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Abstract:Warren Buffett Says, “Derivatives Are Financial Weapons Of Mass Destruction”. Since Inception Of
Derivatives In Indian Financial Market In 2001, There Is Exponential Growth In Volume And Number Of
Contracts In Derivative Instruments. This May Be Due To Many Factors Like Financial Sector Reforms, Impact
Of Technology, Liberalization Policy Of The Government, Trends Of Globalization; Taxation Etc. Derivative
Market Provides Opportunity For Investors To Hedge Their Risk Exposure And Makes Profit; This Motivates
And Attracts Many Individuals To Invest Their Pooled Savings In Stock Markets Which Contributes
Socioeconomic And Financial Growth Of The Country. Forwards, Futures, Options And Swaps Are Derivative
Market Instruments. Among All, Single Stock Futures (SSF) Seeks Great Attention To Study In Depth Because
Of Volume, Turnover And Number Of Contracts Are More Compared To Other Derivative Instruments. In The
Present Scenario, There Is A Need For In Depth Study Of SSF And Its Current Status Comparing With Other
Financial Derivatives. This Article Attempts To Discuss History, Development, Concept, Hedging Strategy Of
SSF And Its Current Status Comparing With Other Financial Derivatives With Special Reference With Options.
This Article Will Be Scope For Further In-Depth Study On SSF, Because Of VVolume; Turnover And Number
Of Contracts Are More Compared To Other Derivative Instruments Like Options, Index Future, And Index
Option. The Relationship Between The Settlement Prices, Trading Volume, Open Interest And Volatility Etc,
Modeling And Forecasting Volatility For Stock Futures Contract Still Remains The Muddy Water In The
Context Of Changing Scenario.
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I. INTRODUCTION:

Biggest Milestone In Indian Derivative
Market Is Introduction Of SSF On November 9,
2001. After Its Inception There Is A Significant
Development In Stock Related Derivatives. SSF’s
Shown Exponential Growth Both In Terms Of
Number Of Contracts Trades And Turnover. Total
Turnover Of SSF Has Increased From Rs. 51,515
Cr In 2001-02 To Rs.1,11,29,587.14 Cr In 2016-17,
Where As In Number Of Contracts SSF Has
Increased From 19,57,856 In 2001-02 To
17,38,60,130 In 2016-17. (Source:
Https://Www.Nseindia.Com/)

The Most Important And Practical
Applications Of Single Stock Future (SSF) Is
‘Hedging’. In The Event Of Any Adverse Market
Movements, Hedging Is A Simple Work Around
To Protect Your Trading Positions From Making A
Loss. L.C. Gupta Committee Was Appointed By
SEBI To Put Out Its Recommendations On
Developing Derivatives Markets In India. The
Committee Had Said That Hedging Is The Key
Aspect Of Derivatives And Also It’s Basic
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Economic Purpose, But Is This SSF Are Really
Used For Hedging Purpose Or Just Used For
Leveraging And Speculation? It Is Still
Unanswered.

Some Research Says SSF Resembles
Badla System, Which Is Banned Way Back In 1993
By SEBI. One Might Wonder Whether The Long
History Of Badla Trading Played A Role In
Determining The Popularity Of Single-Stock
Futures In The Indian Derivatives Market When
Compared With Other Derivatives Like Options.
Present Facts Like Turnover, Number Of Contracts
Of SSF Proves That SSF Are More Popularized
Than Other Derivative Instruments Like Options In
Indian Derivative Market.

This Article Attempts To Discuss History,
Development, Concept, Hedging Strategy Of SSF
And Its Current Status Comparing With Other
Financial Derivatives With Special Reference With
Options. This Article Will Be Scope For Further
In-Depth Study On SSF, Because Of Volume;
Turnover And Number Of Contracts Are More
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Compared To Other Derivative Instruments Like
Options, Index Future, And Index Option.

This Study Is Organized Four Sections.
Section- | Deal With The Concept, Definition,
Features And Hedging Stratery Of SSF. Section —II
Has Been Devoted To Discussion Of Evolution,
Development And Growth Of SSF Market In India.
Section-111 Discusses The Status Of SSF Market
Vis-A-Via Other Derivative Instruments Like
Options. Last Section-1V Specifies Summary And
Concluding Remarks.

Section- |
1. Concept Of Single Stock Future (SSF)

In Derivative Market, A Single Stock
Future (SSF) Is A Type Of Future Contract In
Which Two Parties Agrees To Exchange Given
Number Of Stocks Of A Company For A Price
Agreed Today (Future Price Or Strike Price) On A
Specified Date (Delivery Date).

Futures Contracts Are Traded On A
Future Exchange. The Party Agreeing To Take
Delivery Of The Underlying Stock In The Future Is
Called ‘Buyer’ And Is Said To Be In Long
Position, And The Party Agreeing To Deliver The
Stock In The Future Is Called ‘Seller’ And Is Said
To Be In Short Position. The Terminology Reflects
The Expectations Of The Parties; The Buyer
Expects That The Stock Price Will Increase, While
The Seller Expects That The Stock Price Will
Decrease.

Underlying Asset Of SSF Will Be Its
Respective Individual Stock In Spot Market. The
Contracts Have Standardized Specifications Like
Market Lot, Expiry Day, And Unit Of Price
Quotation, Tick Size And Method Of Settlement.
Ssfs Are Usually Traded In Lots Of 100. No
Transmission Of Share Rights Or Dividends
Occurs On Purchased Of SSF’s. SSFE’s Are Traded
On Margin, They Offer Leverage, And There Is No
Limitation For Short Selling.

1.1. Features Of SSF:
SSF  Are Traded Only In Organized

Exchanges.

SSF Contract Required To Have Standard
Contract Terms.

SSF Exchange Has Associated With Clearing
House.

SSF Trading Required Margin Payment And
Daily Settlement.

SSF Positions Can Be Closed Easily.

SSF Markets Are Regulated By Regulatory
Authorities Like SEBI.

The SSF Contracts Are Executed On Expiry
Date.

vV VYV VY VvV VYV V
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» The SSF Prices Are Expressed In Currency
Units, With A Minimum Price Movement
Called A Tick Size.

» SSF Has Maturity Period Of 3 Months.

» For Present Trading 1, 2 And 3 Months
Contracts Of SSF Are Available.

» SSF Are Settled In Cash, Final Settlement
Price Is Closing Price Of Underlying Stock In
Its Respective Market.

>

1.2. Single Stock Future Pricing:

Theoretical Price Of A SSF Contract Is Calculated

As Fallows.
Single Stock Future Price = Spot Price + Cost Of
Carry*

However, The Actual Price Of Futures Contract
Very Much Depends Upon The Demand And
Supply Of The Underlying Stock. Generally, The
Spot Prices Are Lesser Than The Future Prices Of
The Underlying Stocks.
Example:

Spot Price Of SBI = 252, Interest Rate = 8% P.A.
Futures Price Of 1 Month Contract=252+
(252x0.08x30/365) = 252+ 1.656 = 253.656

1.3 Participants In Single Stock Market

1. Hedgers: The Main Objective Of SSF Is
Hedging; Hedging Is Process Of Reducing Or
Managing Risk Of Adverse Price Movement In
Spot Market, By Taking Opposite Position In
Derivative Market

Majority Of The Participants In Single Stock
Market Belongs To This Category.

2. Speculators: Speculators Trade SSF Mainly For
Leverage Purpose, They Bet On The Future
Movements Of SSF, They Can Face Both Extremes
Of Gain Or Loss In Speculative Trading.

3. Arbitrageurs: Arbitrageurs Take Advantage Of
A Difference Between Prices Of More Or Less The
Same Assets Or Competing Assets In Different
Markets. If, For Example, They See The Futures
Price Of An Asset Getting Out Of Line With The
Cash Price, They Will Take Opposite Positions In
The Two Markets To Lock In A Profit.

1.4. Applications/Uses Of Single Stock Future

1. Risk Management: One Of The Most Important
Services Provided By The SSF Is To Control,
Avoid, Shift And Manage Efficiently Different
Types Of Risk Through Various Strategies Like
Hedging, Arbitraging, Spreading Etc. SSF Assist
The Holders To Shift Or Modify Suitable The Risk
Characteristics Of The Portfolios.

2. Price Discovery: The Important Application Of
SSF Is The Price Discovery Which Means
Revealing Information About Future Cash Market
Prices Through The Future Market.
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3. Liquidity And Reduce Transaction Cost: As We
See SSF Trading Is One Of The Derivatives
Trading No Immediate Full Amount Of The
Transaction Is Required Since It Is Based On
Margin Trading. As A Result, Large Number Of
Traders, Speculators, Arbitrageurs Operates In
Such Markets. So, SSF Trading Enhances Liquidity
And Reduces Transaction Cost In The Markets Of
Underlying Stock.

*Cost Of Carry Is The Interest Cost Of A Similar
Position In Cash Market And Carried To Maturity
Of The Futures Contract Less Any Dividend
Expected Till The Expiry Of The Contract.

4. Speculation And Arbitrage: SSF Can Be Used
To Acquire Risk, Rather Than To Hedge Against
Risk. Thus, Some Individuals And Institutions Will
Enter Into A SSF Contract To Speculate On The
Value Of The Underlying Asset, Betting That The
Party Seeking Insurance Will Be Wrong About The
Future Value Of The Underlying Asset.
Speculators Look To Buy An Asset In The Future
At A Low Price According To A SSF Contract
When The Future Market Price Is High, Or To Sell
An Asset In The Future At A High Price According
To Derivative Contract When The Future Market
Price Is Low. Individual And Institutions May Also
Look For Arbitrage Opportunities, As When The
Current Buying Price Of An Asset Falls Below The
Price Specified In A Futures Contract To Sell The
Asset.

5. Hedging : Hedge Or Mitigate Risk In The
Underlying, By Entering Into A SSF Contract
Whose Value Moves In The Opposite Direction To
Their Underlying Position And Cancels Part Or All
Of It Out. Hedging Also Occurs When An
Individual Or Institution Buys An Asset And Sells
It Using A Future Contract. They Have Access To
The Asset For A Specified Amount Of Time, And
Can Then Sell It In The Future At A Specified
Price According To The Futures Contract Of
Course; This Allows Them The Benefit Of Holding
The Asset.

6. Price Stabilization Function: SSF Helps To
Keep A Stabilizing Influence On Spot Prices By
Reducing The Short Term Fluctuations. In Other
Words, SSF Reduce Both Peak And Depths And
Lends To Price Stabilization Effect In The Cash
Market For Underlying Asset.

7. Gearing Of Value: Special Care And Attention
About SSF Provide Leverage (Or Gearing), Such
That A Small Movement In The Underlying Value
Can Cause A Large Difference In The Value Of
The Derivative.

8. Encourage Competition : The SSF Trading
Encourage The Competitive Trading In The
Market, Different Risk Taking Preference At
Market Operators Like Speculators, Hedgers,
Traders, Arbitrageurs Etc. Resulting In Increase In
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Trading Volume In The Country. They Also
Attract Young Investors, Professionals And Other
Experts Who Will Act As Catalysts To The Growth
Of Financial Market.

1.5. Hedging Strategy By Using Single Stock
Future:

A Standout Amongst The Most Useful
Uses Of Futures Is 'Hedging'. In Case Of Any
Unfavorable Market Movements, Hedging Is A
Straight Forward Method To Protect Your Open
Positions From Making Loss.

Assuming That, After Buying 250 Shares
Of SBI At Rs.252/- Per Share, Investment Worth’s
To Be Rs.63000/-. Now It’s A ‘Long’ On SBI In
The Spot Market. After Entering In This Position,
Investor Realizes The Quarterly Results Are
Expected Soon. Investor Is Worried SBlI May
Announce A Not So Favorable Set Of Numbers, As
A Result Of Which The Stock Price May Decline
Considerably. To Avoid Making A Loss In The
Spot Market Investor Decides To Hedge The
Position.

In Order To Hedge The Position In Spot,
One Has To Enter A Counter Position In The
Futures Market. Since The Position In The Spot Is
‘Long’, We Have To ‘Short’” In The Futures
Market.
Here Are The Short Futures Trade Details —
Short Futures @ 253/-
Lot Size = 250
Contract Value = Rs.63250/-
Now, On One Hand We Are Long On SBI (In Spot
Market) And On The Other Hand We Are Short On
SBI (In Futures Price), Although At Different
Prices. However The Variation In Price Is Not Of
Concern As Directionally We Are ‘Neutral’.
After Initiating This Trade, At Different Price
Points For SBI, See What Will Be The Overall
Impact On The Positions.

Arhitrary Price | Long Spot PL | Short Futures PRL | Net P&L

10 U0-252=-12 | 253-240=+13 A2+13=41
155 15-252=43 | 253-1255=-2 -1+
260 260-252=1+8 153-260=-7 t8-7=141

The Point Is To Be Observed Here Is — Irrespective
Of Price Movement (Whether It Increases Or
Decreases) The Position Will Neither Make Money
Nor Lose Money. It Is As If The Overall Position Is
Frozen. In Fact The Position Becomes Independent
To The Market, I.E. When A Position Is Hedged It
Stays ‘Neutral’ To The Overall Market Condition.
Stock’s Futures Contract Is Used To Hedge The
Position. But To Use The Stocks Futures Position,
It Is Compulsorily One Must Have The Same
Number Of Shares As That Of The Lot Size. If
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They Vary, The P&L Will Vary And Position Will
No Longer Be Perfectly Hedged.

Section-11
2. Evolution, Development And Growth Of
Single Stock Future In Derivative Market

In India
Table 1: A Chronology Of SSF In India
S.No | Date Activity

1 25/05/2000 | Permission granted by SEBI to NSE & BSE for trading Index future
1 09/06/2000 | Equity derivatives introduced at BSE

3 12/06/2000 | Commencement of derivatives trading at NSE
4 /
5 /

01/13/2001 | Stock futures launched at BSE
09/11/2001 | Trading of single stock future at NSE (on 233 stocks)
Source: compiled from BSE & NSE

2.1 Growth Of SSF Market In India

Single Stock Future Market In India Has
Recorded Exponential Growth And It Is Expected
To Continue In Coming Years. Introduced In 2001,
SSF In Derivative Market Shown Remarkable
Growth In Terms Of Volumes And Numbers Of
Traded Contracts. After Its Inception There Is A
Significant Development In Stock Related
Derivatives. SSF’s Shown Exponential Growth
Both In Terms Of Number Of Contracts Trades
And Turnover. Total Turnover Of SSF Has
Increased From Rs. 51,515 Cr In 2001-02 To
Rs.1,11,29,587.14 Cr In 2016-17, Where As In
Number Of Contracts SSF Has Increased From
19,57,856 In 2001-02 To 17,38,60,130 In 2016-17.
(Source: Https://Www.Nseindia.Com/)

Table 2: Number Of Contracts Traded And
Turnover Of SSF In NSE

No. of No. of
contracts contracts
Year traded Turnover (Rs cr) Year traded Turnover (Rs cr)

2001-02 1957856 51515 2009-10 145591240 5195246.64
2002-03 10676843 286533 2010-11 186041459 5495756.7
2003-04 32368842 1305939 2011-12 158344617 4074670.73
2004-05 47043066 1484056 2012-13 147711691 4223872.02
2005-06 80905493 2791697 2013-14 170414186 4949281.72
2006-07 104955401 3830967 2014-15 237604741 8291766.27
2007-08 203587952 7548563.23 2015-16 234243967 7828606
2008-09 221577980 3479642.12 2016-17 173860130 11129587.14

Source:

(https://www.nseindia.com/products/content/derivatives/equities/historical_fo_bussine ssgrowth.htm)

Figure 1: Number Of SSF Contracts Traded In
NSE From 2001-02 To 2016-17
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Figure 2: Total Turnover Of SSF In NSE From
2001-02 To 2016-17
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Section-111

3. Status Of SSF Market V/S Option Market
In NSE

Single Stock Futures Are Most Popular Over

Options In Term Of Volume And Number Of

Contact Traded In NSE, Below Figure 3 & 4

Witness This.

Table 3: Comparison Of Number Of SSF
Contracts Trades With Options Contract
Traded From 2001-01 To 2016-17 In NSE

No. of S5F No. of stock option
Year Contracts contracts
2001-02 1957856 1037529
2002-03 10676843 3523062
2003-04 32368842 5583071
2004-05 47043066 5045112
2005-06 80905493 5240776
2006-07 104955401 5283310
2007-08 203587952 9460631
2008-09 221577980 13295970
2009-10 145591240 14016270
2010-11 186041459 32508393
2011-12 158344617 36494371
2012-13 147711691 66778193
2013-14 170414186 80174431
2014-15 237604741 91479209
2015-16 234243967 100299174
2016-17 173860130 92106012

Source: Compiled From NSE
Figure 3: Comparison Of Number Of SSF
Contracts Trades With Options Contract Traded
From 2001-01 To 2016-17 In NSE
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Table 4: Comparison Of SSF Turnover With
Options Turnover From 2001-01 To 2016-17 In

NSE
Year SSF turnover (Rs cr) Option turn over (Rs cr}
2001-02 51515 25163
2002-03 286533 100131
2003-04 1305939 217207
2004-05 1484056 168836
2005-06 2791697 180253
2006-07 3830967 193795
2007-08 7548563.23 359136.55
2008-09 3479642.12 229226.81
2009-10 5195246.64 506065.18
2010-11 5495756.7 1030344.21
2011-12 4074670.73 977031.13
2012-13 4223872.02 2000427.29
2013-14 4949281.72 2409488.61
2014-15 8291766.27 3282552.18
2015-16 7828606 3488173.75
2016-17 11129587.14 6107485.87

Figure 4. Comparison Of SSF Turnover With
Options Turnover From 2001-01 To 2016-17 In
NSE

12000000

10000000
8000000
00000
W S5F tumver [Rs cr
000000
000000 Otiontum aver Rs |
2000000 | I
oLl
N @ = RS
- : e

o

9§ e b

005-09

001-0:
003
ooa.

oo

o

Source:(Https://Www.Nsei ndia.Com/Products/Conte
nt/Derivatives/Equities/Historical_Fo_Bussinessgrow
th.Htm)

Figure 5: Comparison Of Total SSF Contracts
Traded With Total Options Contracts Trades
From 2001-01 To 2016-17 In NSE
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Figure 6: Comparison Of Total SSF Turnover
With Total Options Turnover From 2001-01 To
2016-17 In NSE
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Section-1V
4. Summary And Conclusion
Single Stock Future Earned Significant

Place Among Derivative Instruments. Since Its

Inception, SSF Has Shown Exponential Growth. SSF

Is The Most Popular In Terms Of Turnover And

Number Of Contracts Traded Especially Compared

With Stock Options. Section Il Of This Article

Clearly Proves How SSF Surpasses The Stock

Options In Terms Of Number Of Contracts Traded

And Turnover. Using Stock Option, One Can Hedge

His Position Against Adverse Movement By Paying

A Relatively Small Sum Called Option Premium, An

Investor Can Protect Himself From Large Losses In

Cash/Spot Market. Even Though Stock Options Are

Better Choice For Hedging Purpose, But SSF Are

Most Preferred In NSE Derivative Market.

Figure 5 & 6 Shows That SSF’s Turnover

And Number Of Contracts Traded Is 3 Times Of

Options. SSF Are Preferred Over Options May Be

Because Of Simplicity In Its Character; It Is Easily

Accessible By Retail Investor And Provides

Leveraging Mechanism To Investors For Speculation

Purpose.

Diplomatically If We See The Facts In

Above Article, Many Questions Can Be Raised Such

As: Is Really SSF Serving Purpose Of Hedging For

Which It Is Introduced? Growth In SSF Popularity

Over Stock Options Is It A Healthy Growth? Is SSF

Really Resembles Badla Mechanism Which Was

Banned? Hence, There Is Scope Of Depth Study On

SSF.
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