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Currency Futures Traded on the NSE

DHArRen KumaR PANDEY

The main theme of this paper is to assess the speed in which the growth of
currency futures in India has accelerated. It also aims at examining the
volatility of the currency futures. In order to study the growth of the currency
futures, the number of contracts traded and open interest at NSE has been
inclusively compared. Atiempt has been made to check whether the daily
returns of the NSE on currency futures are normally distributed. For this
purpose the changes in the daily value of Rupee as compared to Dollar, Yen,
Euro and Pound have been calculated for the period and the data have been
used for the ANOVA Test to test the hypothesis that the returns are nomally
distributed. The currency futures have received a good response from the
investors as well as the hedgers. Initially, currency futures were started for

~ USD-INR contracts but trading in Euro-INR, Yen-INR and Pound-INR contracts
have been introduced in January 2010. The risk involved is comparatively
low in this case and currency futures has proved to be a good tool for hedging
the risk involved in the currency of a country (currency risk).

Introduction

In order to facilitate direct hedging of currency risk in other currency pairs
as well, it has been decided, as announced in the Second Quarter Review of
Monetary Policy 2009-10 (Para 117), to permit the recognized stock exchanges
to offer currency futures contracts in the currency pairs of Euro-INR,
Japanese Yen (JPY)-INR and Pound Sterling (GBP)-INR, in addition to the
USD-INR contracts, with immediate effect.

Pricing and Settlement of Currency Futures

According to the interest rate parity theory, the currency margin is dependent
mainly on the prevailing interest rate (for investment for the given time
period) in the two currencies. Therefore, the currency futures prices are
determined with the help of the spot rates and interest rates prevailing at
that time. The following formula is used to set the price for a contract for a
given currency pair:

F=S{1 +RXT)+(1+R,xT)
where,
F = the price for the currency futures contract;

Dharen Kumar Pandey is Research Scholar, Faculty of Commerce, Banaras Hindu University,
Varanasi-221005
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S = the spot rate for the currency pair;

R, = the interest rate of the quote currency;
R, = the interest rate of the base currency;
T = the time to maturity (in days).

After the expiry of the currency futures contracts, the currency futures are
settled in cash in the underlying currency. This is due to the reason that
the currency futures are based upon the exchange rate of both the currencies.
The delivery is made in cash in the underlying currency.

Research Methodology

Currency futures have significantly gained importance all over the world.
The futures market holds a great importance in the economy and, therefore,
it becomes imperative that we analyse this important market and seek
answers to a few basic questions. The main theme of the study is to assess
the progress of the currency futures in India with a compact view over the
volatility of the currency futures. In order to study the growth of the currency
futures, the number of contracts traded and open interest for the available
four currency futures contracts at the NSE have been inclusively compared.
The correlation between the open interest and the contracts traded is used
to conclude the growth of the currency futures. If both these values are
increasing and correlated positively, then it means that the growth has
been satisfactory. But if there is a negative correlation between the two
values, the growth is not considered to be satisfactory. Attempt has been
made to check whether the daily returns of the NSE on currency futures are
normally distributed. ANOVA has been used to test the variance among the
returns from various currencies.

H,: The returns of the currency futures are normally distributed.
H,: The returns of the currency futures are not normally distributed.

Analysis

Open Interest and Volume of Contracts Traded

Open interest is the total number of outstanding contracts that are held by
the market partricipants at the end of the day. It is also considered as the
number of futures contracts that have not yet been exercised, expired or
fulfilled by delivery. It is often used to confirm the trends and trends reversals
for futures markets. It measures the flow of money into the futures market.
A sellor and a buyer forms one contract and hence in order to determine the
total open interest in the market we need to know either the total of buyers
or the sellers and not the sum of both. The open interest position that is
reported each day represents the increase or decrease in the number of
contracts for that day. An increasing open interest means that the new
money is flowing in the marketplace and the present trend will continue. If
the open interest is declining it implies that the market is liquidating and
the prevailing price trend is coming to an end. The leveling off of open interest
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following a sustained price advance is often an early warning of the end to
an uptrending or bull market.

The interpretations which can made on the basis of the open interest may
be shown with the help of the Table 1.

Table 1: Open interest

Price Open Interest Interpretation

Rising Rising Market is Strong

Rising Falling Market is weakening
Falling Rising Market is Weak

Falling Falling Market is Strengthening

The number of contracts traded on a stock exchange shows the total volume
of contracts traded. An increase in the number of contracts traded on an
stock exchange expresses the growth of trade in that particular stock
exchange for a particular currency future.

Figure 1 shows the open interest and contracts traded for the EURO-INR
currency futures. We can easily see that both, the open interest and the
volume of contracts traded, have been declining in this case. This is not a
good indication towards the growth of currency futures. The correlation
calculated between the open interest and the contracts traded gave a negative
value of -0.32 which represents that although not so strong but a negative
correlation between them indicates that the growth for EURO-INR currency
futures is not satisfactory. Further study of other currency futures reveal
that all have performed well but only the performance of the EURO-INR
currency futures have been dissatisfactory.

AN ringn JCRETSCEs]  oween ERInIESY

o & & $ P » & g 3 A5 #

) : L5 K A J v
<& P A N t\;iﬁ & @ W

& o

Figure 1: Volume and open interest for EURO-INR currency futures since
February 2010

Figure 2 shows the open interest and volumes contracted for the GBP-INR
currency futures and depicts that the currency futures have been growing
at a steady rate. Both, the open interest and the volumes contacted, have
been growing and thus indicating towards positivity. The correlation
coefficient +0.33 also supports that there has been a positive relation between
the open interest and contracted volumes which again concludes that the
GBP-INR currency futures have been performing well.
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Figure 2: Volume and open interest for GBP-INR currency futures since
February 2010

Figure 3 shows the open interest and volumes of contracts traded for the
JPY-INR currency futures and depict that the currency futures have been
growing but not steadily. There has been major downfalls during May 2010
when it got lowered and then again started rising up. But the correlation
between the open interest and the contracted volumes is +0.57 thus
concluding that a significant growth has taken place in the JPY-INR
contracts during the period.
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Figure 3: Volume and open interest for JPY-INR currency futures since
February 2010

- Figure 4 shows the open interest and contracted volumes of the USD-INR
currency futures for the period August 2008 to December 2010. A good growth
is noticed for the USD-INR currency futures. The correlation coefficient of
+0.87 in fact shows that the growth of both, the open interest and the
contracted volumes has been high. The one-and-a half year period
experienced a good demand for the USD-INR currency futures.
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Figure 4: Volume and open interest for USD-INR currency futures since
August 2008

Daily fluctuations in the Value of Rupee

The positive mean for Yen reveals that it has been more profitable for the
investors. The negative mean in rest of the currencies tells that there has
been an overall negative return for the whole period. However, US dollar has
been performing well among these three currencies.with negative average
return. When it comes for volatility, the value of Rupee has been much volatile |
in case of Yen, then in case of Euro, Pound and US dollar respectively. Less
volatility and a good average return has been seen for the US Dollar currency
(Table 2).

Table 2: Descriptive statistics

USD GBP EURO JPY
Mean -0.01371 -0.02678 -0.03039 0.035231
Median ' 0 -0.03074 -0.04827 0.091743
Standard Deviation 0.51999 0.661351 0.666456 0.909785
Sample Variance 0.270389 0.437386 0.444164 0.827709
Kurtosis 1.443739 2.197999 2.574248 1.179202
Skewness 0.058632 -0.08153 0.650772 -0.00375
Minimum -2.16523 -2,74025 -1.81694 -3.14931
Maximum 1.630435 2.575663 2.889246 2.998411
No of Observations 223 223 223 223

The analysis of variance among the changes in value of Rupee for all the
four currency reveals that the returns have been following a normal
distribution and that there is no significant difference between the returns
from these currencies. The results of the ANOVA are shown in Table 3.
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Table 3: ANOVA results

Source of Variation SS df MS F P-value F crit.
Between Groups 0.614 3 0205 0413 0743 28615
Within Groups 439.482 888 0.495

Total 440.095 891

Conclusion

The Indian currency futures market has experienced an impressive growth
since its introduction. The upward trend of the volumes and open interest
for currency futures in NSE explains the whole story in detail. The growth of
USD-INR currency futures since August 2008 led to the introduction of three
other currency futures in January 2010. The GBP-INR, JPY-INR and the
USD-INR currency futures have recorded a growth and thus confirmed that
the introduction of currency futures have been a good step taken by the
Government. But the EURO-INR currency futures have not motivated. It
has been seen that the value of Rupee for Euro has been more volatile and
also the return was negative and the least. Thus, the volatility in the value
might have been the reason behind this dissatisfactory growth. The US Dollar
has been least volatile and the return from it was also good. The correlation
between the open interest and the contracts traded has been the maximum
in this case. It is +0.87 thus signifying the growth of the USD-INR currency
futures. The overall currency futures performance has been encouraging
and thus a good future is expected for the currency futures. The correlation
test also explained that the relationship between the open interest and traded
volumes is very much significant and that the change in the value of currency
is normally distributed thus illustrating that the risk is minimum in the
currency futures contracts. The risk involved is comparatively low in this-
case and currency futures has proved to be a good tool for hedging the risk
involved in the currency of a country (currency risk). It is hoped that the
currency futures market will develop faster and it will be a good choice for
all the market participants in the near future and it will find its way in the
Indian economy. :

REFERENCES

Choudhari, N. 2009. Global recession and its impact on Indian Sfinancial market.
www.aima-ind.org/.../Nidhi_Choudhari_2408098 28200957051 78.pdf.

Guru, A. 2009. Indian derivative markets: some policy issues. SSRN: http:/ /ssrn.com/
abstract=1428685. o

Guru, A. 2009. Forex derivative markets in India: Developments thus far and road
ahead. Retrieved from SSRN: http:/ /ssrn.com/abstract=1420615

-Jaiswal, K.S. & Saha, D. 2009. Currency futures trading in India. Indian Journal of
Finance, Vol. 3(4}, pp 28-34.



20

Naik, G. & Jain, S.K. 2002. Indian agricultural commodity futures market:
performance survey. Economic and Political Weekly. Vol. 37 (30). pp 3161-73.

Currency Futures Traded on the N.

Patil, R.H. 2003. Exchange traded interest rate derivatives. Economic and Politi

Weekly. Money, Banking and Finance. Vol. 38 (8). pp 755-60.

Pavaskar, M.G. 1970. Futures trading and price variations. Economic and Politi

Weekly. Vol. 5 (9). pp 425-28.

Report of the RBI-SEBI Standing Technical Committee on Exchange Traded Curren:

Futures. 2008.
The NSE Website.

Currency Futures {Reserve Bank) Directions, 2008.
Currency Futures {Reserve Bank) (Amendment) Directions, 2010.

Circulars of the RBI and the NSE.

il

Corrigendum

The author has joined Sikkim University
and the correct address of the author is as
follow:

IJC Vol. 64 No. 4 Oct — Dec 2011

Impact of Reforms on Indian
Life Insurance

Author: Dr. Amlan Ghosh
Assistant Professor & Coordinator
Department of Management

and Commerce

School of Management

Sikkim University

P.O. Tadong, Gangtok

Sikkim

The name of the first author was not
provided by the author. The author has
requested to incorporate the name of first
author which is as follow:

1JC Vol. 64 No. 3 July-Sep 2011

Impact of Currency Future
Trading on Base Metals Prices: An
Analytical Study

First Author: Nitin Sethi
Research Scholar :
College of Management and Computer

"| Applications

Teerthanker Mahaveer University
Moradabad '
Second Author: Deepak Jain
Assistant Professor

Shri Mata Vaishno Devi University
Katra




