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ABSTRACT  

The emergence of the market for derivatives 

products, most notably forwards, futures and options, 

can be tracked back to the willingness of risk-averse 

economic agents to guard themselves against 

uncertainties arising out of fluctuations in asset 

prices. Derivatives are risk management instruments, 

which derive their value from an underlying asset. 

The following are three broad categories of 

participants in the derivatives market Hedgers, 

Speculators and Arbitragers. Prices in an organized 

derivatives market reflect the perception of market 

participants about the future and lead the price of 

underlying to the perceived future level. In recent 

times the Derivative markets have gained importance 

in terms of their vital role in the economy. The 

increasing investments in stocks (domestic as well as 

overseas) have attracted my interest in this area. 

Numerous studies on the effects of futures and 

options listing on the underlying cash market 

volatility have been done in the developed markets. 

The derivative market is newly started in India and it 

is not known by every investor, so SEBI has to take 

steps to create awareness among the investors about 

the derivative segment. In cash market the profit/loss 

of the investor depends on the market price of the 

underlying asset. The investor may incur huge profit 

or he may incur huge loss. But in derivatives segment 

the investor enjoys huge profits with limited 

downside. Derivatives are mostly used for hedging 

purpose. In order to increase the derivatives market in 

India, SEBI should revise some of their regulations 

like contract size, participation of FII in the 

derivatives market. In a nutshell the study throws a 

light on the derivatives market.  
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I. INTRODUCTION: 

The emergence of the market for derivatives 

products, most notably forwards, futures and options, 

can be tracked back to the willingness of risk-averse 

economic agents to guard themselves against 

uncertainties arising out of fluctuations in asset 

prices. By their very nature, the financial markets are 

marked by a very high degree of volatility. Through 

the use of derivative products, it is possible to 

partially or fully transfer price risks by locking-in 

asset prices. As instruments of risk management, 

these generally do not influence the fluctuations in 

the underlying asset prices. However, by locking-in 

asset prices, derivative product minimizes the impact 

of fluctuations in asset prices on the profitability and 

cash flow situation of risk-averse investors. 

Derivatives are risk management instruments, which 

derive their value from an underlying asset. The 

underlying asset can be bullion, index, share, bonds, 

currency, interest, etc.. Banks, Securities firms, 

companies and investors to hedge risks, to gain 

access to cheaper money and to make profit, use 

derivatives. Derivatives are likely to grow even at a 

faster rate in future. 

OBJECTIVES OF THE STUDY 

 • To study the derivatives Market and Options. 

 • To analyze the operations of futures and options.  

• To find the profit/loss position of futures buyer and 

seller and also the option writer and option holder.  
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• To study about risk management with the help of 

derivatives. 

SCOPE OF THE STUDY 

The study is limited to “Derivatives” with special 

reference to futures and option in the Indian context 

and the Inter-Connected Stock Exchange has been 

taken as a representative sample for the study. The 

study can’t be said as totally perfect. Any alteration 

may come. The study has only made a humble 

attempt at evaluation derivatives market only in India 

context. The study is not based on the international 

perspective of derivatives markets, which exists in 

NASDAQ, CBOT etc. 

II. DERIVATIVES 

The emergence of the market for derivatives 

products, most notably forwards, futures and options, 

can be tracked back to the willingness of risk-averse 

economic agents to guard themselves against 

uncertainties arising out of fluctuations in asset 

prices. By their very nature, the financial markets are 

marked by a very high degree of volatility. Through 

the use of derivative products, it is possible to 

partially or fully transfer price risks by locking-in 

asset prices. As instruments of risk management, 

these generally do not influence the fluctuations in 

the underlying asset prices. However, by locking-in 

asset prices, derivative product minimizes the impact 

of fluctuations in asset prices on the profitability and 

cash flow situation of risk-averse investors. 

Derivatives are risk management instruments, which 

derive their value from an underlying asset. The 

underlying asset can be bullion, index, share, bonds, 

currency, interest, etc.. Banks, Securities firms, 

companies and investors to hedge risks, to gain 

access to cheaper money and to make profit, use 

derivatives. Derivatives are likely to grow even at a 

faster rate in future. 

TYPES OF DERIVATIVES 

The following are the various types of derivatives. 

They are: 

 
 
 

FORWARDS 

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. 

FUTURES 

A futures contract is an agreement between two 

parties to buy or sell an asset in a certain time at a 

certain price, they are standardized and traded on 

exchange. 

OPTIONS 

Options are of two types-calls and puts. Calls give 

the buyer the right but not the obligation to buy a 

given quantity of the underlying asset, at a given 

price on or before a given future date. Puts give the 

buyer the right, but not the obligation to sell a given 

quantity of the underlying asset at a given price on or 

before a given date. 

SWAPS 

Swaps are private agreements between two parties to 

exchange cash floes in the future according to a 

prearranged formula. They can be regarded as 

portfolios of forward contracts. The two commonly 

used Swaps are: 

Interest Rate Swaps 

These entail swapping only the related cash flows 

between the parties in the same currency. 

Currency Swaps 

These entail swapping both principal and interest 

between the parties, with the cash flows in on 

direction being in a different currency than those in 

the opposite direction. 

III.INTRODUCTION TO FUTURES 

A Futures contract is an agreement between two 

parties to buy or sell an asset at a certain time in the 

future at a certain price. Future markets were 

designed to solve the problems that exist in forward 

markets. But unlike forward contracts, the futures 

contracts ate standardized and exchange traded. To 

facilitate liquidity in the futures contracts, the 
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exchange specifies certain standard features of the 

contract. It is a standardized contract with standard 

underlying instrument, a standard quantity and 

quality of the underlying instrument that can be 

delivered, (or which can be used for reference 

purposes in settlement) and a standard timing of such 

settlement.  

TYPES OF FUTURES 

On the basis of the underlying asset they derive, the 

futures are divided into following types 

STOCK FUTURE 

The stock futures are the futures that have the 

underlying asset as the individual securities. The 

settlement of the stock futures is of cash settlement 

and the settlement price of the future is the closing 

price of the underlying security. 

INDEX FUTURE 

Index futures are the futures, which have the 

underlying asset as an Index. The Index futures are 

also cash settled. The settlement price of the Index 

futures shall be the closing value of the underlying 

index on the expiry date of the contract. 

COMMODITY FUTURES 

In this case, the underlying asset is a commodity. It 

can be an agricultural commodity like wheat corn, or 

even a precious asset like gold, silver etc. 

FINANCIAL FUTURES 

 In this case, the underlying assets are financial 

instruments like money market paper, Treasury Bills, 

notes, bonds etc. 

CURRENCY FUTURES  

Currency futures are those in which the underlying 

assets are major convertible currencies like the U.S. 

dollar, the Pound Sterling, the Euro and the Yen etc. 

IV. INTRODUCTION TO OPTIONS 

Option is a type of contract between two persons 

where one grants the other the right to buy a specific 

asset at a specific price within a specific time period. 

Alternatively the contract may grant the other person 

the right to sell a specific asset at a specific price 

within a specific time period. In order to have this 

right. The option buyer has to pay the seller of the 

option premium 

The assets on which option can be derived are stocks, 

commodities, indexes etc. If the underlying asset is 

the financial asset, then the option are financial 

option like stock options, currency options, index 

options etc, and if options like commodity option. 

TYPES OF OPTIONS 

On the basis of the market movements the option are 

divided into two types. They are: 

CALL OPTION : 

A call option is bought by an investor when he seems 

that the stock price moves upwards. A call option 

gives the holder of the option the right but not the 

obligation to buy an asset by a certain date for a 

certain price. 

PUT OPTION 

A put option is bought by an investor when he seems 

that the stock price moves downwards. A put options 

gives the holder of the option right but not the 

obligation to sell an asset by a certain date for a 

certain price. 

AMERICAN OPTION ; 

American options are options that can be exercised at 

any time up to the expiration date, all stock options at 

NSE are American. 

EUOROPEAN OPTION : European options are 

options that can be exercised only on the expiration 

date itself. European options are easier to analyze 

than American options. All index options at NSE are 

European. 

V. METHODOLOGY 

The Methodology of the study consists of  

 Source of data collection  

 Statistical tool 

 Data Analysis 
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SOURCE OF DATA COLLECTION 

 The data had been collected through Primary and 

Secondary sources 

Primary Data: 

Data is collected in the form of questionnaires from 

the respondents. The basic information is collected 

from a branch manager.      

Secondary Data: 

Company records, brochures and other documents. 

Books, Newspapers, magazines, Websites 

 

VI. CONCLUSION 

In bullish market the call option writer incurs more 

losses so the investor is suggested to go for a call 

option to hold, where as the put option holder suffers 

in a bullish market, so he is suggested to write a put 

option. In bearish market the call option holder will 

incur more losses so the investor is suggested to go 

for a call option to write, where as the put option 

writer will get more losses, so he is suggested to hold 

a put option. In the above analysis the market price of 

SBI is having low volatility, so the call option writer 

enjoys more profits to holders. The future price of 

SBI is moving along with the market price. If the buy 

price of the future is less than the settlement price, 

than the buyer of a future gets profit. If the selling 

price of the future is less than the settlement price, 

than the seller incur losses. The future price of ICICI 

is moving along with the market price. If the buy 

price of the future is less than the settlement price, 

than the buyer of a future gets profit. If the selling 

price of the future is less than the settlement price, 

than the seller incur losses. 
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