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A Losing Proposition: Retail Derivatives and
the Limits of a Ban

= Business Standard 24 August 2026

INTERVIEW ANGLE

"Retail traders in equity derivatives lose money in aggregate, year after year, and keep coming
back. Is that a case for the regulator to protect them from themselves, or is a competent adult

entitled to lose their own money?"

Source: Original editorial #  Business Standard

(® Every fact web-verified against primary sources

THE LIFT LINE

Fewer people are losing money in equity derivatives. The ones still there are losing slightly more each. Both

facts are in the same data, and which one you lead with decides what you think the regulator should do next.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

This is a clean case of regulation under uncertainty about paternalism, which is a recurring GS3

theme in financial-sector questions and a recurring interview probe. It also gives you hard, quotable numbers

on a live policy debate.

GS Paper 3: Indian economy, mobilisation of resources, the role of regulators in the financial sector, and the

protection of retail investors.

The examiner-friendly quality here is that the data cuts both ways, so an answer that reports only one side is

visibly incomplete.

BACKGROUND AND CONTEXT

Equity derivatives are contracts whose value derives from an underlying share or index. Retail participation in
India’s index options market grew explosively through the early 2020s, and successive SEBI studies found that

the large majority of individual traders lost money.
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SEBI responded with a sequence of measures rather than a prohibition: higher contract sizes, rationalised
weekly expiries, upfront collection of option premiums and tightened position limits. The question this

editorial addresses is whether that gradualist approach is working.

THE ANALYSIS

The numbers, read carefully

MEASURE MOVEMENT

Unique investors in the segment Down about 18 per cent to about 8.75 million in FY26
Direction The first decline in a decade

Aggregate net losses Eased to about Rs 91,685 crore from about Rs 1.12 trillion
Average loss per trader Rose about 2 per cent to about Rs 1.17 lakh

Two-year household losses Over Rs 2 trillion

The composition effect nobody should skip

Aggregate losses fell because fewer people are participating, not because participants are doing better.
Per-trader losses rose. That is a composition effect: the marginal, smaller, more easily discouraged traders

left first, and the ones who remain are more committed and are losing more each.

This matters for what you conclude. If you read only the aggregate, the policy looks like a success and the case
for further action weakens. If you read the per-trader figure, the underlying behaviour has not changed at all,

and the population has simply thinned.

Why the editorial stops short of a ban

The argument against prohibition is not that retail traders are doing fine. It is that a ban is a blunt
instrument with predictable side effects: activity migrates to less regulated venues, price discovery in the
listed market thins, and hedging capacity for genuine users is caught alongside speculation. Suitability and

disclosure requirements target the harm without removing the instrument.
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DATA AND INSTITUTIONS VAULT

Unique investors in equity derivatives fell about 18 per cent to about 8.75 million in FY26, the first

decline in a decade.
Aggregate net losses eased to about Rs 91,685 crore from about Rs 1.12 trillion.

Average loss per trader rose about 2 per cent to about Rs 1.17 lakh, so the aggregate improvement is
a participation effect, not an outcome effect.

Households lost over Rs 2 trillion in the segment across two years.
SEBI was established in 1988 and given statutory status by the SEBI Act, 1992.

SEBT’s statutory objects are to protect investor interests, promote the development of the securities
market, and regulate it. All three appear in the preamble, and the tension between the first two is
exactly this debate.

SEBT’s earlier measures in this segment included larger contract sizes, rationalised weekly expiries,
upfront premium collection and tighter position limits — a graduated approach rather than
prohibition.

Equity derivatives in India trade principally as index options; a derivative’s value is derived from an
underlying asset.

falling aggregate losses and rising per-trader losses are not contradictory, and quoting only one is the
most common error on this topic. Aggregates move with participation; per-capita figures move with

behaviour. An answer that notices the difference is doing analysis rather than reporting.

THE DEBATE

For further tightening: the per-trader loss is still rising, over Rs 2 trillion of household savings has been

transferred in two years, and this is a diversion of savings from productive investment at a macro-relevant

scale.

Against a ban: derivatives serve genuine hedging and price-discovery functions, prohibition drives activity
to unregulated venues where there is no disclosure at all, and a regulator that forbids competent adults from

bearing risk has changed its job description.

The reconciliation: target the mechanism of harm rather than the instrument. Suitability assessment,
position limits scaled to declared income, mandatory loss disclosure at account opening and cooling-off

requirements all reduce harm without prohibition.
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HOW TO THINK ABOUT THIS

The transferable frame is paternalism versus autonomy in financial regulation, and it recurs across
topics: app-based lending, unit-linked insurance, crypto assets, futures in agricultural commodities. The
question is always the same. Where information asymmetry is severe and losses are systematic rather than

random, intervention is justified. Where an informed adult simply makes a losing bet, it is not.

The test that helps: is the harm caused by the instrument, or by the way it is sold? If it is the selling,
fix the selling.

WAY FORWARD

o Publish the per-trader series alongside the aggregate. The composition effect is currently
visible only to those who read the studies closely, and it is the number that tells you whether

behaviour has changed.

O scale position limits to declared income rather than applying uniform contract sizes, which

bite hardest on exactly the small traders least able to bear the loss.

© Nandate loss disclosure at account opening, using the regulator’s own data, so the base rate

is known before the first trade rather than after.

D | cave hedging capacity intact. Any measure should distinguish between a trader with an

underlying exposure and one without.

PYQ LINKAGE AND PRACTICE

Connects to standing themes on financial inclusion versus financial literacy, the role of regulators,
and household savings composition. A useful practice question: “Regulatory intervention in retail
financial markets is justified by information asymmetry, not by the fact that investors lose money. Critically

examine with reference to equity derivatives in India.”

Source: A Losing Proposition: Retail Derivatives and the Limits of a Ban — Ujiyari.com | Free UPSC & State PCS
Editorial Analysis
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® KEY ARGUMENTS AT A GLANCE

Business Standard argues that the newest SEBI studies show the
first genuine turn in retail equity-derivatives participation in a
decade, with unique investors down about 18 per cent and
aggregate net losses easing, but that the average loss per trader
still rose, which means the regulator should keep tightening
suitability and disclosure requirements rather than reach for an
outright ban on retail participation, since a ban is a blunt
instrument that would push the same activity into less visible
venues.

v SUPPORTING

* The direction of travel has changed: unique investors in the segment fell about 18 per cent
to 8.75 million in FY26, the first decline in a decade, and aggregate net losses eased to
about Rs 91,685 crore from about Rs 1.12 trillion, so the earlier measures have had a
measurable effect.

* The improvement is in participation, not in outcomes per participant: the average loss per
trader still rose about 2 per cent to about Rs 1.17 lakh, meaning the traders who remain are

losing slightly more each, and the population has selected rather than reformed.

* The scale of the transfer is the reason regulation is warranted at all, with households losing
over Rs 2 trillion in this segment across two years, which is a macro-relevant diversion of

savings rather than a matter of individual misfortune.

4a MAINS ANSWER FRAMEWORK
o

QUESTION
Retail participation in equity derivatives has produced sustained aggregate losses for households.

Examine the regulatory options available to SEBI, and discuss where investor protection should stop and

investor autonomy begin. (250 words)

a: RELATED DAILY ARTICLES

27 Aug 45 Coal-Fired Power Plants Running on Critically Low...

26 Aug  SEBI Introduces an IT Resilience Index for Market...
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26 Aug  RBI August Bulletin: Monsoon Revival Eases Farm Risk,...

25Aug  UPI Completes Ten Years of Public Operation
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