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Abstract: 

This study focuses on the analysis of derivative instruments—specifically futures and options—and 

their strategic use in the context of ICICI Bank. Derivatives play a significant role in modern financial 

markets by enabling investors and institutions to manage risk, speculate on price movements, and enhance 

portfolio returns. The primary objective of this research is to examine the structure, functioning, and 

practical application of futures and options strategies related to ICICI Bank’s stock in the derivatives 

market. 

The study evaluates various derivatives strategies such as hedging, speculation, and arbitrage using 

futures and options contracts. It also analyses commonly used options strategies including call and put 

options, protective puts, covered calls, and spreads. By examining historical price movements, trading 

volumes, and market trends associated with ICICI Bank, the research aims to understand how derivatives 

can be effectively used to manage financial risk and improve investment decision-making. 

Keywords:  Derivatives Market, Futures Contracts, Options Contracts, Risk Management. 

 

Introduction: 

In the dynamic world of financial 

markets, derivatives play a crucial role in 

managing risks, enhancing liquidity, and fostering 

market efficiency. Derivatives are financial 

contracts whose value is derived from the price of 

an underlying asset, such as stocks, commodities, 

interest rates, or currencies. The main types of 

derivatives include futures, options, forwards, and 

swaps. Among these, Futures and Options (F&O) 

are widely used by financial institutions to hedge 

risks, speculate on price movements, and enhance 

their portfolio returns. This study focuses on the 

use of derivatives, specifically Futures and 

Options, in ICICI Bank, one of India’s leading 

private sector banks. 

ICICI Bank, with its extensive range of 

financial products and services, plays a pivotal 

role in the Indian banking sector. Over the years, 

the bank has adopted sophisticated financial 

instruments to manage risks, especially with 

respect to market fluctuations in stock prices, 

interest rates, and currency values. Derivatives 

have become an integral part of ICICI Bank’s 

strategy to optimize its financial performance 

while minimizing exposure to unwanted risks. 

This study aims to evaluate the impact of Futures 

and Options (F&O) on the bank’s profitability 

and risk management strategies, offering a 

comprehensive view of how these instruments are 

applied in the real-world context of a large 

financial institution. 

The primary objective of this study is to 

explore how ICICI Bank uses Futures and 

Options in its risk management framework and 

how these instruments contribute to its profit and 
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loss (P&L) outcomes. By analyzing the bank’s 

F&O positions, this study will highlight the key 

strategies adopted by the bank in leveraging these 

financial derivatives to mitigate market risks, 

particularly in volatile market conditions. 

Through an in-depth understanding of ICICI 

Bank's F&O transactions, this research will 

provide valuable insights into the practical 

application of derivatives in the Indian banking 

industry. 

Futures and Options are two of the most 

commonly traded derivatives. A Futures contract 

is a standardized agreement to buy or sell an 

underlying asset at a predetermined price on a 

specified future date. These contracts are 

primarily used for hedging or speculative 

purposes. The buyer of a futures contract gains if 

the price of the underlying asset increases, while 

the seller profits when the price decreases. 

Futures contracts can be traded on exchanges 

such as the National Stock Exchange (NSE) or 

the Bombay Stock Exchange (BSE), making them 

liquid and transparent financial instruments. 

 

Problem Statement: 

The rapid growth of the derivatives 

market has significantly changed the way 

investors and financial institutions manage risk 

and maximize returns. Financial derivatives such 

as futures and options provide opportunities for 

hedging against price fluctuations, speculation on 

market movements, and improving portfolio 

performance. However, many investors lack a 

clear understanding of how these instruments and 

strategies function in real market conditions 

 

Literature Review: 

Grima & Thalasso’s (2022) In their 

comprehensive study, Grima and Thalasso’s 

(2022) explore the multifaceted role of 

derivatives in maintaining and enhancing the 

financial stability of banking institutions. The 

authors examine a range of derivative instruments 

— including futures, options, swaps, and forward 

contracts — and analyze how these are 

strategically employed by banks to hedge against 

a variety of risks, such as market volatility, 

interest rate fluctuations, and foreign exchange 

exposure.. It warns that poor internal controls or 

excessive speculative trading can undermine the 

stability these instruments are meant to ensure. 

For banks like ICICI Bank, this insight is 

particularly relevant, as the institution has been 

recognized for its disciplined use of derivatives 

within a defined regulatory and internal policy 

framework.  

Morgan & Clark (2022) Morgan and Clark 

(2022) conducted a significant study aimed at 

examining the relationship between the use of 

derivatives and profitability in the banking sector. 

Drawing on financial data from a wide range of 

global banks — including prominent Indian 

institutions like ICICI Bank — the researchers 

aimed to determine whether derivatives contribute 

positively to a bank's bottom line and overall 

financial health. Their findings suggest that 

derivatives, when used strategically and aligned 

with a bank's risk management objectives, can 

play a key role in enhancing profitability.  

Summers & Quinn (2023)  In their influential 

study, Summers and Quinn (2018) focus on the 

critical role that derivatives play in the risk 

management framework of modern banks. The 

authors emphasize that in an increasingly 

globalized and volatile financial environment, 

banks are exposed to a wide range of risks — 

including interest rate fluctuations, currency 

volatility, credit risk, and market instability. To 

mitigate these challenges, the use of financial 

derivatives has become not only common but 

necessary. The study provides an in-depth 

analysis of how various derivative instruments — 

particularly futures, options, and swaps — are 
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utilized by banks to manage these financial 

exposures. 

Gallagher & Hartman (2024) Gallagher and 

Hartman (2024) present an in-depth examination 

of the evolving regulatory environment 

surrounding the use of derivatives in global 

banking institutions. Their study focuses 

particularly on the impact of international 

regulatory frameworks, such as the Basel III 

norms, which were introduced in response to the 

global financial crisis of 2008. The authors argue 

that while derivatives are powerful financial tools, 

their unregulated or speculative use can expose 

banks to excessive risk, potentially destabilizing 

both individual institutions and broader financial 

systems.  

 

Objectives of The Study: 

1. To study the role of derivatives, specifically 

Futures and Options, in ICICI Bank’s risk 

management and financial operations. 

2. To compare the profit/loss outcomes 

between the spot market and the futures 

market within ICICI Bank’s trading 

activities. 

3. To examine the application of Futures and 

Options in ICICI Bank’s portfolio and their 

impact on profitability. 

 

Research Questions: 

1. What are the basic concepts and functions 

of derivatives, particularly futures and 

options, in the stock market? 

2. How are futures and options contracts used 

in trading the shares of ICICI Bank? 

3. What are the different futures and options 

strategies used by investors to manage risk 

and maximize returns? 

 

 

 

 

Research Methodology: 

1. Research Design:  

The research design refers to the overall 

plan and structure used to collect, measure, and 

analyse data for the study. This study adopts a 

descriptive research design to analyse the use of 

derivatives, particularly futures and options 

strategies, in the trading of shares of ICICI Bank. 

The design helps in understanding investors’ 

awareness, usage, and perception of derivatives 

trading. 

2. Sample Size: 

The sample size of the study is 50 

respondents. 

3. Sample Area: 

The study focuses on respondents from 

Hyderabad and Secunderabad in Telangana State. 

4. Data Collection: 

The study uses both primary and 

secondary sources of data. 

Primary Data 

• Collected through a structured 

questionnaire survey from respondents. 

Secondary Data 

• Collected from journals, research papers, 

websites, government reports, and books. 

5. Sampling Technique: 

The study uses the convenience sampling 

technique to select respondents. 

 

Data Analysis: 

1. Awareness about Derivatives Trading: 

Table 1: Awareness of Derivatives 

Awareness Respondents Percentage 

Yes 38 76% 

No 12 24% 

Total 50 100% 

 



IJAAR    Vol. 7 No. 43  ISSN – 2347-7075 
 

 

388 

 

 

Interpretation: 

The majority of respondents (76%) are 

aware of derivatives trading such as futures and 

options. However, 24% of respondents are not 

familiar with derivatives, indicating aware of 

derivatives trading, showing that derivatives 

knowledge is relatively high among investors. 

 

2. Participation in Futures and Options 

Trading: 

Table 2: Investors Trading in Futures & 

Options 

Response Respondents Percentage 

Yes 30 60% 

No 20 40% 

Total 50 100% 

 

 

Interpretation: 

60% of the respondents actively 

participate in futures and options trading, while 

40% do not engage in derivatives trading. This 

shows that derivatives are widely used but still 

not adopted by all investors. 

 

Findings: 

1. Futures Contracts and Profit Dynamics: 

The analysis reveals that when the buy 

price of a futures contract is lower than the 

settlement price, the buyer earns a profit. 

Conversely, sellers incur losses when the futures 

price at selling is lower than the final settlement 

price 

2. Options Pricing Behavior: 

In bullish markets, call option premiums 

tend to rise, making them more profitable for 

holders. In contrast, put option premiums increase 

during bearish conditions, reflecting rising 

demand as investors seek protection against 

declining prices. 

3. Derivatives for Hedging vs. Speculation: 

The study confirms that derivatives are 

predominantly used by ICICI Bank for hedging 

purposes—to manage risks from currency, 

interest rate, and market volatility. However, 

limited speculative use is also evident through 

options and futures trading in proprietary books. 

 

Suggestions: 

1. Investment Strategy Based on Market 

Conditions: 

In bullish markets, investors are advised 

to hold call options and write put options for 

potential profit. Conversely, in bearish conditions, 

holding put options and writing calls may be more 

beneficial. 

2. Enhance Retail Awareness and Training: 

Financial regulators like SEBI, in 

collaboration with banks such as ICICI, should 

initiate awareness campaigns and educational 

programs to promote understanding of 

derivatives, especially among retail and small 

investors. 

 

Conclusion: 

The study concludes that derivatives have 

become a vital part of ICICI Bank’s financial 
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operations, enabling it to manage complex risks 

in interest rates, currency exposure, and liquidity. 

Instruments such as futures, options, forwards, 

and swaps are effectively integrated into the 

bank’s treasury and risk management functions, 

contributing to financial stability and strategic 

advantage. 

The analysis of ICICI Bank’s derivatives 

over a selected contract period (August–

September 2016) also confirms that these 

instruments offer flexibility, leverage, and return 

potential, albeit with an associated increase in 

risk. Futures and options, in particular, have 

shown efficiency in tracking spot market 

movements and providing investors with 

opportunities to hedge or speculate based on their 

risk appetite. 
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