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ABSTRACT
The derivatives are playing an important role in the economy of our country.. The first derivatives as“futures” contracts
were introduced in the Yodoya rice market in Osaka, Japan around 1960. The
commodity derivatives market has been functioning in India since nineteenth century with organized trading in cotton.
Exchange traded financial derivatives were introduced in India in 2000 at two majorstock exchanges. NSE and BSE. There
are various derivative instruments like index futures. Stock futures, index option, stock options, interact rate futures,
currency option, currently traded in these
exchanges. This paper investigates the perception of the investors in NSE and BSE derivatives markets. The study focus
on investor’s perception. The data were collected from 150respondents via a questionnaire survey.
KEYWORDS: DS - Derivatives status, DM Derivative market ., II Institutional investors., IP Investor perceptionj

INTRODUCTION

A derivative is a financial tool which derives its importance from the value of underlying entities such asan asset. Equities,
debt, currencies, index or interest rate. The first derivative contract in India was launched on NSE was the nifty 50 index
futures contract. A series of modifications in the financial markets paved way for the improvement of exchange — traded
derivatives by the L.C Gupta committee, set up by the securities and exchange, board of India recommended appeared
introduction of derivatives tools with bi-level instruction(i.e. self regulation by exchanges with SEBI providing the overall
regulatory and supervisory role). Integration in the world’s commodity and financial market because of globalizationand
liberalization of the countries across the world. Varies types of risks, interest rate risk, foreign exchange risk, Inflation risk
etc. due to successful management of such type of risks have become majorissue for market players and business houses.

Types of derivatives
Different types of derivatives instruments are forwards, future, option and swaps.

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. This is an agreement between two parties to buy orsell an asset at a specified point of
time in the future.

Futures
Futures are one of the important financial instruments in derivatives market. A futures contract is an agreement between
the two parties to buy or sell an asset at a certain time in the future for a certain price.

Options

An option is a financial derivative contract that provides a party the right to buy or sell an underlying asset at a fixed price
by a certain time in the future. The party holding the right is known as the optionbuyer; the party granting the right is
known as the option seller. There are two types’ options: one iscalls option and second is puts option.

SWAPS

SWAPS are one type of financial instruments in derivatives market. The term SWAPS refers to the private agreements
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between two parties to exchange cash flows in the future according to a prearrangedformula.

LITERATURE REVIEW

Bhatt. N Dr. Babraju conducted study on “Perception of Investor Towards Derivatives as On Investment Avenue” in the
year 2014. The derivatives are risk management tool that support in effectivemanagement of risk by various stockholders.

Dr. kamleshghakar: Msd.Meetu conducted research on a derivatives market in India: evolution, trading in the year 2013.
The Indian derivative market has become a multi-trillion dollar markets over theyears. Marked with the ability to partially
and fully transfer the risk by securing in, assets prices, derivatives are gaining popularity among the investors. Since the
economic reforms of 1991.

NareshGopal, University of Madras, “Views of The Market Participants On Trading, Regulationin The Derivatives

Market”. Indian institute of capital markets gth capital markets conference paper,January 25, 2006. The dynamic growth
of the derivatives market, particularly futures and options and theperceived risks to the financial sector, continue to
stimulate debate on the proper regulation of these instruments. Even though this market was initially fuelled by various
expect team survey, regulatory framework, recommenders’ byelaws and rules there still a debate on the existing regulations
such as is regulation needed..

STATEMENTS OF PROBLEM

The global liberation and integration of financial markets have created new investment opportunities,which in turn require
the development of new instruments that are more efficient to deal with increasedrisks. The most of desired instruments
that allow market participants to manage risk in the modern

securities trading are derivative instruments.

OBJECTIVES OF THE STUDY

The Following are the objectives of the study
1. To analyze the perception of investors towards investment in derivative instrument andmarket.
2. To know different types of financial derivatives.
3. To study the awareness about derivative market.

RESEARCH METHODOLOGY

This study research is based on primary data and secondary data. This primary data is gatheredfrom investors in stock
market. Secondary data are collected from journals articles and websites. This primary data is arranging for questionnaire
method the subject of the study. The data collected was analyzed by using sample statistical technologies like percentages
and paragraphs. This study is limited to Bangalore rural and it is subject to the views expressed by the respondents.

LIMITATIONS OF THE STUDY
1. Limitation of time: - This study has got limitations that; it is purely done for academic reasons.
2. Due to lack of awareness about derivatives, many investors may not be responded accurately. The
study is not focused on professional investors who have expertise and invests big amount in stock market.Because these
professional investors are less in number and they are not easily accessible

DATA ANALYSIS AND INTERPRETATION
Table no.1
Education Qualification of Respondents

Educational qualification No. of respondents Percentage (%)
Under graduate 07 4.66
Graduate 99 66.00
Post graduate 32 21.33
Professional 12 08.00
Total 150 100%

Source: primary date.
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Interpretation: from the above table it is clear that 66% of respondents are graduates, very less 07% areunder
graduates

Table no.2
Annual Income of Respondents

Annual Income No. of Respondents Percentage (%)
Below 100000 11 7.33
100000 — 200000 26 17.33
200000 — 300000 70 46.67
Above 300000 43 28.67
Total 150 100%

Interpretation: 46.67% of respondent’s annual income is between 200000 — 300000 and followed by28.67%
respondent’s income is above 300000.

Table no. 3
Percentage of Income Available for Investment
Savings for investment | No. of respondents Percentage(%o)

Between 5 to 10% 27 18

Between 110to 15% 60 40

Between 16 to 20% 57 38
Between 21 to 25% 04 2.67
More than 25% 02 1.33
Total 150 100%

Interpretation: from the above 60% of respondents save 11 to 15% of their income for investment andonly 1.33% of
respondents save more than 25% their income for investments.

Table no. 4
Respondents purpose of the investment

Purpose of investment No. of respondents Percentage (%)
Regular income 65 43.33
Meet future obligations 81 54.00
Capital appreciation 03 2.00
Others 1 0.66
Total 150 100%

Interpretations: 54% of respondents investing to meet future obligations and 43.33 respondents arelooking for
regular income.

Table no. 5
Investment by respondents are invested in derivatives
Investment in derivatives No. of Respondents Percentage (%)
Yes 92 61.33
No 58 38.67
Total 150 100%

Interpretation: 61.33% of respondents are invested in derivatives and 38.67% of respondents are not invested in
derivatives.

Table no. 6
Reasons for not Investing Derivatives.
Reasons No. of respondents Percentage (%0)
Not aware 53 35.33%
Not willing 78 52.00%
High risk 19 12.67%
Totall 150 100%

Interpretation: 52% of respondents are not willing to invest in derivatives, 12.67% of respondents arefelt that
derivatives are highly risky, 35.33% of respondents not aware of derivatives, so derivatives are highly risky and expected
profit or loss is also high.
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Table No. 07

Source of information about derivatives.

Source No. of respondents Percentage (%)
Friends 38 25.33
Newspaper/TV 28 18.67
Broker 36 24.00
While studying 38 25.33
Others 10 06.67
Total 150 100%

Interpretation: 25.33% of respondents know about derivatives from friends and while studying and 6.67% of respondents
know about derivatives from others.

Table No. 08
Kind of risk investor perceive while investing in derivatives market.

Level of risk No. of respondents Percentage (%0)
Low risk 52 34.67
Moderate risk 45 30.00
High risk 25 16.67
Others 28 18.66
Total 150 100%

Interpretation: 34.67% of investors are taking low risk, 30% of investors are taking moderate risk,16.67% of
investors are taking high risk.

Table No. 09
Investors participate as derivatives market as.
Participant as No. of respondents Percentage (%)

Arbitrageurs 25 16.67
specular 71 47.33
Hedger 39 26.00
Investor 15 10.00
Total 150 100%

Interpretation: 47.33% of investors are speculators in derivatives market, 26% of investors are hedgingfor their
investment, followed by 16.67% of investors are arbitrageurs.

Table No. 10.
Investors preference towards derivatives instruments (choose only one option)
Preference No. of respondents Percentage(%o)

Index Futures 40 26.67
Index Options 42 28.00
Stock Futures 30 20.00
Stock Options 38 25.33

Total 150 100%

Table No. 11.

Interpretations: 28% of investors are more often invest in index options. And 26.67% are more ofteninvest in index
futures.

Time period choose for derivatives contracts by investors.

Time Period No. of respondents Percentage (%)

1 Month 11 7.33
2 Month 22 14.67
3 Month 44 29.33
6 Month 46 30.67
9 Month 11 7.33
12 Month 16 10.67

Total 150 100%

Interpretation: 30.67% of investors are taken 6 months positions, 29.33% of investors are taking 3months

positions.
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Table No. 12

Frequency of Investments in Derivatives in a year.

Frequency No. of respondents Percentage (%)
1-10 times 63 42.00
11 - 20 times 68 45.33
21 —30 Times 10 6.67
More than 30 times 09 6.00
Total 150 100%

Interpretations: 45.33% of investors invest in derivatives 11-20 times in a year, 6% of investors inderivatives
very often (more than 30times in a year).

FINDINGS FROM SURVEY

e 66% of respondents are graduates. Very less 7% are under graduates.

e 46.67% of respondents annual income is between 200000 — 300000 and followed by 28.67% ofrespondents
income is above 300000.

e  60% of respondents save 11 to 15% of their income for investments and only 1.33% of respondents save more
than 25% of their income for investments.

o 54% of respondents investing to meet future obligations and 43.33% respondents are looking for regular income.

e 61.33% of respondents are invested in derivatives and 38.67% respondents are not invested in derivatives.
52% of respondents are not willing to invest in derivatives, 12.67% of respondents are felt that derivatives are
highly risky. 35.33% of respondents not aware of derivatives, so derivatives are highly risky and expected profit
or loss is also high.

e 25.33% of respondents know about derivatives from friends. And 25.33% of respondents know about derivatives
while they are studying.

e 34.67% of investors are taking low risk, and 30% of investors are taking moderate risk, 16.67%of investors are
taking high risk.

e 47.33% of investors are speculators in derivatives market, 26% of investors are hedging for their investments,
followed by 16.67% of investors are arbitrageurs.

e 28% of investors are more often invest in index options. And 26.67% are more often invest in index futures.

e 29.33% of investors are taking 3 months positions. 30.67% of investors are taking 6 months positions.

45.44% of investors invest in derivatives 11 — 20 times in a year. 6% of investors invest in derivatives very often
(more than 30 times in a year).

SUGGESTIONS

The study is limited to only Davanegere region with a sample size of 150 respondents only. 1. Future research need to
explore and analyses the other variables thatcan influence investor’s decision, so as to gain better insight. This study can
be usedby the regulating authorities and broker houses to increase awareness among theinvestors about derivatives.

2 An awareness camp should be conducted by Regulatory bodies such as SEBI about the derivatives area.3.The sources
of information should be provided to the prospective investors through the chamber of commerce and other professional
bodies.

CONCLUSION

Now a days the investors know about the derivative market, so they are aware as derivative market offers more return,
with the hedging of interest rate risk and exchange rate risk with maximum profits and minimum loss. It has been
noticed that there has been awareness about derivatives trading amongst the derivatives in India since last few years. SEBI
and government should take responsibility to create awareness among investors and need to educate individual investors
through different seminars or training programs regarding the advantages and risk factors associated with derivative
instruments.
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