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Volatility at the shores
and on the horizon

Since the beginning of 2024, Indian stock markets have witnessed a
steady rise with a corresponding increase in investor participation. While
event-based pullbacks have checkered market trajectory, overall, a positive
sentiment continues to persist. However, in the midst of this buoyancy, it is
important to evaluate important market indicators in an attempt to better

understand the strength of the ongoing trend.
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An interesting shift is being observed in DIl positioning. Since April 2024, DlIs have been increasing
their long Put exposure (as measured by Open Interest or Ol) on the index and have significantly
increased their long put position in the month of July 2024.

Open Interest in Index Puts increasing

Month DIl Long Index puts

April 2024

May 2024 ~50,000-100,000

~210,000

July 2024 at

~220,000
the moment

~400,000

Traditionally, Dlls have been hedgers. Hence, a sharp increase in DIl hedges indicates that they are positioning themselves for enhanced
volatility.
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What does a historical analysis tell us?

The data shows that when DlIs have significantly increased their Put long positions, the month of the increase and the month following
the increase, see a jump in volatility.

Average DIl Put Open Nifty 50 Volatility
Interest (Annualised Standard Deviation of Nifty 50 daily returns)
Change in DlIs Month Nifty 50 in
Event Month prior Month of = average Put Month prior Monthof  following = Eventdate relation to it's
Trigger/Event in focus period tothe event theevent  Openinterest totheevent the event the event used Normalised PE
Reserve Bank of India meeting where § |, 15 25950 | 135511 | 422.19% 15.19% 1600% = 1572% | 18-un-12 | Averageto-1SD

markets were expecting a rate cut

Rupee depreciation following taper

tantrum and new RBI governor Sep-13 15,115 46,445 207.29% 26.88% 29.38% 14.45% 05-Sep-13 | Average to -1SD
appointment

;g\slzt::f:nf”dget RSO Jan-15 15,814 60,063 279.80% 17.38% 12.78% 15.91% | 28-Feb-15 | +1SD to Average
Uri terrorist attack Sep-16 12,217 33,411 173.48% 10.45% 12.71% 11.86% | 18-Sep-16 | +1SD to Average
E‘;"’C‘il':;et';zzteri‘;ii i‘(’)‘ngs and Oct18 | 100079 | 126831 | 26.73% 12.80% 22.67% 11.06% | 30-Sep-18 | +1SD to Average
Covid lockdowns Feb-20 69,661 78,270 12.36% 11.21% 20.42% 74.85% 25-Mar-20 | Average to -1SD
Build up to Lok Sabha election

results 2024 (Taken May as the May-24 67,833 2,09117  208.28% 8.91% 10.54% 2853%  04-un24 | +25Dto+1SD
results were announced on 4™ June)

Full Union Budget 2024 Jul-24 24,142 24,480 1.40% 0.00% Above +2SD

Notes: 1. Annualised Volatility formula: Std Deviation of daily returns * Square root of 250
2. Contract sizes have changed over time and so has the value of Nifty contracts, therefore open interest levels in different years are not comparable.
Correspondingly, from a valuation perspective, the Nifty is currently trading at elevated levels with the P/E currently at 33.93, +2SD above its historical average.
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What does this mean in the backdrop of the current market landscape?

We can expect higher volatility in the near term considering that Dlls are well hedged
given their position in Nifty puts and the index itself is currently trading at +2SD.
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