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Abstract: This paper exhibits the relationship between India VIX and NIFTY and to examine the impact of India VIX
in options trading, India VIX and Nifty had shown areas of strength for a relationship. Whenever India VIX rises,
Nifty falls, various authors views regarding this study, analysis of Historical movements of Nifty and India VIX,
objective to analyze the impact of VIX on option premiums by taking the at the money call and put options, finding to
Investors and Traders can use India VIX as an Indicator while investing in capital markets and concluded with VIX
is a gauge of unpredictability for the following one month communicated in annualized terms.
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Introduction

Traders and Investors are dynamic members in the currency market know about market unpredictability and
realize it can affect their profits. To comprehend the degree of market instability on their venture, financial
backers need to measure unpredictability to base their choices. In any case, how would you gauge
unpredictability on the lookout? An unpredictability list comes into the image here. It is a list to benchmark
market unpredictability against it to gauge changes in unpredictability factors. In Indian bourses, India VIX
is an unpredictability file that capabilities as a market gauge.

In basic terms, the VIX or the unpredictability record, in India called the "India VIX Index", implies that the
securities exchanges in India utilize the NIFTY 50 to gauge any instability in the business sectors. This is
principally an instrument that helps investors and traders to go with the choices of when to purchase and to
sell shares. For the most part, the VIX goes about as a source of perspective as to the unpredictability of
costs in the business sectors for a period that traverses close to 30 days. Basically, the VIX gets traders and
investors to recognize the impact of any normal unpredictability that might happen in the securities
exchanges.

A lower VIX connotes low instability and a steady reach for the resource cost. A higher VIX suggests high
unpredictability and an absence of certainty among financial backers to exchange the ongoing business
sector range. Typically, it means that a huge directional development in the market set apart with the
widening of the ongoing reach.

Instability and India VIX share a positive connection, and that implies when unpredictability is high, the
worth of India VIX is likewise high. India VIX considers averaging the request book of Nifty choices as a
decent proportion of market instability. It utilizes a complex factual recipe, which you don't have to learn.
However, you should comprehend what it infers to design exchanges.

For informal investors, India VIX offers a decent proportion of market risk. It provides merchants with a
thought of when stock costs go up or down when market instability changes. For instance, when the VIX
esteem rises intraday merchants risk setting off their stop misfortune level. Likewise, they can diminish their
influence or increment stop misfortune.

Who can utilize India VIX: India VIX is utilized by an extensive variety of market players, including
financial backers, brokers, choices journalists, portfolio and shared store supervisors. They follow the VIX
development to change their market assumptions and beta openness.

Connection between India VIX and Nifty: India VIX and Nifty had shown areas of strength for a
relationship. Whenever India VIX rises, Nifty falls. Then again, when VIX falls Nifty ascents and investors
feel sure with falling instability.
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Review of Literature

B. Lebaron (1992) - “Forecast improvements using a volatility index” - This paper investigates the
chance of worked on out of test gauging for stock returns and unfamiliar trade rates involving noticed
Differences in the two series' linearity. Nonparametric techniques are used to do the forecasting, and crucial
information is gleaned from the continued level of unpredictability in the series. Improvements in both series
are reflected in updated gauges, while the effects on stock returns are more subtle. These outcomes
demonstrate the value and soundness of certain kinds of nonlinear displaying for monetary business sectors.
Ashok Bantwa (2021) — “A Study on India Volatility Index (VIX) and its Performance as Risk
Management Tool in Indian Stock Market”- The study found that the correlation between the Nifty and
the VIX index was highest during market declines and lowest during market rallies. Results showed a very
substantial relationship between percentage change in the India VIX and rates of profits throughout a range
of holding durations for the CNX Nifty File and the CNX midcap 50 Record. Portfolio execution was shown
to be improved by switching holdings from midcap to huge cap businesses when the India VIX increased and
from enormous cap to midcap when the index decreased. Smehal Bandivadekar and Saurabh Ghosh
(2003) — “Derivatives and Volatility on Indian Stock Markets”- Subordinate items like prospects and
choices on Indian financial exchanges have become significant instruments of cost disclosure, portfolio
enhancement and hazard supporting lately. The observational examination focuses towards a decrease in spot
market unpredictability after the acquaintance of list prospects due with expanded effect of ongoing news
and diminished impact of vulnerability starting from the old news. Substitute files, such as the BSE 200 and
the Nifty Junior, are used to determine whether the spot market volatility has decreased due to the display of
record prospects or if it has decreased in accordance with a general decline in market volatility. Ming Jing
Yang (2012) — “The Forecasting Power of the Volatility Index in Emerging Markets: Evidence from
the Taiwan Stock Market” - This paper investigates the prescient force of the unpredictability record in
developing business sectors from December 2006 to Walk 2010. The prescient force of the models is further
developed by 88% in making sense representing things to come unpredictability of securities exchanges, far
superior to that of different models just thinking about the unpredictability marker. Moreover, the
consequences of this paper likewise uncover that the unpredictability file of Taiwan stock record choices is
serious areas of strength for an of future financial exchange instability. Surya Bahadur G. C., Ranjana
Kothari (2016) — “The forecasting power of the volatility Index: Evidence from the Indian stock
market”- Giang thi Huong vuong & Manh Huu Nguyen-(2022)- “CBOE volatility index (VIX) and
corporate market leverage” - In this review, we explore the relationship between's the CBOE
Unpredictability File (VIX) and the market force of organizations recorded on the NYSE American. More
importantly, we find that the correction of the VIX record has a more discernible positive effect on the
lasting market impact than on the fleeting market influence. Moreover, our exploration recommends that the
suggested instability record is a decent intermediary to gauge financial backers' apprehension about
protections venture and gives a strong groundwork to settling on the capital construction choices for the
organizations recorded on the US securities exchange. Pierre Giot (2005)- “Relationships Between
Implied Volatility Indexes and Stock Index Returns”- There is a negative and measurably critical
connection between the profits of the S&P 100 and the Nasdaq 100 stock records and their comparing
inferred instability lists, VIX and VXN. For the S&P 100, the relationship is lopsided, as bad stock file
returns are more related than positive gets back with more prominent changes in VIX. VIX changes when
negative stock record returns are noticed are more prominent in low-unpredictability periods. Some evidence
suggests that long positions triggered by very high levels of the estimated unpredictability records are likely
to provide positive future returns.

Objectives of the Study

Because of their low connection to the stock market, traders and investors have increasingly turned to VIX-
linked products for purposes like as diversification, risk management, and even outright speculation.

v To know the basic context and importance of India Volatility Index in derivatives option trading.
v To analyze the impact of VIX on option premiums.

v To understand the historical moment of India VIX and Nifty index options.
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Data and Methodology

Data for this research was gathered from secondary sources, such as the National Stock Exchange's website
and other financial portals.

Analysis and Interpretation

Using a wide range of online resources and financial services, this portion of the study report provides an in-
depth examination and interpretation of the collected data.

1. Relationship between India VIX and Nifty 50

Table.1 shows the historical data of India Volatility Index (VIX) and Nifty 50 which is the Key indices in
Indian stock market from March 2012 to March 2022.

Table 1: Historical Data of India VIX and Nifty

Year | India VIX | Nifty 50
Price (Spot)
2012 22.38 5,295
2013 15.22 5,693
2014 21.62 6,704
2015 14.49 8,491
2016 16.50 7,738
2017 12.42 8,880
2018 15.75 10,114
2019 17.18 11,623
2020 64.40 8,597
2021 20.64 14,691
2022 20.56 17,464

Source: www.nseindia.com

Chart 1: Historical Movement of Nifty 50 and India VIX
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Structure the above table and chart it is a reasonable obvious that there is backwards connection between
India VIX and Nifty 50 Index. In the year 2019 to 2020 VIX short up from 17.18 to 64.40 and around the
same time Nifty 50 was decreased from 11,623 to 8,597. In the year 2020 because of Coronavirus pandemic
financial Investors and Institutional financial backers both foreign and domestic sold their investments on
account of the infection dread and afterward it is clear reflected in the trepidation measure of stock market
i.e., VIX.

2. Effect of India VIX in derivatives options trading-Nifty Index options

This section throws light on the effect of India VIX in derivatives options trading selling of Nifty Index
options. The said effect is studied with the help of table and graphical presentation for this study purpose we
captured the Year 2020 India VIX movement and Nifty 50 Index option premiums both call and put options.
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The below Table 2 shows the year 2020-monthly wise India VIX and both at the money (ATM) call and put

Option premium prices
India Nifty 50 Nifty 50 At Option
Month VI)l( Spot open the Money Premium
price strike (ATM) Prices

12200CE 2 178.00
Jan-20 ) 11.6 12202 12200PE 2 124.00
11950CE £207.00

Feb-20 17.3 11939
¢ 11950PE 2234.00
Mar20 239 11387 11400CE 2209.00
11400PE 3 283.00
8600CE % 580.00

Apr-20 64.4 8584
i 8600PE 2 632.00
9550CE 2290.00
May-20 1 339 9533 9550PE 3377.00
9750CE 2307.00
fun-20 1 30.22 9726 9750PE 3349.00
10350CE 2265.00

Jul-20 29.11 10323
B 10350PE 2359.00
11050CE 2266.00

Aug-20 | 24.1 11057
e 11050PE 2284.00
11450CE  240.00

Sep-20 22.8 11464
P 11450PE 2255.00
11350CE 2220.00

Oct-20 19.5 11364
¢ 11350PE 2206.00
11700CE 2273.00

Nov-20 | 247 11697
o 11700PE 2301.00
13050CE 2252.00

Dec-20 19.8 13062
* 13050PE 2291.00

Source: www.nseindia.com

From the above historical data there is clear indication that impact of India VIX on option premiums is very
high because in the month of March India VIX was at 23.2 at that point of time at the money option
premiums are around Rs.209 for call option and Put option Rs.283 but in the month of April there is a huge
spike in India VIX from 23.2 to 64.4 at that point of time option premiums are around Rs.580 for call option

and put options Rs.632.

In the month of December India VIX was around 19.8 that is medium VIX environment at the point of time
options premiums are Rs.252 for call option and put Rs.291.

Chart 2: Comparison of Option Premium Prices with India VIX
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Findings

This study delves at the connection between India VIX and the option premium prices in the context of
derivatives trading. The study's conclusions are as follows:

v India VIX is measure of volatility in the indices whenever there is increase in VIX indices can move
with huge volatility that makes options trading very difficult.

v’ Investors and Traders can use India VIX as an Indicator while investing in capital markets.
v Options traders especially option sellers face most difficult to handle to raising VIX.

v As far as the market's direction is concerned, the trader is just making a prediction about its volatility.
These transactions are especially helpful when major news or policy changes are about to be announced.

Conclusion

VIX is a gauge of unpredictability for the following one month communicated in annualized terms. VIX is
additionally called the Apprehension Record since it shows the quantum of dread that exists in the market by
then of time. Higher VIX implies higher apprehension, which raises the assumption for future unpredictability.
Allow us additionally to perceive how the VIX connects with the Nifty

Throughout the course of recent years starting from the initiation of VIX, the VIX has gone down and the Nifty
has practically multiplied. In any case, that isn't exactly significant. What is important is the way Nifty and the
VIX interface during seasons of sharp spikes and sharp falls in unpredictability. You will find that any sharp
spike in unpredictability will in general coincide with a fall in the Nifty as well as the other way around.
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