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Abstract

1t’s pretty obvious that most of the traders would like to trade in options for many reasons like needs very less
capital for option buying. However some do write options for a high probability of profitable trade .However its
quite a wonder that when all stocks have monthly expiry the index holding the stocks have weekly expiry .Lets
have an inside look of why it’s the way it is and what’s the impact of it on traders.
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Option Basics

Its statistically proved that majority of the retail investors tend to buy options as the investment
required will be pretty less as compared to span margin of future market thereby assume to make big profit with
small investments which is more unlikely to happen. However theory says option buying is of limited risk and
writing options is of unlimited risk its actually vice-versa .Let’s have an insight of what actually the scenario is
in options market.
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Market tend to behave very volatile sometimes and less volatile sometimes based on many parameters
including both price action and external situations as well. India Vix of course gives an indication about the
volatility but still option buyers go under loss 90% of the times. Let’s see the truth and myth behind options
trading.

Options buying as stated needs very less capital. Considering an example let stock ABC Ltd have spot
price of 100 rupees .100ceof ABC Ltd be at 10 rupees and the lot size considering as 1000 buyers pays a
premium of 10000 to buy 1 lot of ABC Ltd 100ce.However a writer has to deposit a span margin of around
100000 inr to sell the same option. if all option buyers can make profit then market cannot sustain as loss on
writers will be massive. So technically speaking its only the writers who makes profit.
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CALL AND PUT OPTIONS

Call & Put Options

Put Option
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Also its pretty obvious that majority of the writers are institutions who invest several thousands of
crores everyday. Being Big investors they are the one who drives the market by varying the price action as per
their convenience. This naturally creates bit of panic in market and retail investors losses hit when market makes
violent moves.

THETA EFFECT

As the market movement is bit stagnant or makes small moves the premium melts hugely because of
theta effect. So if the expiry is monthly then naturally time remaining to cross the strike price will be
considerably more which reduce theta effect on the premiums . This makes the institutions to wait for a long
time for the premiums. This makes the institutions to wait for a long time for the premium to receive
completely .Hence it is so well designed that in a weekly expiry operators/institutions can play a vital role in
price action more often especially on expiry day. Moving further different indices under NSE have different
days for expiry like FINNifty on Tuesday, Niffy and Bank Nifty on Thursday.

So its pretty clear that its only option writers who makes more money in market either logically or
statistically. Since very long time. So the premium are bound to decay or melt soon in order for these big players
to continue the game and control the market. It is in this regards that NSE wish to have early expiries so that
institutions can make most out of it.
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