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Equity Derivatives as Risk Management Instruments :
A Study of the Level of Satisfaction of the Investors

In India, the significance of capital market as a contributor for the growth of the economy is

increasing day by day. The growth in global trade, technological advances and the market deregulations

are the factors influencing this development. With the increasing awareness about the capital

markets, a large chunk of investors are entering the markets to invest their funds and earn profits.

But, as a by-product of this market, there is market volatility which is likely to cause the risk of

loss to the investors. As a result there has been a corresponding increase in such financial

products which enable the investors to minimise or hedge the various risks associated with the

capital markets. Derivatives are the financial instruments which are widely used by the investors

for this purpose. The study is an attempt to identify the strategies of risk management which the

retail investors can use to minimise the risks associated with stock market investments.
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Table 1. Age group of the respondents

(Source: Survey data)

Table 2. Income level of the respondents

below 25 years 3 10.0 10.0 10.0

25 to 40 years 16 53.3 53.3 63.3

40 to 55 years 7 23.3 23.3 86.7

above 55 years 4 13.3 13.3 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

(Source: Survey data)

Table 3. Ability of the stock markets to provide good returns : ‘They give highest return’

below Rupees 2 lakh 4 13.3 13.3 13.3

rupees 2 lakh to 4 lakh 10 33.3 33.3 46.7

rupees 4 lakh to 6 lakh 14 46.7 46.7 93.3

above rupees 6 lakh 2 6.7 6.7 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

(Source: Survey data)

Strongly agree 6 20.0 20.0 20.0

Agree 17 56.7 56.7 76.7

Disagree 1 3.3 3.3 80.0

Neither agree nor disagree 6 20.0 20.0 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent
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Table 4. Ability of the stock markets to provide good returns :
‘Stock Market Investment is Risky’

(Source: Survey data)

Strongly agree 9 30.0 30.0 30.0

Agree 20 66.7 66.7 96.7

Neither agree nor disagree 1 3.3 3.3 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 5. Perception about ‘The Risk’ in stockmarkets

(Source: Survey data)

Loss due to Volatility in the

Stock Prices 6 20.0 20.0 20.0

Loss due to Market Volatility 14 46.7 46.7 66.7

Variability in Rate of Returns 8 26.7 26.7 93.3

Others 2 6.7 6.7 100.0

Total 30 100.0 100.0

Particulars Cumulative PercentFrequency Percent Valid Percent

Table 6. Advantages of trading in derivaties

(Source: Survey data)

Availability of Leverage 9 30.0 30.0 30.0

Risk Hedging 11 36.7 36.7 66.7

Scope for Profits through

Speculation
10 33.3 33.3 100.0

Total 30 100.0 100.0

Particulars Cumulative PercentFrequency Percent Valid Percent

Table 7. Derivaties help to minimise risk

(Source: Survey data)

Strongly agree 5 16.7 16.7 16.7

Agree 16 53.3 53.3 70.0

Disagree 5 16.7 16.7 86.7

Neither agree nor disagree 4 13.3 13.3 100.0

Total 30 100.0 100.0

Particulars Cumulative PercentFrequency Percent Valid Percent
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Table 8. Type of derivaties traded by the respondents

(Source: Survey data)

Equity Derivatives 26 86.7 86.7 86.7

Commodity Derivatives 4 13.3 13.3 100.0

Total 30 100.0 100.0

Particulars Cumulative PercentFrequency Percent Valid Percent

Table 9. The experience in stock markets can provide expertise to an investor

(Source: Survey data)

Respondent’s awareness
about the risk minimising
strategies using equity      

 No 0 0 7 5

derivatives                 Yes 1 0 3 14

Particulars

Duration of investment in Stock Markets

less than
past 6
months

more than 6
months but
less than a

year

more than a
year but less

than a 3
years

more than
past 3
years

Count Count Count Count

(Source: Survey data)

Bull/bear Spread 5 16.7 16.7 16.7

Strangle 4 13.3 13.3 30.0

Arbitrage using futures 5 16.7 16.7 46.7

Others 16 53.3 53.3 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 10. Strategies used by the respondents

(Source: Survey data)

Profit Making 16 53.3 53.3 53.3

Speculation 9 30.0 30.0 83.3

Hedging 5 16.7 16.7 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 11. Main objective of trading in equity derivatives
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(Source: Survey data)

Stock Futures 8 26.7 26.7 26.7

Index Futures 10 33.3 33.3 60.0

Stock Options 10 33.3 33.3 93.3

Index Options 2 6.7 6.7 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 12. The most useful risk hedging instrument among equity derivatives

(Source: Survey data)

Provide Diversification 2 6.7 6.7 6.7

Ease of Prediction of
Market Movements

14 46.7 46.7 53.3

Risk Hedging 12 40.0 40.0 93.3

Others 2 6.7 6.7 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 13. Uses of index derivatives

(Source: Survey data)

Own research 7 23.3 23.3 23.3

Opinion of dealers 6 20.0 20.0 43.3

Experts’ opinion 2 6.7 6.7 50.0

All the above 15 50.0 50.0 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 14. Source of Information for the trades in equity derivatives

Table 15. The use of technical analysis helps to succeed in derivatives market

(Source: Survey data)

No 10 33.3 33.3 33.3

Yes 20 66.7 66.7 100.0

Total 30 100.0 100.0

Particulars Cumulative PercentFrequency Percent Valid Percent



TATVATATVATATVATATVATATVA KLS IMER

(Source: Survey data)

Triangular Graphs 4 13.3 13.3 13.3

Head & shoulder Patterns 5 16.7 16.7 30.0

Moving Averages 3 10.0 10.0 40.0

Not using technical 18 60.0 60.0 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 16. The technical analysis tools used by the respondents

(Source: Survey data)

Difficult to Understand 6 20.0 20.0 20.0

High Risk 7 23.3 23.3 43.3

Limited Tenure 13 43.3 43.3 86.7

Others 4 13.3 13.3 100.0

Total 30 100.0 100.0

Particulars Frequency Percent Valid Percent Cumulative Percent

Table 17. Difficulty faced in derrivatives trading

Table 18. Trading in equity derivatives is safer than trading in spot market

(Source: Survey data)

No 20 66.7 66.7 66.7

Yes 10 33.3 33.3 100.0

Total 30 100.0 100.0

Particulars Cumulative PercentFrequency Percent Valid Percent


