NIFTY PUT OPTIONS of 10,500, 10,700 and 11,000 strikes for the May series see increase in activity

May Series Options Premiums Zoom
as Investors Rush for Poll Cover

Rajesh.Mascarenhas @timesgroup.com

Mumbai: Activity in May series futures
and options is building up in the run-up
to the general elections. Traders are in-
creasingly buying May series contracts
mainly tohedge against any downside in
the market.

Usually, current month contracts (in
this case: March)arethe mostactive, whi-
le far month derivatives (like May) are
hardly traded. This time, traders are bet-
ting on May futures and options as the
market has swung wildly in reaction to
the election results. The result isspike in
options premiums — the price that tra-
ders pay to buy options.

“Historically we have seen strong momen-
tum in Indian markets in election months
and that is also the reason that causes hig-
her option premium in the May series
which has priceof volatileevent aswell due
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to its higher vega factor,” said Chandan Ta-
paria, analyst - derivatives, Motilal Oswal
Financial Services,

Nifty put options of strike 10,500, 10,700
and 11,000 amongothers in the May series
have seen an increase in activity in the
last week or so. The Niftv closed at 11,343

on Thursday. When a trader or investor
buys a put option, she is betting that the
underlying stock or index will weaken.

“Thesecontracts arenot veryli-

quid as of now and its early quo-

J tes are on the basis of less open

interest, But, price quotes and

trade setup suggest that partici-

pants are at least expecting the movement

of more than 700-800 points in Nifty index
due to the election outcome,” said Taparia.
The premium for Nifty put option of

10,500 strike for May seriesiscurrently at

¥140 as against 28 for the March end seri-

es. Nifty put for similar strike price was

trading at 7 on March 14, 2018 and at 20
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inJanuary 14, 2019,

“Option premium guotes have spiked
for May series because (options) writers
are charging much higher premium on
the eve of election outcome at higher
implied volatility of 20-25% compared to
the recent volatility of 15-20%,
gesh Radke, head of alternative & guanti-
tative research at Edelweiss Securities.
Options writers, or sellers, are the coun-
terparties tothe buyers

“Since there is amajor event in May, op-
tions premiums are expensive. Implied
volatility isat 23-24 levels compared to 16-
17 now,"” said Ashish Chaturmohta, head
of derivatives & technical, Sanctum We-
alth Management.

The build-up of activity in Nifty call op-
tionsof the May series isrelatively mode-
rate compared to put options, suggesting
hedgers are buying protection.
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ARBITRAGE BETWEEN forex and money
markets likely to compress, say analysts
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Equity schemes

Stepping on The Gas

Mutual Funds Increase Holding in
‘Attractively Valued’ Oil & Gas Stocks

panies are now rewarding share-
holders by giving dividends and
buybacks which are close to 50-

“While in short term bond vields
are likely to fall, long-term vields
may risedue to thelatest RBI liquidi-
tymeasure,”said Anindya Banerjee,
an analvst at Kotak Securities. “The
absence open-market purchase ope-
rations will cut supplyof long-matu-
rity bonds, but the cash availability
in the system should push down
shorter-maturity rates.”

The central bank would also not fe-
el the urge to shore up forex reserves
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In ordertomeet the durable liguidi-
ty needs of the system, the RBI has
decided to augment its liguidity ma-
nagement toolkit and inject rupee li-
quidity for longer duration through
long-term foreignexchange buy/sell
swap, the bank said.

The auction will happen on March
26 and the buy/sell swap will run up
to March 28, 2022, or for a three-year
duration. Under this, a bank can sell

Mumbai: The Sensex and Nifty
closed almost flat Thursday aftera
volatile trade as gains in financi-
als and power stocks were balan-
ced out by heavy profit booking in
IT and energy . The Sensex erased
itsearly gains toend up 2.72 points
at 37,754.89, extending the win-
ning run to a fourth session. The
NSE Nifty closed marginally up
by 1. Eﬁpmnts or0.01%, at11,343.25
as gains in financials like Indu-
sind Bank, Yes Bank, pharma and
power stocks were offset by losses
in IT, energy and auto stocks. Fi-
nancials such as IndusInd Bank,
Yes Bank, Kotak Bank and HDFC
rose upto2.84% onexpectationsof
loan growth following the RBEI's
move to inject liquidity through
the dollar-rupee swap auction.
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INCrease SECtDr Company Price P/E P/B Cap (Cr) Paharia, chief investment offi- up to the dollar stock, he said. simultaneously agree to buv the
we | ght fDr the BPCL ‘.'-I'Eiﬂ 3| 1267 233 84,676 cer at Union Mutual Fund. Earlier,thecentral bank wasactive- sameamount of dollars at the end of
2 Uindi 6645 23' 24 4' > 1 - 455 As per data from Value Rese- ly seen buying dollars whenever the the swap period.
fourth successive Castral india L Lol ML, 5, arch, GAIL trades at a PE ratio of
Hi h GAIL (India) 3536 1349, 178 79,919 13.49 times and PB of 1.78 times,
HPCL 26715 B.48| 153 40,739 while BPCL trades at a PE of 12.67 P P
ara of 548 an L53, an i ifi
T : - ; The move may lead to aratingdowngradeand arise
Oil India 17865 553 0.7 20,280 ONGC is trading at near all-time : : : -
Mumbai: Mutual fundshavebe-  petronet LNG 23755 | 15921 3.35 35,632 lowson PE and P/B. Theearnings incost of funding as investors would factorin the
en adding shares of oil and gas T ey e T estimates are based on $60/bbl oil absence of sovereign backing for the bank. “|DBI Bank has been
companies such as GAIL, HPCL, R T il v lsn-urm- v.uui; Fte;uarcn which is mid cycle, and ONGC's categorised asa ‘Private Sector Bank' for regulatory purposes

BPCL and ONGC over the last
few months, encouraged by che-
ap valuations. As per areport by
Motilal Oswal Financial Servi-
ces, equity schemes have increa-
sed their oil and gas sector we-
ight for the fourth successive
month in February to reach a
new high of 7.8%, arise of 20 ba-
sis points from the previous
months, and 120 basis points
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BANKS CONTINUE TO REMAIN 'TOO BIGTO FAIL'LENDERS

SBI, ICICI and HDFC Banks to Comply
With Additional Capital Norms: RBI

Our Bureav

Mumbai: State Bank of India, ICI-
CI Bank and HDFC Bank will have
tocomplywithadditionalcapitalre-
quirement norms by April 1 as the
banks continuetoremain toobigto
fail' lenders, referred to as D-SIB or
domestic systemically important
bank, RBIsaid.

D-SIBs are subjected to higher le-
vels of supervision so as to prevent
disruption in financial services in
the event of any failure.

“The additional Common Equity

Tier 1 (CET1) requirement for D-
SIBs has already been phased-in
from April 1, 2016, and will become
fully effective from Aprill, 2019. The
additional CET1 requirement will
be in addition to the capital conser-
vation buffer,” the central bank sa-
id.

The additional CET1 core capital
requirement in case of State Bank
of India applicable from April 1 has
been prescribed at 0.6% of Risk We-
ighted Assets (RWAs), while for the
other twobanks it 15 0.4%.

The RBl had issued the framework
for dealing with D-5IBs in July 22,

from the same month a vear ago.
The sector isnow at the fifth posi-
tion in sector allocation of mutu-
al funds, it was at the seventh po-
sition 12months ago.

Fund managers and analysts po-
int out that there are a number of
stocks in the space which are tra-
ding at a 15-year low valuations.

Many companiesarenow trading
at historically low valuations on
both pricetoearnings (P/E) as
well as price-to-book (P/B) basis.
*Valuations are extremely at-
tractive for both upstream as
well as downstream companies
and that is the reason for increa-
sing exposure. In addition, com-

organic growth pipeline (gas pro-
duction growth, ramp up of pet-
chem project) looks robust, while
realisations have not been impac-
ted by subsidies, Similarly, IOC is
also trading at near all-time low
valuations across both PE and
PB. Earnings estimates are based
on mid cyele assumptions of refi-
ning margins, while marketing
margins have stabilised.

by Reserve Bank of India witheffect from January 21, 2019
consequent upon Life Insurance Corporation of India acquiring
51% ofthe total paid-up equity share capital of the bank," the
central bank said ina notification issued on Thursday. IDBI Bank
shares fell0.12% toclose at¥43.10n Thursday. Separately, rating
company ICRA has revised rating outlook of six banksincluding
IDBI, Bank of India, Punjab Mational Bank, Oriental Bank of
Commerce, Bank of Maharashtra and Punjab & Sindh Bank.

2014. The D-SIB framework requires
the RBI to disclose the names of
banksdesignatedas D-SIBs starting
from 2015 and place these banks in
appropriate buckets depending
upon their Systemic Importance
scores (S15s).

Based on the bucket in which a D-
SIB is placed, an additional com-
mon equity reguirement has to be
applied toit.

SIBs are seen as 'too big to fail
{(TBTFY, creating expectation of go-
vernment support for them in times
of financial distress. These banks
also enjoy certain advantages in
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