International Journal on Research and Development - A Management Review

Archives available at journals.mriindia.com

International Journal on Research and Development - A Management
Review

ISSN: 2319-5479
Volume 14 Issue 01, 2025

7\
/|

An Analytical Study of Advance Strategy of option Trading in stock
Market in India

Prof. Amir Khan?, Vivek Nanhe?, Mansi Dhande3, Bhushan Murkute#4, Shweta Dukare>
Master of Business Department, SCET, Nagpur

Peer Review Information Abstract
Submission: 27 Jan 2025
Revision: 28 Feb 2025
Acceptance: 30 March 2025

Options trading has gained significant traction in the Indian stock
market, offering traders and investors a flexible approach to risk
management and speculative opportunities. This analytical study
explores various options trading strategies, evaluating their

Keywords effectiveness in different market conditions. Strategies such as

covered calls, protective puts, straddles, and iron condors are
Option Market examined using historical data and market trends. The study also
Trading Volume considers key factors such as implied volatility, time decay, and
Stock Option liquidity that impact strategy selection and profitability. By

analyzing real-world trading scenarios, this research provides
insights into optimizing risk-adjusted returns in the Indian
derivatives market. The findings aim to assist traders, investors,
and financial professionals in making informed decisions while
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navigating the complexities of options trading in India.

Introduction

The Indian stock market presents a dynamic
landscape for investors and traders, offering a
myriad of opportunities for those willing to
navigate its complexities. Among the various
instruments available for trading, options stand
out for their versatility and potential for
sophisticated strategies. Option trading allows
market participants to not only speculate on
price movements but also to hedge risks and
generate income through strategic positioning.
This analytical study aims to delve into the
advanced strategies employed by traders in the
Indian stock market to capitalize on option
contracts. By exploring these strategies, we seek
to provide insights into the intricacies of option
trading, shedding light on the methods used by
seasoned professionals to navigate the market
effectively.

Throughout this study, we will explore a range of
advanced option trading strategies, each tailored
to different market conditions and objectives.
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From strategies designed to capitalize on
volatility fluctuations to those focused on
income generation or risk mitigation, we will
dissect the mechanics, risks, and potential
rewards associated with each approach.
Furthermore, we will examine the unique
characteristics of the Indian stock market that
influence option trading, including regulatory
frameworks, market dynamics, and the impact of
macroeconomic factors. Understanding these
nuances is crucial for developing -effective
trading strategies and managing risk in the
context of the Indian market environment.

By synthesizing theoretical concepts with
practical insights and real-world examples, this
study aims to equip traders and investors with
the knowledge and tools necessary to navigate
the complexities of advanced option trading in
the Indian stock market. Whether you are a
seasoned professional looking to refine your
strategy or a novice seeking to venture into the
world of options, this study aims to provide
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valuable insights to aid in your trading journey.

Literature Review

There are descriptive literature which discusses
recent financial engineering and that advances
various hypotheses about them has arisen (Van
Horne 1985; Miller 1986, 1992; Mayer 1986;
Cooper 1986; Faulhaber and Baumol 1988;
Campbell 1988, ch.16; Siegel 1990; Finnerty
1992; Merton 1992; Kopcke 1995; Lea 1996)6.
Sharpe (1987) Arnott and Fabozzi (1992), and
Bodie, Kane and Markus (1999) focus on asset
allocation vast and addresses a board set of
issues. Most Studies that consider derivatives in
the context of asset allocation use option -
pricing methods to gauge the economic value of
the market - timing skills, Merton ( 1981),
Henriksson and Merton ( 1981 ), and Evnine and
Henriksson (1987). Carr, Jin and Maden (2000)
solve the assets allocation problem in an
economy where derivatives are required to
complete the market. Carr and Maden (2000)
consider a single - period model where agents
are permitted to trade the stock, bond and
European options with a continuum of strikes.
Because of the inability to trade dynamically,
options constitute a new asset class and impact
of beliefs and preferences on the agent"s
positions in the three asset classes is studied. In
a general equilibrium framework, they derive
conditions for mutual - fund separation where
some of the separating funds are composed of
derivative securities. None of these papers
explores the possibility of substituting a simple
buy - and - hold portfolio for a dynamic
investment policy.

Objectives

Comprehensive Review of Advanced Option
Trading Strategies:

Conduct a thorough review and analysis of a
wide range of advanced option trading
strategies, including but not limited to straddles,
strangles, iron condors, butterflies, covered
calls, ratio spreads, calendar spreads, gamma
scalping, volatility trading, and dividend
arbitrage.

Evaluation of Strategy Performance and Risk
Characteristics:

Assess the historical performance, risk-reward
profiles, and sensitivity to market conditions
for each option trading strategy considered.
This evaluation will involve quantitative
analysis of historical data, including backtesting

simulations and scenario analyses, to
determine strategy efficacy under various
market scenarios.

Impact of Market Dynamics and Regulatory
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Environment: Investigate  how  market
dynamics, including volatility levels, interest
rates, macroeconomic indicators, and

regulatory policies, influence the performance
and applicability of advanced option trading
strategies in the Indian context. Consider the
impact of liquidity, transaction costs, margin
requirements, and regulatory changes on
strategy implementation.

Exploration of Behavioral and Psychological
Factors:

Explore the role of behavioral and psychological
factors, such as investor sentiment, risk
preferences, cognitive biases, and decision-
making heuristics, in shaping option trading
strategies and market outcomes. Examine how
behavioral insights can inform strategy
selection, risk management, and performance
optimization.

Identification of  Opportunities and
Challenges:
Identify key opportunities and challenges

associated with implementing advanced option
trading strategies in the Indian stock market.
Highlight potential areas for strategy
improvement, risk mitigation, and portfolio
optimization to enhance trading performance
and achieve investment objectives.

Hypothesis

Efficiency of Advanced Option Trading
Strategies:

Null Hypothesis (HO): There is no significant
difference in the performance of advanced
option trading strategies compared to simple
buy-and-hold strategies in the Indian stock
market.

Alternative Hypothesis (H1): Advanced option
trading strategies outperform simple buy-and
hold strategies in terms of risk-adjusted returns,
considering factors such

as volatility, transaction costs, and market
conditions.

Impact of Market Dynamics on Strategy
Performance:

Null Hypothesis (HO0): Market dynamics,
including volatility levels, interest rates, and
macroeconomic indicators, have no significant
impact on the performance of advanced option
trading strategies in the Indian stock market.
Alternative Hypothesis (H1): Market dynamics
significantly influence the performance and
effectiveness of advanced option trading
strategies, with strategies exhibiting varying
levels of sensitivity to changes in market
conditions.
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Research Methodology

Data Collection: Determine the sources of data,
such as historical options and stock price data
from Indian stock exchanges (e.g., NSE, BSE),
economic indicators, and relevant market news.

Sample Selection: Define the sample criteria,
including the selection of specific stocks, time
period, and options strategies to be analyzed.

Variables: Identify the key variables to be
studied, such as option prices, underlying asset
prices, volatility measures, and performance
metrics.

Research Approach: Choose an appropriate
research approach, such as quantitative analysis
using statistical methods or a combination of
quantitative and qualitative analysis.

Data Analysis Techniques: Select suitable data

analysis  techniques, including regression
analysis, correlation analysis, and performance
evaluation measures (e.g, Sharpe ratio,
maximum drawdown).
Data Analysis And Interpretation
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Interpretation
India Vix:
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The India VIX, or the India Volatility Index, is a
measure of market volatility. It represents
investors' expectations of volatility over the next
30 days. The index is calculated based on the
order book of the NIFTY index options. When
the India VIX is high, it suggests that investors
expect significant fluctuations in the market,
indicating  higher uncertainty or risk.
Conversely, a low India VIX implies lower
expected volatility and potentially more stable
market conditions. It's an important tool for
investors and traders to gauge market
sentiment and make informed decisions.

Conclusion

The study provides the way for knowledge
development where the volatile market
conditions are captured every day. The static
study of option strategy helps to spot the
opportunity in the market and participate virtual
trading which helps in the mitigation of risk and
return associated with the product. The market
gives a web knowledge which extends the fact
horizon. The project also supported to
understand the different investment products
available in the market. The importance of
hedging, leading to the reduction of risk with
heavy weighted portfolio structure is significant
fora prudent fund manager.

References

Bhasin, A., Srivastava, M. P., Kumaran, S. S,
Mohanty, S., Bhatia, R, Bose, S,, ... & Airan, B.
(2011).

Autologous mesenchymal stem cells in chronic
stroke. Cerebrovascular diseases extra, 1(1), 93-
104.

Exchange, E. I, POLICY, U., & HOMEOWNERS, L.
V. (2013). Erie. Policy, 38(1750584).

Hemler, M. L., & Miller Jr, T. W. (2015). The
Performance of Options- Based Investment
Strategies: Evidence for Individual Stocks
During 2003-2013. Working paper.

Soltes, V., & Rusnakova, M. (2013). Hedging
against a price drop using the inverse vertical
ratio put spread strategy formed by barrier
options. Engineering Economics, 24(1), 18-27.



