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Abstract— the derivatives has always been an alternative 

investment where the investors can earn a good profit with 

hedging the risk. This paper has aimed to throw a detailed 

study upon the derivatives. The types and the participants in 

the process. The data of the volume that has been trade in the 

MCX has been provided. A regression analysis has been 

conducted to find the future price of gold in India. 
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I. INTRODUCTION 

The derivatives are a revolutionary way in alternative 

investment decision making. Derivatives are those 

investments which shall be used as an investment tool in 

investment of Desirable Avenue of investment called as 

“underlying asset”. It helps the investor in projecting towards 

the best source of commodity investments where they may 

not be able to invest in the asset physically but they may trade 

upon the values. 

II. LITERATURE REVIEW 

Dr. Chinmaya Behera have studied the co integration between 

the spot and future prices of the gold, silver, copper, crude oil, 

natural gas. The data has been collected through MCX 

database and the data have been evaluated through Engle-

Granger Co-Integration methodology. The paper puts forth 

the finding that based upon the calculations the results of gold 

does not support the price discovery co-integration whereas 

the other commodities have supported the calculations. 

(Behera, 2015) 

Shahriar Hasan et.al have studied the price of the oil 

markets have been a great influential factor in the Canadian 

stock market using the cause and effect relationship study. 

They have analysed the data by Augmented Dickey–Fuller 

test (ADF) and Phillips– Perron (PP) tests. The results of the 

study shows that there is a healthy growth in the price indices 

and market growth. The paper also indicates that the markets 

may have a positive influence over the investors’ perception. 

The main drawback of the paper is that the variables taken 

into consideration are the exchange rate and oil price whereas 

the price discovery may contain many other market variables. 

(Hasan & Mahbobi, 2013) 

Sanjay Sehgal et.al have deliberated the relationship 

price discovery and volatile spill over for Indian commodity 

market. Twelve commodities (Chana, Guar seed, Soy bean, 

Kapas, Potato agra in Agriculture commodity. Gold, Silver, 

Zinc, Lead, and Copper in metals commodity. Natural gas 

and crude oil in Energy commodity) and four indices (Mcx-

Comdex, Mcx-Agri-Index, Mcx-Metal-Index Mcx-Energy-

Index) have been taken into consideration for calculation in 

this empirical paper. The error correction model has been 

taken into consideration where the corrections are made 

between the short run and long run adjustments. The paper 

finally states that the introduction of the commodity contracts 

have improved the liquidity of the investors. (Sehgal, Rajput, 

& Florent-Deisting, 2013) 

P.Natarajan et.al have interrogated the relationship 

of cardamom in spot and future prices. The data has been 

collected from MCX between the time periods of February 

2006 to march 2012. They have used johansen co-integration 

test. Hypothesis was setup to find out whether there is a 

relationship between the spot and future prices. Deployment 

of granger causality test have boosted the occurrence of the 

unbiased results. They have come to a conclusion that there 

is a close relationship between the spot and future prices. It is 

been understood that the wise selection of portfolio units may 

earn a good profit in future. (P.Natarajan & E. Nirupama, 

2015). 

Ms. Shalini H S et al have sad that the commodity 

market have developed to a greater extent. The market 

turnover has turned up from rs2365 cr in 2000-2001 to rs 

26444804cr in 2013-2014. The financial derivative has 

become an important tool in the investment and portfolio 

management. The paper has been successful in finding out the 

significance and other concepts have been exhibited well. 

There is a positive and significant growth in the derivative 

market in India and it plays an imminent role in global 

market. (Ms. Shalini H S & Dr. Raveendra P V, 2014) 

A. Derivatives 

Derivatives are those investment avenues which can be used 

as an investment tool to invest upon the “underlying” asset. 

Derivatives play an imminent role in risk management. It 

plays a far-reaching role in managing unforeseen price falls 

or price volatility. 

1) Types in derivatives 

a) Forward 

The forward contract is a customised contract between two 

entities, where conclusion takes place on a specific date in the 

future at today`s pre-agreed price. Forwards are contracts 

adaptable in terms of contract size, expiry date, price, as per 

the needs of the user. 

b) Futures 

By way of the name suggests, futures are derivative contracts 

that give the possessor the opportunity to buy or sell the 

principal at a pre-specified price sometime in future. They 

come in similar form with fixed contact size, fixed price and 

fixed expiry time. Future contract are special types of forward 

contracts in the intellect that the previous are uniform 

exchange traded contracts. 

c) Options 

Options are the right available to the buyer of the investment 

tools to purchase or sell an asset. It may be classified by two 

means namely, call and put options. 
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d) Puts 

Put gives the seller the right to sell the asset from him. He my 

enjoy the profits and is liable to bear the losses that occur in 

the transaction. 

e) Warrants 

Warrants are the longer dated option contracts which can be 

traded only in OTCEI (over the counter exchange of India). 

Generally these contracts shall have more life span than the 

normal warrants i.e., nine months. 

f) LEAPS 

LEAPS (Long term equity anticipation securities) are the 

options having maturity up to three years. They shall bear 

some heavy risk with their trading. 

g) Swaps 

Swaps are remote pact involving two parties to interchange 

cash flows in the future according to a pre-organised phrase. 

The commonly used swaps are, interest rate swaps, currency 

swaps and Credit default swaps (CDS). 

2) Participants 

a) Speculators 

Speculators do not have any point on which they arrive into 

futures and options market. They take the positions in the 

future market without having position in the underlying cash 

market. They only have a particular view about the 

investment patterns 

b) Hedgers 

Hedgers are those entities or organizations who manage their 

threat with the help of derivative products. 

c) Arbitrageurs: 

Arbitrage is the simultaneous purchase and sale of the same 

underlying in two different markets in an attempt to make 

profit from price fluctuations and can aim to reduce the risk 

at a greater cost. It is the mechanism which helps the investor 

to hedge the profits with the help of price volatility. This can 

be a useful tool to intraday traders. 

B. The growth of derivatives in India 

The following data shows that the derivatives market has 

grown from 2003 at 13890.50 lakhs to 611154045.46 in 2016 

this shows a healthy growth in the derivatives market. But the 

investors should understand that the market has some risks 

associated with it. They should find an effective way to 

analyse and understand the investment patterns. The investors 

must have a clear idea upon the asset allocation techniques 

and be able to determine the price discovery of the contracts 

so that the volatility of the prices can be managed. 

Year 

Traded 

Contract 

(In Lots) 

Quantity 

(In 000's) 

Total Value  

(In Lakhs) 

2016 245077515 136350689.67 611154045.46 

2015 216346961 119547861.94 555164431.85 

2014 133751818 98449171.05 526149906.35 

2013 264627693 179830608.55 1073320439.67 

2012 388751074 226773664.06 1489059632.74 

2011 346192367 180347727.95 1493285201.99 

2010 197206801 178351805.75 869686959.57 

2009 161166289 124485879.18 595652408.13 

2008 94275340 70936296.36 428337785.47 

2007 68945917 91394757.08 272982090.32 

2006 45540142 73793278.47 202443577.44 

2005 20314046 42021773.52 62309762.91 

2004 2621019 2880184.87 9343219.46 

2003 5176 3447.56 13890.50 

Source: MCX India 

Table 1: Data shows that the derivatives market 

1) Trends of gold prices in India 

Gold have been a profitable investment in the past years when 

compared to the price in 1991 at rs3, 466.00 has grown 

largely to rs28623.50. This is a proof that the gold 

investments may lead to a profitable way. 

Year Price 

1991 3,466.00 

1992 4,334.00 

1993 4140.00 

1994 4598.00 

1995 4680.00 

1996 5160.00 

1997 4725.00 

1998 4045.00 

1999 4234.00 

2000 4400.00 

2001 4300.00 

2002 4990.00 

2003 5600.00 

2004 5850.00 

2005 7000.00 

2006 8400.00 

2007 10800.00 

2008 12500.00 

2009 14500.00 

2010 18500.00 

2011 26400.00 

2012 31050.00 

2013 29600.00 

2014 28006.50 

2015 26343.50 

2016 28623.50 

 per 10 gm. 

Source: bankbazaar.com 

Table 2: Trends of gold prices in India 

A linear regression analysis has been conducted to 

the data and the following results have been interpreted. 

 Sample size: 26 

 Mean x (x̄): 2003.5 

 Mean y (ȳ): 11778.673076923 

 Intercept (a): -2261138.6502564 

 Slope (b): 1134.4733333333 

 Regression line equation:  

y=1134.4733333333x-2261138.6502564 

 
Fig. 1: Graph 
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With the data from the years 1991 to 2016 and the 

regression relationship price of the gold for next five years 

have been enlisted. 

year expected price 

2017 27,094.00 

2018 28,228.50 

2019 29,363.00 

2020 30,497.50 

2021 31,632.00 

Table 3: Data from the years 

III. CONCLUSION 

Majority of people and investors are aware of derivatives. 

The main reason behind this is high amount of investment, 

high risk and lack of awareness. It is a best tool for hedging 

the risk. A good portion of investment in the portfolio can 

fetch a good amount of profit. The knowledge to the investors 

should be initiated and they should be cleared with the basics 

and the processes of investment where they can understand 

the risk and can earn a good profit.  
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