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Abstract: Options are used as risk management tools worldwide.  Options can be used for both hedging and speculation 

purposes.  If the options are used for speculation purpose then it involves huge risk.  It is a well known fact that options are 

a type of derivative instruments which will offer only the right but not the obligation to the option holder in order to trade in 

the underlying asset.  To get this facility of exercising right, the option holder should pay premium to the option writer.  This 

option premium which is the price of the option will act as the source of expense to the option holder while entering into an 

option contract. At the same time it will act as the source of income to the option writer who has sold the option contract.  

Therefore the option trader must be very careful while deciding on the price of an option contract.  The present study will 

make an attempt to know about the problems faced by option traders while trading in options contract in India and it will 

also offer suggestions in order to minimize this premium expense by implementing suitable option trading strategies from 

trader’s perspective. 

Keywords: Derivative, Hedging, Option holder, Option Trading Strategies, Option Writer, Premium, Speculation. 

I. INTRODUCTION 

This study deals with option contracts which are effective risk management tools used worldwide.  Options are a type of 

derivative instruments which will give only the right but not the obligation in order to trade in an underlying asset at a pre 

agreed price on or before a specific time horizon.  While entering into an option contract, an option holder (buyer) should pay a 

small consideration to option writer (seller) in the form of premium.  There are two types of options contracts namely Call and 

Put options.  Call options will give the holder the right to buy the underlying asset and a put option will give the buyer the right 

to sell the underlying.  This right will be exercised by both the buyer and the seller only if the option is in-the-money that means 

if the option contract is profitable.  These call and put options can be combined in order to form the option trading strategy.  It 

can involve either buying i) a single stock and a single option contract in the underlying ii) Spread or iii) Combination.  Spread 

involves buying and selling of more than one option contract using either a call or put option.  Combination involves buying and 

selling of more than one option contracts involving a mix of both call and put option.  The present study will give an overview 

of the problems faced by the option traders while trading in options contract and it will also come out with the suggestions to 

minimize these problems by using option trading strategies from trader’s perspective. 

II. STATEMENT OF THE PROBLEM 

Option contracts are used as risk management tools.  Unlike other derivative instruments the options have a unique way of 

operation in that they offer only the right but not the obligation to the option holder.  To occupy this right the option holder must 
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pay a small amount of money in the form of premium to the option writer who is usually the seller of the option contract.  This 

right which is obtained by the option holder is an expense and the trader feels it difficult to determine the actual premium that he 

should pay by considering other factors which are mentioned in the later part of this paper.  The present study is carried out in 

order to identify the major problems faced by Indian traders while trading in options contract and it will also focus on the 

possibility through which an option trader can minimize his premium expense by following option trading strategies instead of 

trading in a single option contract. 

III. REVIEW OF LITERATURE 

Auster & Rolf hilighted the impact of taxation on option writing while implementing option trading strategies.  The author 

selected some of the most frequently used option trading strategies which are popular in options market to see the impact of 

taxation.  These strategies are most conservative strategies too.  Selling calls while holding a long position in the underlying 

stock or selling naked puts on underlying stocks that are considered for the study. The author made a sincere attempt to see the 

impact of new Tax Reform 1976 on options trading.  The tax environment has been clearly depicted with flowchart in this 

study.  Options being popular derivative instruments it is important for the investors who trade in options to know the impact of 

tax reforms on option trading (Rolf Auster, May 1977). 

Bodie, Zvi analyzed the concepts of option theory to explore the possibility of providing annuities that offer partial 

protection against inflation at a cost acceptable to retirees. The author mentioned that a contract to insure a future payment 

against inflation is equivalent to a European call option on the consumer price index. This equivalence makes it possible to 

apply the techniques of modem contingent claims analysis to the production and pricing of inflation-protected annuities that 

have deductibles and caps. The method mentioned in this study synthesizes a CPI call option through a dynamic trading strategy 

of borrowing and investing in CPI-linked bonds. The price of the insurance is the cost of implementing the strategy. The article 

also considers the question of who can provide the CPI-linked bonds that are the ultimate basis for the inflation insurance 

(Bodie, 1990). 

Naik & Vasanttilak developed a model in which the volatility of risky assets is subject to random and discontinuous shifts 

over a period of time. The author derived prices of claims contingent on such assets and analyze options-based trading strategies 

to hedge against the risk of jumps in the return volatility. The author stated that unsystematic and systematic events such as 

takeovers, major changes in business plans, or shifts in economic policy regimes may drastically alter firms' risk profiles. This 

model captured the effect of such events on options markets (NAIK, DECEMBER 1993). 

Eisenberg, Larry, Jarrow, Robert presented the theory of option pricing with random volatilities in complete markets. As 

such the study makes two contributions. First, the newly developed martingale measure technique is used to synthesize results 

dating from Merlon (1973) through Eisenberg, (1985, 1987). This synthesis illustrates how Merton's formula, the CEV formula, 

and the Black-Scholes formula are special cases of the random volatility model derived herein. In this study the impossibility of 

obtaining a self-financing trading strategy to duplicate an option in incomplete markets is demonstrated. According to the study 

this omission is important because option pricing models are often used for risk management, which requires the construction of 

synthetic options. Second, the authors derive a new formula, which is easy to interpret and easy to program, for pricing options 

given a random volatility. This formula which is for a European call option was seen to be a weighted average of Black-Scholes 

values, and was consistent with recent empirical studies finding evidence of mean-reversion in volatilities  (JARROW, 1994). 

Pantazopoulos, Konstantinos N., Tsoukalas, Lefteri H., Bourbakis, Nikolaos G., Brun, Michael J., Houstis, Elias N. 

investigated the neurofuzzy approaches for predicting financial time series and their performance in the context of various 

trading strategies involving stocks and options. The time horizon considered for the study is only few days and the trading 

strategies are applied using historical data.  In this study the authors created neutral indicators in order to duplicate the actual 
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price movement. Description of neurofuzzy approaches and financial predictions, Neurofuzzy method for stock trading 

strategies and Neurofuzzy method for prediction-based option trading strategies (K. N. Pantazopoulos, 1997). 

Gibson, Michael S., Boyer, Brian H. forecasted the correlation between two asset prices which is required to price or hedge 

an option whose payoff depends on both asset prices or to measure the risk of a portfolio whose return depends on both asset 

prices. The author found a number of factors make it difficult to evaluate forecasts of correlation. They develop a forecast 

evaluation methodology based on option pricing. The author used a forecast of the variance-covariance matrix of joint asset 

returns to generate a trading strategy for a package of simulated options. According to this study the most accurate forecast  will 

produce the most profitable trading strategy. The package of simulated options can be chosen to be sensitive to correlation, to 

volatility, or to any arbitrary combination of the two. In an empirical application, we focus on the ability to forecast the 

correlation between two stock market indexes. They compare the correlation forecasting ability of three more sophisticated 

models (two GARCH models and a two-state Markov switching model) and two simple moving averages. The author also 

found that more sophisticated models produce better correlation forecasts than the simple moving averages (Boyer, December 

1997). 

Mark Pomykacz, Mai, and Chris Olmsted studied real estate purchase options and stated that real option issues arise 

regularly in the real estate industry and within the context of real estate valuation. The authors concluded that Real option 

valuation methods and financial option pricing models are superb valuation methods. The body of knowledge is advanced in 

other financial industries and offers underused practical methods for practicing real estate appraisers. In some important cases, 

the methods are superior to conventional appraisal techniques, because they allow decision makers to more accurately estimate 

value for certain types of assets. Further Real options valuation and financial option pricing models are superior for higher-risk 

assets, assets with uncertain valuation inputs, and assets that have significant incompatible decision options. These valuation 

methods explicitly evaluate the flexibility, options, and choices inherent in an asset and account for risk and uncertainty in ways 

that conventional appraisal methods do not.  This article explains the concepts behind real options and financial option valuation 

theories, and expands on conventional real estate appraisal theory to encompass real option and financial option valuation 

theories. The article demonstrates that option valuation theories and methods can be employed on traditionally problematic 

appraisal problems, such as appraising the value of a real estate purchase option and options surrounding bankruptcy, 

abandonment, and feasibility and development planning. Several examples of options valuation are given for a land subdivision 

and a real estate purchase option. The article also provides an introductory translative bridge between the large body of 

knowledge on options valuation in the financial industries and the real estate community, since each uses different terminology 

and notation (Mark Pomykacz, 2013). 

Jap Efendi, Rebecca Files, Bo Ouyang & Edward P. Swanson found that the likelihood of forced turnover in the CEO and 

CFO positions is significantly higher for firms in the aftermath of option backdating than in propensity score matched control 

firms. In the study it was found that forced turnover occurs in about 36 percent of the accused firms. The forced turnover rates 

for CEOs and CFOs are similar and several times higher than normal. Further the authors stated that the displaced managers are 

further punished by the managerial labor market, as they are much less likely than control firm managers to be rehired at 

comparable positions. The researchers also found that backdating firms restructure CEO compensation to rely less on stock 

options. Finally, the authors learn the higher turnover extends to the General Counsel. While boards are often viewed as 

unresponsive to criticisms involving executive compensation, they did respond quite decisively to option backdating allegations 

and the accompanying adverse publicity (Jap Efendi, 2013).  

Oliver G. Spalt documented that riskier firms with higher idiosyncratic volatility grant more stock options to nonexecutive 

employees. The author analysed standard models in the literature cannot easily explain this pattern; a model in which a risk-

neutral firm and an employee with prospect theory preferences bargain over the employee’s pay package can. The author 

identified the key feature that makes stock options attractive is probability weighting. In this study the model fits the data on 
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option grants well when calibrated using standard parameters from the experimental literature.  The results are the first evidence 

that risky firms can profitably use stock options to cater to an employee demand for long-shot bets (Spalt, Aug. 2013).    

Matthew M. Wieland, Mark C. Dawkins and Michael T. Dugan dated back to the year 2002, when Standard & Poor’s 

introduced Core Earnings as proprietary, uniform earnings metric, with the goal of improving financial reporting. Through the 

study it was found that the distinguishing feature of Core Earnings is its consistent treatment of seven adjustments to GAAP 

earnings for which there is no consensus adjustment by managers and analysts. The authors used stock price and return data to 

assess whether investors perceive Core Earnings to be more value relevant than GAAP earnings. The implementation of FASB 

123R changed the calculation of GAAP and Core Earnings. This change allows the researchers to assess the role of stock option 

expense in the valuation of earnings numbers by partitioning the sample into pre- and post-FASB 123R periods and creating 

consistent measures of GAAP and Core Earnings. Their price results indicate that Core Earnings is more value relevant than 

GAAP earnings in the pre-period after controlling for stock option expense, and in the post-FASB 123R periods. The price 

results provide empirical evidence consistent with S&P’s expectation that a uniformly calculated earnings measure is a more 

consistent and useful indicator of current performance and future earnings (MATTHEW M. WIELAND, January/February 

2013). 

IV. OBJECTIVES OF THE STUDY 

The objectives of the present study are: 

 To study the problems and prospects of option traders in India. 

 To compare and prioritize the problems faced by option traders in bullish, neutral and bearish markets while trading in 

individual stock and index options.  

 To compare the significance of returns of an option holder and option writer in bullish, neutral and bearish markets.  

 To analyze option premium as a major source of expense to the option holder. 

 To determine the effectiveness of option trading strategies as a tool to minimize the loss of premium to option holder 

under bullish, neutral and bearish markets. 

 To examine the equality of risk and return in different stock and index option trading strategies under bullish, neutral 

and bearish markets.   

V. HYPOTHESIS OF THE STUDY 

For the present study the following hypothesis has been formulated: 

Table 1: Showing Hypothesis Stated for the Study 
Sl. No. Hypothesis Stated for the Study 

1 H0 – Option premium is not a major source of expense to option holder while trading in stock options contract in bullish, bearish 

and neutral markets. 

H1 – Option premium is a major source of expense while trading in stock options contract in bullish, bearish and neutral 

markets. 

2 H0 – Determining the actual price of an option is not a major problem faced by option traders. 

H1 – Determining the actual price of an option is a major problem faced by option traders. 

3 H0 – Creation of risk-reward scenario will not pose any problem to option traders while trading in options contract. 

H1 – Creation of risk-reward scenario will pose a major problem to option traders while trading in options contract. 

4 H0 – Frequency of trading will not pose any problem to option traders while trading in options contract. 

H1 – Frequency of trading will pose a major problem to option traders while trading in options contract. 

5 H0 – Entry and exit decisions will not pose any problem to option traders while trading in options contract. 

H1 – Entry and exit decisions will pose a major problem to option traders while trading in options contract. 

6 H0 – Timing will not pose any problem to option traders while trading in options contract. 

H1 – Timing will pose a major problem to option traders while trading in options contract. 

7 H0 – Liquidity is not a problem faced by option traders while trading in options contract. 

H1 – Liquidity is a major problem faced by option traders while trading in options contract. 

8 H0 – Commission charged for brokerage is not a major expense while trading in options contract. 

H1 – Commission charged for brokerage is a major expense while trading in options contract.  

9 H0 – There is no significant difference on the return from long position in stock option contract with respect to bullish, bearish 
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and neutral markets.   

H1 – There is a significant difference on the return from long position in stock option contract with respect to bullish, bearish and 

neutral markets. 

10 H0 – There is no significant difference on the return from long position in index option contract with respect to bullish, bearish 

and neutral markets.   

H1 – There is a significant difference on the return from long position in index option contract with respect to bullish, bearish and 

neutral markets. 

11 H0 – There is no significant difference on the return from short position in stock option contract with respect to bullish, bearish 

and neutral markets.   

H1 – There is a significant difference on the return from short position in stock option contract with respect to bullish, bearish 

and neutral markets.    

Source:  Research Study 
 

VI. RESEARCH METHODOLOGY 

A.  Type of research:  It is a descriptive research. 

B.  Method of Data Collection:  For the present study the data was collected through a systematic questionnaire. 

C.  Sampling method:  For the study convenience sampling was used by the researcher.   

D.  Sample size:  Sample size was 384 traders.   

E.  Justification of sample size: For the descriptive research as the population was infinite the sample size was determined 

by using the following formula (Nargundakar, 2003):  

   (   )(
 

 
)  

  

Using the above formula, irrespective of the p value the sample size comes out to be less than 385.  Therefore sample size 

of 500 respondents is more than sufficient to ensure the population proportions with 95% confidence level and 0.05 tolerance 

limits.  This sample size includes 384 respondents who are option traders and users of option trading strategies.  The rest 116 

respondents are either non traders or trader who does not trade in options contracts.  

F.  Development of research instrument:  A questionnaire was developed to get responses on “A Study on Problems and 

Prospects of Option Traders in India”.  All questions and formats are standardized so that all respondents face the same 

questionnaire.  Second, the questionnaire is designed comprehensively in order to motivate respondents to cooperate and 

accurately complete it.  The questionnaire used for this research is included in Annexure A.  The questionnaire will address 

different problems faced by option traders while trading in options contracts under bullish, bearish and neutral conditions.  

G.  Variables considered for the study:   

The variables considered for the study are stated in the table below: 

Table 2: Showing variables considered for the study 
Sl. No.  Variables Sub-Variables 

1 Problems of option traders under bullish, 

bearish and neutral conditions   
a.  Option premium 

2 b.  Mix of buying and selling 

3 c.  Determining the actual price 

4 d.  Creating a risk-reward scenario 

5 e.  To decide frequency of trading 

6 f.  To make entry and exit decisions 
7 g.  Time decay 

8 h.  Liquidity of options 

9 i.  Brokerage charges  

10 Optimization of return under Bullish, 

Bearish and Neutral market conditions 

It refers to whether a trader can optimize his 
returns by taking either of the following 
positions in options contract under bullish, 
bearish and neutral markets 
Long Call 
Long Put  
Short Call 
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Short Put 
Source:  Questionnaire Survey 

H.  Description of Measurement scale: Selecting the format of responses is very closely related to the design of the 

questionnaire.  There are four types of scales: nominal, ordinal, ratio and interval. The following table describes the 

measurement scales used for the study. 

Table 3: Showing Description of measurement scales 
Variable Scale Used Type of measurement used to measure 

this variable 
No. of 
Statements 

Name  None None  None 

Gender  Nominal  Dichotomous questions 2 

Age group Ratio Multiple choice questions  6 

Education Nominal  Multiple choice questions 6 

Profession  Nominal Multiple choice questions 6 

Annual Income  Ratio Multiple choice questions 6 

Trader/ Non trader  Nominal Dichotomous questions 2 

Familiarity in trading  Nominal Multiple choice questions 3 

Type of financial markets traded  Nominal Multiple choice questions 3 

Type of derivative instruments traded  Nominal Multiple choice questions 5 

Source:  Questionnaire survey 

I.  Significance of the study:  The present study will address the problems faced by the option traders while trading in 

option contract and hence it will also give suggestions in order to mitigate those problems faced by the traders.  The study is of 

significance to asset managers, investment managers, academicians and individual traders in order to minimize the expense of 

trading in options contract.     

J.  Data analysis strategy:  The data collected from the questionnaire is completely summarized and analyzed by using 

SPSS.  SPSS enables accuracy and makes it relatively easy to interpret data.  The following statistical tests were undertaken in 

SPSS for further analysis:   

Chart 1: Overview of the Statistical Tests used for Descriptive research 

 
Source:  Questionnaire Survey 

 

K.   Demographic characteristics of the respondents: 

The demographic variables covered in the questionnaire were as follows: 

 Gender 
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 Age group 

 Education 

 Profession 

 Annual Income  

L. Demographic Profile of respondents: 

1.  Gender Profile of respondents:   

Table 4:  Gender Profile of respondents 

 

 

 
 

 

Source:  Questionnaire Survey 

 

 Males constituted the vast majority (at 97.9%) of the sample. Females constituted the remaining 2.1% of the sample.   

2. Age Group profile of respondents: 

Table 5:  Age Group Profile of respondents 
Age Group No. of Respondents Percentage 

21 – 30 Years 31 8.10% 

31 – 40 Years 48 12.50% 

41 – 50 Years 76 19.80% 

51 – 60 Years 126 32.80% 

Above 60 Years 103 26.80% 

Total 384 100.00% 

Source:  Questionnaire Survey 

 The respondents from the age group of 51 to 60 years constituted the single largest category (at 32.8%) of the sample. 

Those aged above 60 years and 41 to 50 years constituted 26.8% and 19.8%, respectively, of the sample. The respondents aged 

between 31 to 40 years and 21 to 30 years constituted 12.5% and 8.1%, respectively. 

3. Education Profile of respondents: 

Table 6:  Education Profile of respondents 
Education Count percentage 

High School 48 12.50% 

Intermediate 64 16.70% 

Degree 157 40.90% 

Master Degree 65 16.90% 

Doctorate 50 13.00% 

Total 384 100.00% 

Source:  Questionnaire Survey 

Gender No. of Respondents Percentage 

Male 376 97.90% 

Female 8 2.10% 

Total 384 100.00% 
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The degree holders constituted the single largest category (at 40.9%) of the sample. Those having master degree and from 

intermediate constituted 16.9% and 16.7%, respectively, of the sample. Those having a doctorate degree and those from high 

school constituted 13.0% and 12.5%, respectively, of the sample. 

4. Profession Profile of the respondents: 

Table 7:  Profession Profile of respondents 
Profession No. of respondents Percentage 

Government Employee 51 13.30% 

Private Employee 73 19.00% 

Business Proprietor 149 38.80% 

House Wife 8 2.10% 

Retired Employee 103 26.80% 

Total 384 100.00% 

Source:  Questionnaire Survey 

The business proprietors constituted the single largest category (at 38.8%) of the sample. The retired employees and private 

employees constituted 26.8% and 19.0%, respectively, of the sample. The government employee and house wives constituted 

13.3% and 2.1%, respectively, of the sample. 

 

5. Income Profile of respondents: 

Table 8:  Income Profile of respondents 

Annual Income 
No. of 

respondents 
Percentage 

Upto 1,00,000 34 8.90% 

1,00,001-3,00,000 89 23.20% 

3,00,001-5,00,000 178 46.40% 

5,00,001-7,00,000 38 9.90% 

7,00,001-9,00,000 29 7.60% 

Above 9,00,000 16 4.20% 

Total 384 100.00% 

Source:  Questionnaire Survey 

The respondents earning between Rs. 3,00,001 and 5,00,000 constituted the single largest category (at 46.4%) of the 

sample. Those earning between Rs. 1,00,001 and 3,00,000 and between Rs. 5,00,001 and 7,00,000 constituted 23.2% and 9.9%, 

respectively, of the sample. Those earning in the range of upto Rs. 1,00,000, 7,00,001-9,00,000, and above 9,00,000 constituted 

8.9%, 7.6%, and 4.2%, respectively, of the sample. 

6. Trading Profile of the respondents: 

Table 9:  Trading Profile of respondents 
Trading Profile No. of respondents Percentage 

Trader 384 100.00% 

Beginner 76 19.80% 

Intermediate 103 26.80% 

Expert 205 53.40% 
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Trade in Options Markets only 269 70.10% 

Trade in both F&O segment 115 29.90% 

Trade in Options Markets only 269 70.10% 

Trade in both F&O segment 115 29.90% 

    Source:  Questionnaire Survey 

All respondents who are traders are considered for collecting the data.  Total number of traders was 384.  In that experts 

constituted 53.4% of the sample while the intermediates and beginners constituted 26.8% and 19.8%, respectively, of the 

sample. About 70.1% each of the respondents stated that they were dealing in options segment only. Those dealing in both F&O 

segment constituted 29.9% each of the samples. 

7.  Analysis and interpretation of One way ANOVA: 

Objective of the study:  For the present study One way ANOVA was conducted in order to see if there are significant 

differences in various parameters across bullish, bearish and neutral markets amongst the options traders.   

7.1 Hypothesis stated for the study: 

H0 – There are no significant differences amongst option traders with respect to various parameters in bullish, bearish and 

neutral markets. 

H1 – There are significant differences amongst option traders with respected to various parameters in bullish, bearish and 

neutral markets.   

7.2: Results of One way ANOVA: 

The results of one way ANOVA, Mean, Standard Deviation, F-test value and level of significance for nine main variables 

are tabulated below: 

Table 10:  Results of one way ANOVA 
Variables  N Mean Std. 

Deviation 
F Sig. 

V1.A trader can optimize his returns by taking a long call position in a stock option 
contract 

Bullish 384 1.78 1.064 192.557 .000** 

Neutral 384 1.86 1.123   

Bearish 384 3.40 1.619   

Total 1152 2.35 1.493   

V2.A trader can optimize his returns by taking a short call position in an option contract Bullish 384 3.65 1.589 237.897 .000** 

Neutral 384 3.65 1.589   

Bearish 384 1.70 1.045   

Total 1152 3.00 1.700   

V3.A trader can optimize his returns by taking a long put position in a stock option 
contract 

Bullish 384 1.70 1.045 .089 .915 

Neutral 384 1.73 1.162   

Bearish 384 1.70 1.045   

Total 1152 1.71 1.085   

V4.A trader can optimize his returns by taking a short put position in a stock option 
contract 

Bullish 384 3.65 1.447 21.753 .000** 

Neutral 384 3.09 1.183   

Bearish 384 3.65 1.447   

Total 1152 3.46 1.389   
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V5.Effective implementation of Option trading strategies will minimize the loss of 
premium to the option holder 

Bullish 384 3.92 1.403 429.198 .000** 

Neutral 384 1.79 1.020   

Bearish 384 1.79 1.020   

Total 1152 2.50 1.534   

V6.Different Individual Stock Option trading strategies are equal in terms of risk Bullish 384 1.87 1.188 337.494 .000** 

Neutral 384 1.92 1.140   

Bearish 384 3.92 1.403   

Total 1152 2.57 1.572   

V7.Different Index Stock Option trading strategies are equal in terms of risk Bullish 384 1.87 1.188 337.494 .000** 

Neutral 384 1.92 1.140   

Bearish 384 3.92 1.403   

Total 1152 2.57 1.572   

V8.Different Individual Stock Option trading strategies are equal in terms of return Bullish 384 1.87 1.188 337.494 .000** 

Neutral 384 1.92 1.140   

Bearish 384 3.92 1.403   

Total 1152 2.57 1.572   

V9.Different Index Stock Option trading strategies are equal in terms of return Bullish 384 1.87 1.188 337.494 .000** 

Neutral 384 1.92 1.140   

Bearish 384 3.92 1.403   

Total 1152 2.57 1.572   

Source:  SPSS Analysis 

Chart 2:  Depicting Results of One Way ANOVA 

 
Source:  SPSS Analysis 

 

An analysis of the above table brings out that: 

 A trader can optimize his returns by taking a long call position in a stock option contract: The bullish traders gave this 

parameter a mean score of 1.78 while the neutral and bearish traders gave it mean scores of 1.86 and 3.40, respectively. 

An analysis of the above table brings out that the F-value is 192.557 and significance is 0.000. Since the significance 

value is less than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 

5% level. Hence, null hypothesis is rejected and alternate hypothesis is accepted. 

 A trader can optimize his returns by taking a short call position in an option contract: The bullish traders gave this 

parameter a mean score of 3.65 while the neutral and bearish traders gave it mean scores of 3.65 and 1.70, respectively. 

An analysis of the above table brings out that the F-value is 237.897 and significance is 0.000. Since the significance 

value is less than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 

5% level. Hence, null hypothesis is rejected and alternate hypothesis is accepted. 
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 A trader can optimize his returns by taking a long put position in a stock option contract: The bullish traders gave this 

parameter a mean score of 1.70 while the neutral and bearish traders gave it mean scores of 1.73 and 1.70, respectively. 

An analysis of the above table brings out that the F-value is 0.089 and significance is 0.915. Since the significance 

value is more than 0.05, the mean differences existing for this parameter across the traders perspective are not 

significant at 5% level. Hence, null hypothesis is accepted. 

 A trader can optimize his returns by taking a short put position in a stock option contract: The bullish traders gave this 

parameter a mean score of 3.65 while the neutral and bearish traders gave it mean scores of 3.09 and 3.65, respectively. 

An analysis of the above table brings out that the F-value is 21.753 and significance is 0.000. Since the significance 

value is less than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 

5% level. Hence, null hypothesis is rejected and alternate hypothesis is accepted. 

 Effective implementation of Option trading strategies will minimize the loss of premium to the option holder: The 

bullish traders gave this parameter a mean score of 3.92 while the neutral and bearish traders gave it mean scores of 

1.79 each. An analysis of the above table brings out that the F-value is 429.198 and significance is 0.000. Since the 

significance value is less than 0.05, the mean differences existing for this parameter across the traders perspective are 

significant at 5% level. Hence, null hypothesis is rejected and alternate hypothesis is accepted. 

 Different Individual Stock Option trading strategies are equal in terms of risk: The bullish traders gave this parameter a 

mean score of 1.87 while the neutral and bearish traders gave it mean scores of 1.92 and 3.92, respectively. An analysis 

of the above table brings out that the F-value is 337.494 and significance is 0.000. Since the significance value is less 

than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 5% level. 

Hence, null hypothesis is rejected and alternate hypothesis is accepted 

 Different Index Stock Option trading strategies are equal in terms of risk: The bullish traders gave this parameter a 

mean score of 1.87 while the neutral and bearish traders gave it mean scores of 1.92 and 3.92, respectively. An analysis 

of the above table brings out that the F-value is 337.494 and significance is 0.000. Since the significance value is less 

than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 5% level. 

Hence, null hypothesis is rejected and alternate hypothesis is accepted 

 Different Individual Stock Option trading strategies are equal in terms of return: The bullish traders gave this 

parameter a mean score of 1.87 while the neutral and bearish traders gave it mean scores of 1.92 and 3.92, respectively. 

An analysis of the above table brings out that the F-value is 337.494 and significance is 0.000. Since the significance 

value is less than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 

5% level. Hence, null hypothesis is rejected and alternate hypothesis is accepted 

 Different Index Stock Option trading strategies are equal in terms of return: The bullish traders gave this parameter a 

mean score of 1.87 while the neutral and bearish traders gave it mean scores of 1.92 and 3.92, respectively. An analysis 

of the above table brings out that the F-value is 337.494 and significance is 0.000. Since the significance value is less 

than 0.05, the mean differences existing for this parameter across the traders perspective are significant at 5% level. 

Hence, null hypothesis is rejected and alternate hypothesis is accepted. 

7.3 Pearson Correlation Test between nine main variables selected for the study: 

Table 11:  Results of Pearson Correlation Test 
Pearson Correlation 

Variables 1 2 3 4 5 6 7 8 9 

A trader can optimize his returns by taking a long call position in a 
stock option contract 

1.00         

A trader can optimize his returns by taking a short call position in an 
option contract 

-.429** 1.00        
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A trader can optimize his returns by taking a long put position in a 
stock option contract 

.252** .125** 1.00       

A trader can optimize his returns by taking a short put position in a 
stock option contract 

-.104** 0.00 -.496** 1.00      

Effective implementation of Option trading strategies will minimize 
the loss of premium to the option holder 

-.213** .318** 0.03 .174** 1.00     

Different Individual Stock Option trading strategies are equal in 
terms of risk 

.449** -.464** .181** 0.04 -.223** 1.00    

Different Index Stock Option trading strategies are equal in terms of 
risk 

.449** -.464** .181** 0.04 -.223** 1.000** 1.00   

Different Individual Stock Option trading strategies are equal in 
terms of return 

.449** -.464** .181** 0.04 -.223** 1.000** 1.000** 1.00  

Different Index Stock Option trading strategies are equal in terms of 
return 

.449** -.464** .181** 0.04 -.223** 1.000** 1.000** 1.000** 1.00 

**. Correlation is significant at the 0.01 level (1-tailed). 
Source:  SPSS Analysis 

An analysis of the above table brings out that: 

 Different Index Stock Option trading strategies are equal in terms of return: This parameter was found to have positive 

and significant (at 1% level) correlations with 'A trader can optimize his returns by taking a long call position in a stock 

option contract', 'A trader can optimize his returns by taking a long put position in a stock option contract', 'Different 

Individual Stock Option trading strategies are equal in terms of risk', 'Different Index Stock Option trading strategies 

are equal in terms of risk' and 'Different Individual Stock Option trading strategies are equal in terms of return'. It also 

had negative and significant (at 1% level) correlations with 'A trader can optimize his returns by taking a short call 

position in an option contract' and 'Effective implementation of Option trading strategies will minimize the loss of 

premium to the option holder'. 

 Different Individual Stock Option trading strategies are equal in terms of return: This parameter was found to have 

positive and significant (at 1% level) correlations with 'A trader can optimize his returns by taking a long call position 

in a stock option contract', 'A trader can optimize his returns by taking a long put position in a stock option contract', 

'Different Individual Stock Option trading strategies are equal in terms of risk' and 'Different Index Stock Option 

trading strategies are equal in terms of risk'. It also had negative and significant (at 1% level) correlations with 'A 

trader can optimize his returns by taking a short call position in an option contract' and 'Effective implementation of 

Option trading strategies will minimize the loss of premium to the option holder'. 

 Different Index Stock Option trading strategies are equal in terms of risk: This parameter was found to have positive 

and significant (at 1% level) correlations with 'A trader can optimize his returns by taking a long call position in a stock 

option contract', 'A trader can optimize his returns by taking a long put position in a stock option contract', and 

'Different Individual Stock Option trading strategies are equal in terms of risk'. It also had negative and significant (at 

1% level) correlations with 'A trader can optimize his returns by taking a short call position in an option contract' and 

'Effective implementation of Option trading strategies will minimize the loss of premium to the option holder'.  

 Different Individual Stock Option trading: This parameter was found to have positive and significant (at 1% level) 

correlations with 'A trader can optimize his returns by taking a long call position in a stock option contract', and 'A 

trader can optimize his returns by taking a long put position in a stock option contract'. It also had negative and 

significant (at 1% level) correlations with 'A trader can optimize his returns by taking a short call position in an option 

contract' and 'Effective implementation of Option trading strategies will minimize the loss of premium to the option 

holder'. 

 Effective implementation of Option trading strategies will minimize the loss of premium to the option holder: This 

parameter was found to have  positive and significant (at 1% level) correlations with 'A trader can optimize his returns 

by taking a short call position in an option contract' and 'A trader can optimize his returns by taking a short put position 
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in a stock option contract' and negative and significant correlation (at 1% level) with 'A trader can optimize his returns 

by taking a long call position in a stock option contract'. 

 A trader can optimize his returns by taking a short put position in a stock option contract: This parameter was found to 

have negative and significant (at 1% level) correlations with 'A trader can optimize his returns by taking a long call 

position in a stock option contract' and 'A trader can optimize his returns by taking a long put position in a stock option 

contract'. 

 A trader can optimize his returns by taking a long put position in a stock option contract: This parameter was found to 

have positive and significant (at 1% level) correlations with 'A trader can optimize his returns by taking a long call 

position in a stock option contract' and 'A trader can optimize his returns by taking a short call position in an option 

contract'. 

 A trader can optimize his returns by taking a short call position in an option contract: This parameter was found to have  

negative and significant (at 1% level) correlation with 'A trader can optimize his returns by taking a long call position 

in a stock option contract'. 

7.4 Results of Cronbach’s Alpha to test reliability of results: 

Cronbach’s Alpha is a measure of reliability. It is commonly used as a measure of the internal consistency or reliability of a 

psychometric test score. Going by the rule of thumb, α ≥ 0.9 interprets excellent internal consistency. For the present study the 

value of Cronbach’s alpha was found to be 0.908.  Hence, the value of 0.908 obtained for various variables of this study 

translate into excellent internal consistency amongst the variables.   

7.5 Descriptive Statistics: 

Table 12:  Results of Descriptive Statistics 
Variables Mean Std. Deviation 

A trader can optimize his returns by taking a long call position in a stock option contract 2.35 1.493 

A trader can optimize his returns by taking a short call position in an option contract 3 1.7 

A trader can optimize his returns by taking a long put position in a stock option contract 1.71 1.085 

A trader can optimize his returns by taking a short put position in a stock option contract 3.46 1.389 

Effective implementation of Option trading strategies will minimize the loss of premium to the option holder 2.5 1.534 

Different Individual Stock Option trading strategies are equal in terms of risk 2.57 1.572 

Different Index Stock Option trading strategies are equal in terms of risk 2.57 1.572 

Different Individual Stock Option trading strategies are equal in terms of return 2.57 1.572 

Different Index Stock Option trading strategies are equal in terms of return 2.57 1.572 
Source:  SPSS Analysis 

An analysis of the above table brings out that 'A trader can optimize his returns by taking a short put position in a stock 

option contract' achieved the highest mean score of 3.46. This was followed by 'A trader can optimize his returns by taking a 

short call position in an option contract' which achieved a mean score of 3.00. 'Different Individual Stock Option trading 

strategies are equal in terms of risk', 'Different Index Stock Option trading strategies are equal in terms of risk', 'Different 

Individual Stock Option trading strategies are equal in terms of return' and 'Different Index Stock Option trading strategies are 

equal in terms of return' achieved mean scores of 2.57 each. While 'Effective implementation of Option trading strategies will 

minimize the loss of premium to the option holder' and 'A trader can optimize his returns by taking a long call position in a 

stock option contract' achieved mean scores of 2.50 and 2.35, respectively, the same achieved by 'A trader can optimize his 

returns by taking a long put position in a stock option contract was 1.71. 

7.6 Results of Kruskal Wallis Test for testing significance of differences in traders perspective with respect to Index options 

and Individual stock options: 
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Kruskal Wallis test is a non parametric test used to treat the data which is in ranking order.  It if used for comparing two or 

more independent samples of equal or different sample sizes.  For the present study Kruskal Wallis test is used to find whether 

there is a significant difference amongst the problems faced by option traders in case of index options and individual stock 

options contract.  From the test it was found that there is no significant difference between traders approach while trading in 

individual stock options and index options.   

K.  Reliability statistics:  Chronbach’s Alpha is a measure of reliability. It is commonly used as a measure of the internal 

consistency or reliability of a psychometric test score. Going by the rule of thumb, α ≥ 0.9 interprets excellent internal 

consistency. For the present study the value of Cronbach’s alpha was found to be 0.908.  Hence, the value of 0.908 obtained for 

various variables of this study translate into excellent internal consistency amongst the variables.     

L.  Major findings of the study:  From the analysis of above data it was found that: 

 Determining the price of an option contract is a major problem faced by Indian traders while trading in options 

contracts.  Though many soft wares are available to calculate the price of an option contract they are very costly and a 

trader cannot afford the price of it.  The free soft wares fail to give the correct price of an option contract.   

 There is no significant difference in the problems faced by option traders when the underlying is either an index option 

or an individual stock option from traders perspective.   

 Through One way ANOVA it was found that there is a difference in the significance of returns obtained by the option 

trader under bullish, bearish and neutral markets. 

 By the results obtained from Cronbach Alpha it was found that option premium is a major expense to the option trader 

and it can be minimized by following different option trading strategies instead of trading in individual stock options.   

 Through One way ANOVA it was found that there is a difference in the risk and return in stock and index options 

under bullish, bearish and neutral markets. 

 Amongst the different variables which will have a significant impact on trading in option trading strategies it was 

found that price of the option contract is having major impact.  

VII. CONCLUSION 

Determining the price of an option contract is a major problem faced by the traders while trading in options contract.  All 

the factors having significant impact on option trading are positively correlated indicating that they move in the same direction.  

Determining option premium is a major problem faced by option traders irrespective of the underlying asset traded.  Option 

trading strategies will minimize the loss of premium to the option trader as they involve buying and selling more than one 

options contract thereby an option trader can diversify his risk irrespective of bullish, bearish and neutral conditions.  There is a 

significant difference in the risk and return pattern of pay off profiles under bullish, bearish and neutral markets based on traders 

perspective. 
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