episode underscores how institutional mismanagement in derivative trading can trigger 

systemic stress, emphasizing the necessity of robust risk governance and compliance mechanisms within 

financial institutions. 

 

The Jane Street Index Manipulation of 2025 represents a case of algorithmic misconduct and market distortion 

in the equity derivatives space. Irregularities in high-frequency trading led to temporary disruptions in index 

pricing and volatility spikes. SEBI’s immediate intervention involved freezing affected accounts, imposing 

monetary penalties, and reinforcing real-time market surveillance systems. Retail investors bore a 

disproportionate share of the losses due to abrupt price fluctuations, reaffirming the vulnerabilities inherent 

in a retail-dominated trading environment. The case illustrates the dual-edged nature of technological 

advancement in financial markets enhancing liquidity on one hand while exposing structural weaknesses in 

regulatory oversight and algorithmic transparency on the other. 

 

The NSE Retail Options Surge of 2025 epitomizes behavioral speculation in India’s retail derivatives market. 

A surge in trading volume of short-tenure Nifty options was largely driven by social media narratives and 

influencer-led trading groups. The outcome was severe: nearly 91 % of retail traders incurred losses 

amounting to approximately ₹1.06 trillion. In response, SEBI increased contract lot sizes, imposed restrictions 

on ultra-short-term contracts, and launched large-scale investor education programs through the National 

Institute of Securities Markets. This episode demonstrates that while digital accessibility democratized 

participation, it also magnified cognitive biases such as overconfidence and herd behavior. The findings from 

this case strongly align with behavioral finance theories that link retail speculation with irrational decision-

making and information asymmetry. 

 

In contrast, the U.S. Retail Options Over-Leverage Case of 2024 presents a more contained outcome under 

stronger regulatory frameworks. Excessive leverage in retail options trading led to market instability and 

aggregate losses of about 10 billion U.S. dollars, yet systemic contagion was prevented through robust 

clearinghouse operations and margining safeguards. The Securities and Exchange Commission responded by 

revising margin requirements and expanding nationwide investor education initiatives. The U.S. experience 

illustrates that while retail traders are universally prone to speculative tendencies, the presence of structured 

safeguards and transparent risk disclosures can significantly mitigate systemic threats. This comparative case 

emphasizes the need for India to further institutionalize its risk management ecosystem through technology-

integrated oversight. 

 

The Sectoral Hedging Success among Professional Investors demonstrates the strategic potential of 

derivatives when applied within disciplined portfolio frameworks. Professional investors in the information 

technology and pharmaceutical sectors effectively utilized straddle and covered call strategies to hedge against 

market volatility. These portfolios experienced minimal losses and achieved positive risk-adjusted returns 

even during turbulent periods. This case validates the core theoretical proposition that derivatives serve as 

efficient tools for risk management when used with analytical precision, adequate capital, and adherence to 

disciplined strategies. It contrasts sharply with speculative retail behavior and highlights that expertise and 

structured intent remain the key differentiators of success in derivatives trading. 

 

These case studies capture the duality of India’s derivatives ecosystem its potential to serve as a sophisticated 

risk-hedging mechanism alongside its susceptibility to misuse and speculation. They reaffirm the exploratory 

findings of this study that regulation, education, and technology-driven surveillance must evolve together to 

sustain market integrity. The convergence of these lessons forms the foundation for developing a balanced 

derivatives framework that harmonizes growth with investor protection and systemic resilience. 

 

vi. Case Study Summary 

 

The comparative analysis of institutional, retail, and professional case studies reveals a consistent pattern of 

behavioral and structural divergence within India’s derivatives market. Retail traders continue to display high 

leverage exposure combined with limited understanding of complex financial instruments, which has resulted 

in substantial aggregate losses and cyclical erosion of market confidence. In contrast, professional investors 

http://www.ijcrt.org/


www.ijcrt.org                                                 © 2025 IJCRT | Volume 13, Issue 11 November 2025 | ISSN: 2320-2882 

IJCRT2511501 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org e234 
 

employ advanced strategies such as hedging, spreads, and covered calls that ensure sustainable, risk-adjusted 

returns even under volatile conditions. This dichotomy reflects not only disparities in financial knowledge but 

also in access to analytical tools and disciplined trading systems. 

Table II-2 Case Study Summary Table 

Aspect Key Takeaways 

Retail 

Behavior 

High leverage + lack of understanding → 

major losses 

Professional 

Strategies 

Hedging, spreads, covered calls → 

sustainable returns 

Regulatory 

Role 

Surveillance, limits, education → market 

stability 

Systemic 

Risks 

Bank exposures and manipulation → 

critical oversight required 

Global 

Lessons 

Developed markets have stronger 

safeguards; behavioral risks persist 

From a regulatory standpoint, the initiatives undertaken by the Securities and Exchange Board of India and 

the Reserve Bank of India have played a crucial role in stabilizing market dynamics. Enhanced surveillance 

systems, revised contract structures, and extensive investor education programs have collectively improved 

transparency and market discipline. However, persistent behavioral tendencies among retail traders continue 

to weaken these regulatory benefits, as many participants remain driven by speculative impulses rather than 

strategic considerations. The systemic risks identified through the case studies, such as unauthorized 

derivative exposures in banks and algorithmic trading irregularities, highlight the ongoing need for vigilant 

and adaptive financial oversight. The global comparison shows that developed markets maintain stronger 

institutional safeguards with effective margining frameworks, disclosure norms, and investor awareness 

mechanisms. Yet even these mature markets experience behavioral risks that cannot be entirely eliminated 

through regulation alone. This suggests that genuine market resilience depends equally on regulatory structure 

and the psychological conditioning of market participants. 

Hence, it’s found that the Indian derivatives market remains globally prominent in terms of participation and 

volume but continues to face sustainability challenges. Professional investors benefit from strategic 

sophistication and access to analytical infrastructure, while retail traders need consistent exposure to 

structured financial education, guided trading practices, and awareness of risk management. The long-term 

stability of the market will depend on transforming speculative participation into informed investment 

behavior, ensuring that growth in market activity is aligned with sound governance, financial prudence, and 

systemic security. 

III. CONCLUSION AND DISCUSSION 

 

The Indian derivatives market stands as a clear reflection of India’s growing financial sophistication. It has 

evolved into one of the largest markets in the world, offering vast opportunities for liquidity creation, portfolio 

diversification, and efficient price discovery. Yet, alongside this progress lies a persistent vulnerability. The 

high level of retail participation, often without adequate understanding of derivative instruments, has made the 

market efficient in activity but fragile in behavior. Many traders engage in short-term speculation rather than 

informed hedging, resulting in widespread financial losses and market volatility.  

 

The practical implications of this study are significant. Regulatory authorities such as the Securities and 

Exchange Board of India and the Reserve Bank of India must continue to strengthen real-time surveillance and 

investor protection mechanisms. Brokerage firms can integrate educational tools, margin alerts, and automated 

risk calculators within their trading systems to guide retail investors. Academic institutions and professional 

training bodies should expand structured financial literacy programs, focusing on the principles of derivatives, 

risk assessment, and behavioral awareness. From a theoretical standpoint, the study reinforces the idea that the 

efficiency of a financial market is not measured by the number of participants but by their quality of 

participation. The findings highlight the behavioral finance principle that overconfidence, imitation, and 

emotional decision-making can distort rational expectations and undermine market efficiency. 
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While the study provides valuable insights, it is exploratory and limited by its reliance on secondary data. 

Future research can build on this work through primary surveys and longitudinal designs to analyze changes 

in investor behavior over time. Comparative studies between developed and emerging markets can further 

clarify how different regulatory structures influence investor performance and market resilience. In conclusion, 

India’s derivatives market is poised for continued expansion, but its long-term stability depends on aligning 

accessibility with accountability. The real challenge lies in transforming speculative trading into informed and 

disciplined participation. Strengthening financial literacy, enhancing regulatory foresight, and fostering ethical 

trading practices will ensure that the market evolves as a sustainable pillar of India’s financial system and a 

model of inclusive, responsible growth. 
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