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INTRODUCTION TO THE PROJECT

Derivatives are a type of financial instrument that

few of us understand, although many of us have

invested indirectly in derivatives by purchasing

mutual funds or participating in a pension planwhose underlying
assets include derivative

products.
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INTRODUCTION OF DERIVATIVE

According to dictionary derivative means

something which is derived from another

source. Therefore derivative is not primary,

and hence not independent.According to JOHN C. HUL A
derivatives

can be defined as a financial instrument

whose value depends on (or derives from) the

values of other, more basic underlyingvariables.
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example

The value of any asset, say share of any

company, at a future depends upon the shares

current price. Here, the sharer is underlying

asset, the current price of the share is the basesand the future
value of the share is the

derivative.

If a price of milk is increased automically the

price of milk products will increased. Curd is the derivative
Product of milk. Here Milk

is underlying Security.
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CONT..

Derivatives are derived from the following products:

A. Shares

B. Debentures

C. Mutual funds

D. Gold

E. Steel F. Interest rate

G. Currencies.
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TYPE OF DERIVATIVE

STUDY ON INDIAN DERIVATIVE

MARKET

Derivative

FUTURE OPTION FORWARD SWAPS


	
8/6/2019 Binu Deri Ppt

8/30

FUTURE DERIVATIVE

In simple language one future contract is group of stocks
(one

lot) which has to be bought with certain expiry period and
has

to be sold (squared off) within that expiry period.

Future contract get expires at every last Thursday of
everymonth.

You cant buy future contract of expiry period of not more

than 3 months.
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EXAMPLE OF FUTURE DERIVATIVE

For example - suppose this is month of July

then you have to buy till maximum month of

September expiry and you have to sell it

within last Thursday of September month. You

can sell anytime between these periods.
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OPTION DERIVATIVE

Option contracts give the holder the option to

buy or sell the underlying at a pre-specified

price some time in the future.

An option is a contract giving the buyer the

right, but not the obligation, to buy or sell an

underlying asset at a specific price on or

before a certain date.
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TYPES OF OPTIONS:

According to buying or selling an asset, options

have the following types:

1.Call Option

2. Put Option

3. Double Option
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Other Terminology use in option:

1) Holder

2) Premium

3) Writer4) Strike price

5) At-the-money

6) In-the-money

7) Out-of-the-money
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TERMINAL OF TRADING
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TYPE OF EXPIRATION

European style of options

American style of options
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FORWARD DERIVATIVE

A forward contract is a customized contract

between two entities, where settlement takes

place on a specific date in the future at today's

pre-agreed price.

A forward contract is an agreement to buy or

sell an asset on a specified date for a specified

price.
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SWAPS DERIVATIVE

Swap is an agreement between two parties to

exchange one set of financial obligations with

other. It is widely used throughout the world but

is recent in India. Swap may be interest swap or currency
swaps.
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OTHER TYPE OF DERIVATIVE

Warrants

LEAPS

Baskets

Swaption
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TYPE OF DERIVATIVE MARKET

STUDY ON INDIAN DERIVATIVE

MARKET

Type ofderivative

market

Exchangetraded

derivative

National stockexchange

Bombay stockexchange

Nationalcommodity

and derivativeexchange

Over thecounter

derivative
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CONT

I. Exchange traded derivative:

Exchange Traded Derivatives are those derivatives

which are traded through specialized derivative

exchanges, similar to the exchanges meant for

trading stocks.

In India, two exchanges offer derivatives trading:

the Bombay Stock Exchange (BSE) and the National

Stock Exchange (NSE).
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National Stock Exchange

The National StockExchange of India (NSE)

was incorporated in

November 1992 as a tax-

paying company.

The NSE has more than

2,000 stocks listed with it
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Bombay Stock Exchange

The Bombay Stock Exchange

was established in 1875.

In 2000 the BSE used this

index to open its derivatives

market, trading Sensex

futures contracts
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National Commodity And

Derivative Exchange Ltd It was incorporated as a private limited
company

incorporated on April 23, 2003 under the

Companies Act, 1956. NCDEX is regulated by Forward Market

Commission (FMC) in respect of futures trading

in commodities

This is the only commodity exchange in thecountry promoted by
national level institutions.
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Over The Counter

The Over-The-Counter (OTC)

markets are essentially spot

markets and are localised for

specific commodities. Almost allthe trading that takes place
in

these markets is delivery based.
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PARTICIPANTS OF DERIVATIVE

MARKET

1. Hedgers : Hedgers are the traders who wish to

eliminate the risk of price change to which they

are already exposed. It is a mechanism by

which the participants in the physical/ cashmarkets can cover
their price risk.
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B. SPECULATORS

Speculators are somewhat like a middleman. They are
neverinterested in actual owing the commodity.

Example:

Here the Speculator believes that stock market will go to
appreciate.

Current market price of RELCAPITAL = 1500

Strategy: Buy February RELCAPITAL futures contract at 1500Lot
size = 500 shares

Contract value = 7, 50,000 (1500*500)

Margin = 75000 (10% of 750000)

Market action = rise to 1550

Future Gain: Rs. 25000 [(1550-1500)*500]

Market action = fall to 1400Future loss: Rs.-50000
[(1400-1500)*500]

*Example according to current market scripts
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C) ARBITRAGEURS:

In commodity market Arbitrators are the person whotakes the
advantage of a discrepancy between prices

in two different markets.

Example:

Current market price of RELINFRA inBSE= 500

Current market price of RELINFRA in NSE= 510

Lot size = 250 shares

Thus the Arbitrageur earns the profit of Rs.2500(10*250)

*Example according to current market scripts
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RECOMMONDATION

Unaware

More risky

Invest in index option

RBI role

Speculation should be discouraged
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Why I choose the topic derivative

?
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CONCLUSION

Derivatives allow firms and individuals to

hedge risks and to take risks efficiently. In

India very few people invest in derivative as

compared to invest in equity and mutual fund.
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QUESTIONS AND ANSWERS
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