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The impact of derivatives trading on the underlying stock volatility, and its characteristics, is still debated both in 
the economic literature and among practitioners. In a perfectly efficient market system, market traders are indifferent to 
trade in any particular market as any new information will be reflected in both the markets simultaneously. However rarely 
are the markets efficient which necessitates the lead/ lag relationship between the market segments due to information 
asymmetry owing to difference in market microstructure. Price discovery is an important function of the exchange and it 
hints at where do informed traders trade. More precisely, following Schreiber and Schwartz (1986), Price discovery is the 
process by which markets attempt to find their fair prices. Ever since the introduction of derivatives segment in the Indian 
equity markets in early 2000, there has been interactions between the spot and derivatives segments. Though they have 
their own unique characteristics, yet they are linked to one another through network of information flows. Besides the 
information content in the prices, return volatilities is also an important source of information. Thus studying the process of 
volatility spillover also helps us understand the information transmission between the various market segments.
CNX Nifty 50 Index of the National Stock Exchange (NSE) which is India's leading stock exchange provides fully automated 
screen-based trading system with pan India presence. The 50 stocks included in the Nifty belong to the blue chip companies, 
the largest and the most liquid Indian securities, accounting for 22 sectors of the economy. The daily traded volume of equity 
was INR 26,168 crore as on June 9 2014. NSE commenced trading in derivatives with the launch of index futures on June 12, 
2000. The futures contracts are based on the popular benchmark CNX Nifty 50 Index. The Exchange introduced trading in 
Index Options (also based on Nifty 50) on June 4, 2001. The daily traded volume of index futures was INR 14,964 crore while 
the volume of index options was INR 1,24,722 crore as on June 9 2014. Low transaction cost, low initial investment (margin 
money and premium) and low risk of default (clearing house acting as counterparty) have seen a volume explosion in the 
options market but it needs to be studied whether options market act a dominant platform for index trading or a satellite 
one.

If markets are informationally efficient then information should be factored in both spot and derivatives markets 
simultaneously, but market imperfections leads to lead/ lag relationship and one market acts a dominant while other 
acts a satellite market. In this study, we examine the price discovery and volatility spillover between spot, futures and 
options segments for the NIFTY 50 index in India. The daily data files stretch from 1 April 2009 to 31 March 2014. 
Cointegration and related tools were used to examine the price discovery process and empirical results suggested that 
spot is the dominant trading platform followed by futures and then options. A bivariate EGARCH model was used to 
study volatility spillover. Empirical results indicate that spot market leads the price discovery process but when it 
comes to information transmission through volatility spillover it is the options market which leads followed by spot and 
then futures. The study contributed to the information transmission literature in India.
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