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Foreword 
Welcome to "Introduction to Stock Market and ETFs"! In this book, Rajeev Agarwal, a Financial 

Astrologer, and Shashi Agarwal, an MBA in Finance and B. Tech in Computer Science, team up 

to provide a comprehensive guide to understanding and investing in the stock market. 

In today's fast-paced world, investing in the stock market has become a popular way for 

individuals to grow their wealth and secure their financial future. However, for many people, 

the stock market can seem confusing, intimidating, and filled with risks. That's why we wrote 

this book – to provide a straightforward and accessible introduction to the stock market and 

ETFs. 

Throughout this book, we will demystify the stock market, explaining how it works, what to 

look for when choosing stocks and ETFs, and how to make informed investment decisions. By 

combining Rajeev's expertise in financial astrology with Shashi's background in finance and 

technology, we aim to provide a unique and well-rounded perspective on the stock market. 

Whether you're a seasoned investor or a beginner, "Introduction to Stock Market and ETFs" 

will equip you with the knowledge and skills you need to navigate the stock market with 

confidence. So, buckle up and get ready to embark on an exciting journey to financial 

freedom! 
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Introduction to the Stock Market 
Delve into the heart of Wall Street and uncover the secrets of the stock market! Learn about 

the purpose of the stock market, the types of stocks you can invest in, and how to get started 

on your journey to financial freedom. 

 

Definition and purpose of the stock market 
The stock market refers to a marketplace where publicly traded company stocks are bought 

and sold between individuals and institutional investors. The purpose of the stock market is 

to provide a platform for companies to raise capital by selling ownership shares in the form 

of stocks, and for investors to buy and sell those stocks as a way to invest in the growth and 

success of those companies. The stock market also serves as a barometer for the overall 

health of the economy, as changes in stock prices reflect the market's perception of the value 

and future potential of the companies being traded. 

The stock market is a place where people can buy and sell small pieces of ownership in 

companies. When you buy a small piece of a company, it's called stock. 

For example, let's say there's a company called ABC Toys. If you buy a stock in ABC Toys, you 

own a tiny piece of the company. This means that if the company does well and makes a lot 

of money, the value of your stock will go up, and you can sell it for more money than you 

bought it for. 
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But if the company doesn't do well and doesn't make a lot of money, the value of your stock 

can go down, and you might not be able to sell it for as much money as you paid for it. 

The stock market is also a place where people can trade stocks. This means that you can buy 

or sell stocks with other people who want to buy or sell stocks too. 

There are many reasons why people buy and sell stocks. Some people buy stocks because 

they believe the company is going to do well in the future, while others buy stocks because 

they think they can sell them for a profit later on. 

 

It's important to remember that investing in the stock market always comes with some level 

of risk. There are no guarantees that the company you invest in will always do well, and you 

might not always make money from your investments. But if you do your research, invest 

wisely, and are patient, the stock market can be a great way to grow your money over time.  
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Types of stocks and stock exchanges 

Different types of stocks: 
Common stock: This is the most common type of stock and gives the owner a vote in the 

company’s decisions and a share of the company’s profits through dividends. 

Preferred stock: This type of stock pays a fixed dividend, but the holder does not have voting 

rights in the company’s decisions. 

Major Stock exchanges at Global Level: 
New York Stock Exchange (NYSE): One of the largest stock exchanges in the world, located in 

New York City. 

NASDAQ: A leading stock exchange that is known for its focus on technology and internet-

based companies. 

London Stock Exchange (LSE): The largest stock exchange in Europe, located in London. 

Tokyo Stock Exchange (TSE): The largest stock exchange in Asia, located in Tokyo. 

These are a few examples of major stock exchanges around the world. Many regional and 

smaller stock exchanges specialize in certain industries or geographic regions. 
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How to invest in the stock market 
To invest in the stock market, you can follow these steps: 

- Open a brokerage account: Choose an online brokerage firm that offers a platform for 

trading stocks and complete the necessary forms and paperwork to open an account. 

- Determine your investment goals: Consider factors such as your risk tolerance, time 

horizon, and investment goals to determine the best strategy for your investments. 

- Educate yourself: Read books, articles, and news about the stock market, and 

familiarize yourself with the different types of stocks and investment strategies. 

- Develop a plan: Decide on the types of stocks you want to invest in and how much you 

want to invest. Consider creating a diversified portfolio of stocks from different 

industries and companies. 

- Start investing: Once you have a plan, you can start investing in the stock market by 

placing buy orders through your brokerage account. 

- Monitor your investments: Regularly review your portfolio and monitor the 

performance of your stocks. Consider making adjustments to your portfolio as needed 

based on market conditions and your investment goals.  

- Seek professional advice: If you are unsure about your investment strategy, consider 

seeking advice from a financial advisor or professional. 

It is important to remember that investing in the stock market involves risk, and past 

performance is no guarantee of future results. Always do your research and consult a financial 

professional before making any investment decisions. 

Once upon a time, there were two friends, Jack and Jill. Jack was a traditional investor who 

believed in the buy-and-hold strategy, while Jill was a trader who believed in timing the 

market to make frequent transactions in the financial markets. 
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One day, they decided to compare their returns. Jack showed his portfolio, which had grown 

steadily over the years but was nowhere near as impressive as Jill's portfolio. Jill had been 

able to generate impressive returns through frequent trades by timing the market correctly. 

Jill explained that market timing involves analyzing market trends, sentiment, and data to 

identify when to buy and sell securities for the best possible returns. She emphasized that 

market timing requires discipline, experience, and risk management, but if done right, it can 

be a powerful way to generate wealth. 

 

Jack was intrigued and decided to learn more about market timing. He spent months studying 

the markets, analyzing charts, and learning about various trading strategies. With time, he 

became confident in his ability to time the market and began making successful trades with 

help of market timing models backed by financial astrology. 

After a few years, Jack's portfolio had grown exponentially. He had learned to take advantage 

of short-term market fluctuations and generate greater returns than traditional buy-and-hold 

investors. He realized that timing the market had become a crucial part of his overall 

investment strategy. This is where “financial astrology” or market timing can add value to 

your portfolio.  

In the end, Jack and Jill both realized that there was no one-size-fits-all strategy when it came 

to investing. While traditional investing strategies may work for some, timing the market 

could provide a better way to generate superior returns. It all depends on individual goals, 

preferences, and risk tolerance. The ability to time the market can be a valuable tool in a 

trader's arsenal, as long as it is used with caution and discipline.  
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Understanding Derivatives 
Derivatives are financial instruments that derive their value from an underlying asset, such as 

a stock, commodity, bond, or currency. They are used by investors and corporations to 

manage risk, speculate on market movements, and enhance investment returns. 

There are several types of derivatives, including: 

-Futures: A type of derivative contract that obligates the buyer to purchase an underlying 

asset at a predetermined price on a future date. Futures are commonly used to hedge against 

price fluctuations in commodities, such as agricultural products or energy. 

-Options: A type of derivative that gives the buyer the right, but not the obligation, to 

purchase or sell an underlying asset at a predetermined price before a specified expiration 

date. There are two types of options: call options and put options. 

-Swaps: A type of derivative that involves exchanging one financial obligation for another, 

typically to manage risk or improve investment returns. For example, a company might enter 

into an interest rate swap to exchange a variable rate for a fixed rate. 

-Contracts for Difference (CFDs): A type of derivative that allows investors to speculate on the 

price movements of an underlying asset without actually owning the asset itself. CFDs are 

commonly used for speculative purposes and carry a high level of risk. 

-When investing in derivatives, it is important to understand the underlying asset and the 

terms of the derivative contract, including the expiration date and the potential payout or 

loss. It is also important to be aware of the risks involved, such as the potential for a significant 

loss, as well as the charges associated with the derivative. 

-Overall, derivatives can be a valuable tool for managing risk and enhancing returns, but they 

should be used with caution and with a clear understanding of the potential benefits and risks 

involved. Before investing in derivatives, it is recommended to seek advice from a financial 

advisor or professional. 
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The Basic Idea 

Understanding the derivatives market is crucial for any trader or investor who wants to 

engage in derivatives trading. The derivatives market is a financial market where financial 

instruments, known as derivatives, are bought and sold. Derivatives are financial contracts 

that derive their value from an underlying asset such as stocks, bonds, commodities, or 

currencies. In other words, the value of a derivative is based on the price movements of its 

underlying asset. 

The derivatives market can be broadly classified into two types: exchange-traded derivatives 

and over-the-counter (OTC) derivatives. 

Exchange-traded derivatives are traded on exchanges, which are regulated markets that 

provide a centralized platform for buyers and sellers to trade standardized derivatives 

contracts. Examples of exchange-traded derivatives include futures contracts and options 

contracts. Futures contracts are agreements to buy or sell an underlying asset at a future date 

at a pre-determined price. Options contracts, on the other hand, give the buyer the right, but 

not the obligation, to buy or sell an underlying asset at a pre-determined price on or before a 

specified expiration date. 

Over-the-counter (OTC) derivatives are privately negotiated contracts between two parties, 

without the involvement of an exchange. OTC derivatives are customized to meet the specific 

needs of the parties involved and therefore are not standardized like exchange-traded 

derivatives. Examples of OTC derivatives include interest rate swaps and credit default swaps. 

Traders need to understand the contract specifications and trading rules of the derivatives 

they want to trade. For exchange-traded derivatives, contract specifications such as the 

contract size, the underlying asset, expiration date, and delivery date are standardized, and 

trading rules are established by the exchange. For OTC derivatives, the terms of the contract 

are negotiated between the parties involved, and the terms of the contract may vary 

significantly depending on the agreement.  

In addition, understanding the clearing and settlement processes is essential for traders to 

manage their risk. Clearing refers to the process of matching the trades between the buyer 

and the seller and ensuring that each party has sufficient funds or collateral to fulfill their 

obligations. Settlement refers to the process of transferring the ownership of the underlying 

asset and the payment of funds between the parties involved in the trade. 

In summary, understanding the derivatives market involves understanding the different types 

of derivatives, the trading rules and contract specifications of the derivatives, the clearing and 

settlement processes, and the associated risks involved. Traders need to have a thorough 

understanding of the market before engaging in derivatives trading to manage their risk and 

make informed trading decisions.  
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Meet John, a long-term investor who has been investing in the stock market for over 10 years. 

John has a well-diversified portfolio of stocks, bonds, and mutual funds, and he has been 

consistently earning decent returns over the years. However, John has been hearing rumors 

of an upcoming recession, and he is worried about his portfolio's value. 

One day, John meets his friend Tom, who is a professional trader in the financial markets. 

Tom advises John that he could protect his portfolio by shorting index futures or buying put 

options on the S&P500 index. John is intrigued by this suggestion and asks Tom to explain the 

concept to him. 

 

Tom explains that shorting index futures or buying put options are hedging strategies that 

could protect John's portfolio against market downturns. If there is a recession, the stock 

market is likely to go down, which means that John's portfolio could lose value. However, if 

John shorts index futures or buys put options on the S&P500 index, he could profit from the 

market downturn and offset the losses in his portfolio. 

John decides to follow Tom's advice and buys put options on the S&P500 index. As predicted, 

a recession hits the market, and the stock market goes down. However, John's portfolio is 

protected as his put options increase in value, offsetting the losses in his portfolio. 

John is relieved that he took Tom's advice and hedged his portfolio against the market 

downturn. He is grateful that he did not panic and sell his stocks when the market was going 

down. Instead, he patiently waited for the market to recover, and his portfolio's value 

eventually bounced back. 

In conclusion, shorting index futures or buying put options are hedging strategies that could 

protect an investor's portfolio against market downturns. It is essential to remember that 

these strategies come with risks and are not suitable for all investors. It is always best to 
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consult with a professional financial advisor before making any significant investment 

decisions. 

 

 

Major US Derivative Exchanges 

The US derivatives market is home to several major derivatives exchanges where traders can 

buy and sell various derivative contracts. Here are some of the major US derivatives 

exchanges: 

Chicago Mercantile Exchange (CME) 

The CME is one of the largest derivatives exchanges in the world, with a wide range of 

products including futures and options contracts on interest rates, equity indexes, foreign 

exchange, commodities, and cryptocurrencies. The CME is also home to the popular E-mini 

futures contracts, which are smaller versions of the standard futures contracts and are 

popular among retail traders. 

Chicago Board Options Exchange (CBOE) 

The CBOE is the largest options exchange in the US, offering options contracts on a wide range 

of underlying assets, including stocks, indexes, exchange-traded funds (ETFs), and interest 

rates. The CBOE is known for its innovative products, including the first exchange-traded VIX 

futures and options, which are based on the CBOE Volatility Index, also known as the "fear 

index." 

Intercontinental Exchange (ICE) 

The ICE is a global exchange that offers a broad range of derivatives products, including 

energy, agricultural, and financial derivatives. The ICE is the world's largest clearinghouse for 

credit default swaps, a type of OTC derivative that allows investors to protect against the 

default of a bond or other credit instrument. 

Nasdaq Futures (NFX) (now defunct) 

The NFX is a relatively new exchange that offers futures contracts on energy products, 

including crude oil, natural gas, and power. The NFX is known for its innovative trading 

platform, which uses a "speed bump" to slow down the execution of orders by 350 

microseconds, making it more difficult for high-frequency traders to take advantage of price 

discrepancies. 

New York Mercantile Exchange (NYMEX) 
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The NYMEX is a subsidiary of the CME Group and offers futures contracts on energy and 

metals, including crude oil, natural gas, gold, and silver. The NYMEX is also home to the 

COMEX, which offers futures contracts on precious metals such as gold, silver, and platinum. 

New York Stock Exchange (NYSE) 

The NYSE is primarily a stock exchange, but it also offers futures and options contracts on 

various indexes and commodities, including the Dow Jones Industrial Average, the S&P 500, 

and crude oil. 

These exchanges provide traders with a variety of derivative products to trade and also offer 

important market data and analysis tools to help traders make informed trading decisions. 

Traders need to choose the right exchange and derivative products based on their trading 

strategies and risk tolerance. 

Contract Specifications & Trading Rules 

Contract specifications and trading rules are an important part of derivatives trading in the 

US market. Here are some key aspects that traders should be aware of: 

Contract Specifications: 

Contract specifications refer to the key details of a derivatives contract. They include the 

underlying asset, contract size, expiration date, tick size, and delivery method. Understanding 

these specifications is essential for traders to manage their risk and make informed trading 

decisions. 

Underlying Asset: 

The underlying asset is the asset on which the derivative contract is based. It can be a stock, 

index, currency, commodity, or interest rate. Traders should have a good understanding of 

the underlying asset to be able to analyze the contract's potential price movements. 

Contract Size: 

The contract size refers to the amount of the underlying asset that is covered by the derivative 

contract. It is an important factor in determining the cost of the contract and the potential 

profit or loss that a trader could make. 

Expiration Date: 

The expiration date is the date on which the contract expires. It is the last day that a trader 

can exercise the contract or trade it before it is settled. Traders need to be aware of the 

expiration date to manage their positions and plan their trading strategies. 

Tick Size: 
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The tick size is the minimum price movement that a contract can make. It is an important 

factor in determining the cost of the contract and the potential profit or loss that a trader 

could make. Traders need to be aware of the tick size to manage their positions and set stop-

loss orders. 

Delivery Method: 

For certain derivatives contracts, such as futures contracts, physical delivery of the underlying 

asset may be required upon expiration. Traders need to be aware of the delivery method and 

the associated costs to manage their positions and plan their trading strategies. 

Trading Rules: 

The trading rules for derivatives contracts are established by the exchange or the regulator. 

They include rules on trading hours, price limits, circuit breakers, position limits, and margin 

requirements. Traders need to be aware of the trading rules to ensure compliance and 

manage their risk. 

In summary, understanding the contract specifications and trading rules for derivatives in the 

US market is crucial for traders to manage their risk and make informed trading decisions. 

Traders should be aware of the underlying asset, contract size, expiration date, tick size, 

delivery method, and trading rules for the derivative contracts they are trading. It is important 

to carefully read the contract specifications and understand the associated risks before 

entering into a trade. 

As a derivative trader interested in trading TSLA, you have several options available to you. 

TSLA is a widely followed stock and is often traded through various derivative products such 

as options and futures. Here are some strategies you may consider: 

Long Call Options: A long call option is a bullish strategy that allows traders to profit from an 

increase in the price of TSLA. By purchasing a call option, you have the right, but not the 

obligation, to buy TSLA at a predetermined price (strike price) at a later date. If the price of 

TSLA increases above the strike price, you can exercise your option and buy TSLA at the lower 

strike price and sell it at the higher market price, realizing a profit. However, if the price of 

TSLA does not increase above the strike price, you may lose the premium paid for the option. 

Short Put Options: A short put option is a bullish strategy that allows traders to profit from a 

steady or increasing stock price of TSLA. By selling a put option, you agree to purchase TSLA 

at a predetermined price if the option holder decides to sell. If TSLA's price increases or 

remains steady, you keep the premium paid by the option holder. If TSLA's price decreases 

below the strike price, you will be required to purchase the stock at a higher price, which 

could result in a loss. 
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Clearing & Settlement Process 

Clearing and settlement processes are an important part of derivatives trading in the US 

market. These processes ensure that trades are properly recorded, confirmed, and settled, 

which helps to reduce counterparty risk and promote market stability. Here are some key 

aspects of clearing and settlement processes in the US derivatives market: 

Clearing Houses: 

Clearing houses are intermediaries that sit between the buyer and seller in a derivatives 

transaction. They ensure that both parties meet their obligations under the contract and 

manage the risk of counterparty default. In the US, major clearing houses include the Options 

Clearing Corporation (OCC), the Chicago Mercantile Exchange (CME), and the Intercontinental 

Exchange (ICE). 

Margin Requirements: 

Margin requirements are a key part of the clearing process. Traders are required to post an 

initial margin to cover potential losses and additional margin may be required if the value of 

the contract moves against them. The clearing house holds this margin and uses it to cover 

losses in the event of a default. 

Trade Confirmation: 

After a trade is executed, both parties receive a trade confirmation that outlines the key 

details of the transaction, including the trade date, settlement date, price, and contract 

specifications. This confirmation helps to ensure that both parties agree on the terms of the 

trade. 

Netting: 

Netting is the process of combining multiple trades between the same two parties into a 

single position. This helps to reduce the number of individual trades that need to be settled, 

which can reduce operational costs and risk. 

Settlement: 

Settlement is the process of exchanging the cash or underlying asset for the derivative 

contract. In the US, most derivatives are settled through a process called cash settlement, in 

which the cash value of the contract is exchanged between the parties. However, some 

physical delivery contracts, such as futures contracts, require physical delivery of the 

underlying asset. 

Counterparty Risk: 
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Clearing and settlement processes help to mitigate counterparty risk, which is the risk that 

one party in a transaction may default on their obligations. By using a clearing house, both 

parties have a neutral intermediary that helps to manage the risk of default. 

In summary, clearing and settlement processes are an essential part of derivatives trading in 

the US market. Clearing houses, margin requirements, trade confirmation, netting, and 

settlement processes all work together to ensure that trades are properly recorded, 

confirmed, and settled. By managing counterparty risk, these processes help to promote 

market stability and reduce the risk of default. 

Trading Strategies for Derivatives 

Many different trading strategies can be used with derivatives, including options, futures, and 

swaps. Here are some of the most common trading strategies that use derivatives: 

Hedging: 

Hedging is a strategy used to reduce or eliminate the risk of a price movement in an underlying 

asset. For example, a producer of wheat might use a futures contract to lock in the price of 

wheat before harvest, thus reducing the risk of price declines. Alternatively, an investor might 

buy a put option on a stock to protect against a price decline. 

Speculation: 

Speculation is a strategy used to profit from price movements in an underlying asset. For 

example, a trader might buy a call option on a stock if they believe the price of the stock will 

rise, or sell a futures contract on a commodity if they believe the price will fall. 

Spread Trading: 

Spread trading is a strategy that involves buying and selling two or more derivative contracts 

on the same underlying asset, to profit from the difference in prices between the contracts. 

For example, a trader might buy a futures contract for crude oil with a delivery date in six 

months and sell a futures contract for crude oil with a delivery date in three months, with the 

expectation that the price difference will narrow over time. 

Arbitrage: 

Arbitrage is a strategy that involves buying and selling two or more derivative contracts on 

the same underlying asset in different markets, to profit from price discrepancies between 

the markets. For example, a trader might buy a futures contract for crude oil on the New York 

Mercantile Exchange and sell a futures contract for the same crude oil on the Intercontinental 

Exchange if they believe that the prices are different due to inefficiencies in the markets. 

Spreading: 
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Spreading is a strategy that involves buying and selling two or more derivative contracts on 

the same underlying asset, to reduce risk by combining positions that have offsetting price 

movements. For example, a trader might buy a call option on a stock and sell a call option on 

the same stock with a higher strike price, with the expectation that the gains from the long 

position will offset the losses from the short position. 

Delta hedging: 

Delta hedging is a strategy that involves adjusting the position in an options contract to 

maintain a neutral or "delta-neutral" position, where the change in the price of the underlying 

asset is offset by the change in the price of the options contract. This strategy can be used to 

reduce risk and manage exposure to price movements in the underlying asset. 

In summary, many different trading strategies can be used with derivatives, including 

hedging, speculation, spread trading, arbitrage, spreading, and delta hedging. Traders can use 

these strategies to manage risk, profit from price movements, or combine positions to reduce 

exposure to price fluctuations. It is important for traders to carefully consider the risks and 

rewards of each strategy and to use them appropriately in their overall trading plan. 

Trading in Specific Asset Classes 

Trading in specific asset classes refers to buying and selling financial instruments that 

represent ownership or a claim to a specific underlying asset or group of assets. The most 

common asset classes are equity derivatives, fixed income derivatives, currency derivatives, 

commodity derivatives, and other asset classes, each of which has unique characteristics and 

requires a different trading strategy. 

Equity Derivatives: 

Equity derivatives are financial instruments that derive their value from an underlying equity 

security. Equity derivatives include options, futures, swaps, and other contracts that allow 

traders to buy or sell the underlying security at a future date or a predetermined price. Equity 

derivatives are used to hedge against price fluctuations, speculate on future price 

movements, and enhance investment returns. Equity derivatives can be traded on exchanges 

or over-the-counter (OTC) markets. 

Fixed Income Derivatives: 

Fixed income derivatives are financial instruments that derive their value from an underlying 

fixed income security, such as government bonds or corporate bonds. Fixed income 

derivatives include interest rate swaps, credit default swaps, bond futures, and other 

contracts that allow traders to hedge against interest rate or credit risk or speculate on future 

changes in the bond market. Fixed income derivatives are traded on exchanges or OTC 

markets. 

Currency Derivatives: 
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Currency derivatives are financial instruments that derive their value from an underlying 

currency or currency pair. Currency derivatives include options, futures, and other contracts 

that allow traders to hedge against currency risk, speculate on future changes in exchange 

rates, or gain exposure to foreign currencies. Currency derivatives are traded on exchanges 

or OTC markets. 

Commodity Derivatives: 

Commodity derivatives are financial instruments that derive their value from an underlying 

commodity, such as gold, oil, or agricultural products. Commodity derivatives include futures, 

options, and other contracts that allow traders to hedge against price fluctuations or 

speculate on future changes in commodity prices. Commodity derivatives are traded on 

exchanges or OTC markets. 

Other Asset Classes: 

Other asset classes refer to financial instruments that do not fit into the above categories, 

such as real estate, art, and collectibles. These asset classes can be traded through various 

methods, such as private equity funds, real estate investment trusts (REITs), or online 

marketplaces. 

In summary, trading in specific asset classes requires a deep understanding of the underlying 

asset, market dynamics, and trading strategies. Traders must carefully analyze market data, 

monitor economic indicators, and keep up-to-date with news and events that can affect the 

asset class. It is essential to have a well-defined trading plan, risk management strategy, and 

the right tools and technology to execute trades efficiently and effectively. 

Index Futures 
The lot size and leverage available for different index futures in the US may vary depending 

on the exchange and the specific contract. Here are some examples of popular index futures 

contracts in the US, along with their lot size and leverage: 

E-mini S&P 500: The lot size for the E-mini S&P 500 futures contract is 50 times the index. As 

of February 16th, 2023, the index value is around 4,200 points, which means that the notional 

value of one contract is approximately $210,000. The leverage available for the E-mini S&P 

500 futures contract varies by broker, but it is usually in the range of 10:1 to 50:1. This means 

that a trader would need a minimum of $4,200 to $21,000 in account capital to trade one 

contract. 

E-mini Nasdaq 100: The lot size for the E-mini Nasdaq 100 futures contract is 20 times the 

index. As of February 16th, 2023, the index value is around 14,000 points, which means that 

the notional value of one contract is approximately $280,000. The leverage available for the 

E-mini Nasdaq 100 futures contract also varies by broker, but it is typically in the range of 10:1 
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to 50:1. This means that a trader would need a minimum of $5,600 to $28,000 in account 

capital to trade one contract. 

 

Dow Jones Industrial Average: The lot size for the Dow Jones Industrial Average futures 

contract is 10 times the index. As of February 16th, 2023, the index value is around 35,000 

points, which means that the notional value of one contract is approximately $350,000. The 

leverage available for the Dow Jones Industrial Average futures contract varies by broker, but 

it is usually in the range of 10:1 to 50:1. This means that a trader would need a minimum of 

$7,000 to $35,000 in account capital to trade one contract. 

Please note that the amount of capital required to trade index futures varies depending on 

several factors, such as the broker's margin requirements, the trader's risk management 

strategy, and the market conditions. Traders need to understand the risks involved and only 

trade with capital they can afford to lose. 

Mini & Micro lots 
Mini and micro lots are commonly used in derivatives trading as a way for traders to control 

their position size without needing a large amount of capital. 

A lot refers to the standardized quantity of an underlying asset that is traded in a single 

transaction. The lot size can vary depending on the type of derivative being traded and the 

exchange on which it is traded. A mini lot is a smaller lot size than the standard lot size for a 
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particular derivative. For example, in forex trading, a standard lot size is usually 100,000 units 

of the base currency, while a mini lot size is 10,000 units of the base currency. This means 

that a trader who wishes to trade a smaller position in the forex market can do so by trading 

a mini lot, which requires less capital than trading a standard lot 

 

For individuals who are new to futures trading, mini and micro lots can offer a valuable 

introduction to leverage at a reduced scale. By starting with smaller lot sizes, traders can gain 

a better understanding of the potential benefits and risks associated with leverage, while 

limiting their exposure to significant losses. Similarly, a micro lot is an even smaller lot size 

than a mini lot. In forex trading, a micro lot size is 1,000 units of the base currency. This means 

that a trader who wishes to trade a very small position in the forex market can do so by trading 

a micro lot, which requires even less capital than trading a mini lot. 

In other derivatives markets, such as futures or options, the lot sizes for mini and micro 

contracts may be different than in forex trading, but the concept is the same. Mini and micro 

lots allow traders to trade smaller position sizes, which can help them manage their risk and 

make trading more accessible to those with smaller account sizes. 

It's important to note that while mini and micro lots allow traders to trade with less capital, 

they also typically come with smaller potential profits or losses. Traders should carefully 

consider their risk management strategy and account capital when deciding on the 

appropriate lot size for their trades. 
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Tickers, Leverage, Lot Size, and Margin Requirements for Commonly 
Traded Futures Contracts 
Trading futures contracts can offer opportunities for traders and investors to participate in 

markets across a range of asset classes, from commodities like crude oil and wheat to financial 

instruments like bonds and stock market indices. Here are some commonly traded futures 

contracts in the US market, along with key information about their specifications and 

requirements. 

E-Mini S&P 500 (Ticker: ES): Leverage of 50:1 (for retail traders), lot size of 1 contract 

representing 50 times the S&P 500 index, and a margin requirement of $6,600 (as of February 

2023). 

Crude Oil (Ticker: CL): Leverage of 50:1 (for retail traders), lot size of 1 contract representing 

1,000 barrels of crude oil, and a margin requirement of $4,950 (as of February 2023). 

Gold (Ticker: GC): Leverage of 50:1 (for retail traders), lot size of 1 contract representing 100 

troy ounces of gold, and a margin requirement of $6,000 (as of February 2023). 

10-Year Treasury Note (Ticker: TY): Leverage of 40:1 (for retail traders), lot size of 1 contract 

representing a notional value of $100,000 of 10-year Treasury notes, and a margin 

requirement of $3,438 (as of February 2023). 

Natural Gas (Ticker: NG): Leverage of 50:1 (for retail traders), lot size of 1 contract 

representing 10,000 million British thermal units (mmBtu) of natural gas, and a margin 

requirement of $4,400 (as of February 2023). 

E-Mini Nasdaq 100 (Ticker: NQ): Leverage of 50:1 (for retail traders), lot size of 1 contract 

representing 20 times the Nasdaq 100 index, and a margin requirement of $6,938 (as of 

February 2023). 

Euro FX (Ticker: 6E): Leverage of 30:1 (for retail traders), lot size of 1 contract representing 

125,000 euros, and a margin requirement of $1,350 (as of February 2023). 

Mini Dow Jones Industrial Average (Ticker: YM): Leverage of 40:1 (for retail traders), lot size 

of 1 contract representing 5 times the Dow Jones Industrial Average index, and a margin 

requirement of $6,325 (as of February 2023). 

Soybeans (Ticker: ZS): Leverage of 25:1 (for retail traders), lot size of 1 contract representing 

5,000 bushels of soybeans, and a margin requirement of $2,475 (as of February 2023). 

Wheat (Ticker: ZW): Leverage of 25:1 (for retail traders), lot size of 1 contract representing 

5,000 bushels of wheat, and a margin requirement of $1,925 (as of February 2023). 
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Note that the leverage, lot size, and margin requirements can vary depending on the broker 

and the type of account used. Traders and investors should carefully consider the risks 

involved with trading on margin, as well as the specific characteristics of each futures 

contract, before making investment decisions. 

Options Trading 
Options trading is a popular form of investment that allows traders to speculate on the future 

price movements of an underlying asset. Options contracts give the holder the right, but not 

the obligation, to buy or sell the underlying asset at a specified price (the strike price) on or 

before a certain date (the expiration date). In this lecture, we will explore the basics of options 

trading and some popular options strategies. 

Options pricing is based on two main factors: intrinsic value and time value. 

Intrinsic value is the value that an option would have if it were exercised immediately. For a 

call option, the intrinsic value is the difference between the current price of the underlying 

asset and the strike price of the option. If the current price of the underlying asset is higher 

than the strike price, the call option has intrinsic value. For a put option, the intrinsic value is 

the difference between the strike price and the current price of the underlying asset. If the 

current price of the underlying asset is lower than the strike price, the put option has intrinsic 

value. 

Time value is the additional value that an option has beyond its intrinsic value. Time value is 

based on the amount of time remaining until the option expires, as well as other factors such 

as market volatility and interest rates. As the expiration date approaches, the time value of 

an option decreases, since there is less time for the underlying asset to move in the desired 

direction. 

The pricing of options is typically calculated using an options pricing model, such as the Black-

Scholes model. This model takes into account several factors, including the current price of 

the underlying asset, the strike price of the option, the time remaining until the option 

expires, the volatility of the underlying asset, and the current interest rates. Using these 

factors, the model calculates the expected value of the option, which is a combination of its 

intrinsic value and its time value. 

In general, options with a longer time until expiration will have a higher time value, since 

there is more time for the underlying asset to move in the desired direction. Options that are 

deep in the money, meaning that they have a high intrinsic value, will have less time value, 

since there is less uncertainty about the direction of the underlying asset. 
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Understanding the numerical factors behind options pricing, including intrinsic value and time 

value, is essential for options traders to make informed trading decisions. By analyzing these 

factors, traders can determine whether an option is priced fairly, and can make decisions 

about whether to buy or sell the option. 

Before we dive into the strategies, let's first go over some key terminology used in options 

trading: 

Call Option: A call option gives the holder the right to buy the underlying asset at the strike 

price. 

Put Option: A put option gives the holder the right to sell the underlying asset at the strike 

price. 

In-the-Money (ITM): A call option is in-the-money if the current market price of the underlying 

asset is above the strike price. A put option is in-the-money if the current market price of the 

underlying asset is below the strike price. 

Out-of-the-Money (OTM): A call option is out-of-the-money if the current market price of the 

underlying asset is below the strike price. A put option is out-of-the-money if the current 

market price of the underlying asset is above the strike price. 

At-the-Money (ATM): A call option is at-the-money if the current market price of the 

underlying asset is equal to the strike price. A put option is at-the-money if the current market 

price of the underlying asset is equal to the strike price. 

There are several popular options strategies that traders use to generate profits in the 

financial markets. Here are some of the most common options strategies: 

Covered Call 

The covered call strategy involves selling a call option on an underlying asset that the trader 

already owns. This is a relatively low-risk strategy that generates income from the premium 

paid by the buyer of the option. If the price of the underlying asset remains below the strike 

price of the option, the trader keeps the premium and the underlying asset. If the price of the 

underlying asset rises above the strike price, the trader must sell the underlying asset at the 

strike price, but still keeps the premium received from selling the call option. 

Protective Put 

The protective put strategy involves buying a put option on an underlying asset that the trader 

already owns. This is a defensive strategy that protects the trader against a potential 

downturn in the market. If the price of the underlying asset drops below the strike price, the 
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trader can sell the underlying asset at the strike price, thereby minimizing their losses. The 

cost of the put option is the maximum amount that the trader can lose on the underlying 

asset. 

Long Straddle 

The long straddle strategy involves buying a call option and a put option at the same strike 

price and expiration date. This is a strategy that is used when the trader believes that the 

underlying asset is likely to experience significant volatility in the near future. By buying both 

a call option and a put option, the trader can profit from a significant move in either direction. 

Long Strangle 

The long strangle strategy involves buying a call option and a put option at different strike 

prices but with the same expiration date. This is a strategy that is similar to the long straddle, 

but is less expensive to execute. The trader can still profit from a significant move in either 

direction, but the move must be more significant than with the long straddle due to the 

difference in strike prices. 

Iron Condor 

The iron condor is a complex options trading strategy that involves selling both a call option 

and a put option at different strike prices but with the same expiration date. The trader also 

buys a call option and a put option at even further out-of-the-money strike prices. This is a 

neutral strategy that is used when the trader believes that the underlying asset is likely to 

remain within a specific price range. The trader generates income from the premium received 

from selling the call option and the put option, and limits their potential losses by buying the 

out-of-the-money call and put options. 

Butterfly Spread 

The butterfly spread is a complex options trading strategy that involves buying and selling call 

options at three different strike prices. This is a neutral strategy that is used when the trader 

believes that the underlying asset is likely to remain within a specific price range. The trader 

generates income from the premium received from selling the two call options at the middle 

strike price, and limits their potential losses by buying a call option at a lower strike price and 

a call option at a higher strike price. 

Regulatory framework for derivatives trading in the US 
The regulatory framework for derivatives trading in the United States is a complex system of 

laws, regulations, and oversight bodies designed to promote transparency, stability, and 

fairness in the derivatives markets. Some of the key regulatory bodies involved in the 
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oversight of derivatives trading in the US include the Commodity Futures Trading Commission 

(CFTC), the Securities and Exchange Commission (SEC), and the National Futures Association 

(NFA). 

The CFTC is responsible for regulating the trading of futures contracts, options on futures, and 

certain types of swaps in the US. It oversees the registration and regulation of commodity 

trading advisors, commodity pool operators, and futures commission merchants. The CFTC 

also has the authority to set position limits, which are designed to prevent excessive 

speculation and promote market stability. 

The SEC is responsible for regulating the trading of security-based derivatives, such as options 

on individual stocks and equity indexes. It oversees the registration and regulation of 

securities exchanges and brokers and has the authority to set rules and standards for the 

trading of these securities. 

The NFA is a self-regulatory organization (SRO) that is responsible for overseeing the activities 

of futures commission merchants, commodity trading advisors, and commodity pool 

operators. The NFA sets standards for ethical conduct requires registration and certification 

of market participants and conducts audits and inspections to ensure compliance with its 

rules and regulations. 

In addition to these regulatory bodies, several laws and regulations apply to derivatives 

trading in the US. The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, 

for example, was designed to promote greater transparency and stability in the derivatives 

markets. It requires certain types of swaps to be traded on organized exchanges or through 

clearinghouses and requires market participants to report their trading activities to regulatory 

authorities. 

Overall, the regulatory framework for derivatives trading in the US is designed to promote 

transparency, stability, and fairness in the markets, and to protect investors from fraud and 

other forms of misconduct. Traders and market participants must comply with a range of rules 

and regulations and must work closely with regulatory bodies and SROs to ensure that their 

activities are conducted safely and responsibly. 
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Benefits and risks associated with derivatives 
Benefits: 

- Hedging risk: The ability to manage and reduce exposure to risk, such as currency or 

commodity price fluctuations. 

- Speculation: The opportunity to speculate on market movements and potentially 

generate higher returns. 

- Leverage: The ability to use leverage to increase investment exposure and potential 

returns. 

- Diversification: The opportunity to diversify a portfolio by investing in a range of 

underlying assets and markets. 

- Liquidity: The ability to quickly buy and sell derivatives to take advantage of market 

movements. 

Risks: 

- Counterparty risk: The risk that the other party in the derivative contract will not fulfill 

their obligations. 

- Market risk: The risk of loss due to changes in the underlying asset or market 

conditions. 

- Leverage risk: The risk of incurring larger losses due to the use of leverage in derivative 

transactions. 

- Complexity risk: The risk of misunderstanding the terms and mechanics of the 

derivative contract. 

- Liquidity risk: The risk of difficulty in selling the derivative or finding a buyer for the 

derivative. 

It is important to note that the risks and benefits of derivatives can vary depending on the 

type of derivative and the specific terms of the contract. Before investing in derivatives, it is 

recommended to seek advice from a financial advisor or professional and to fully understand 

the potential risks and benefits involved. 
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ETFs (Exchange-Traded Funds) 
As a new investor in the US market, you are likely looking for ways to increase your passive 

income. Exchange-traded funds (ETFs) can be a great way to do just that. ETFs are a type of 

investment vehicle that are similar to mutual funds but offer different advantages. In this 

blog, we will explore what ETFs are, the various types of ETFs available, and the benefits, risks, 

and cost associated with investing in ETFs. We will also discuss the differences between ETFs 

and mutual funds and how ETFs can be used to increase passive income for US market 

investors. 

What is an ETF and how does it work? 

An ETF is a type of investment vehicle that allows investors to buy and sell units of a portfolio 

of securities. ETFs are traded on exchanges like stocks and typically track an index, a 

commodity, bonds, or a basket of assets. ETFs are similar to mutual funds in that they both 

pool investors’ money to buy a basket of assets. However, ETFs are more liquid than mutual 

funds, meaning they can be traded more quickly and easily. ETFs also tend to have lower fees 

and can be used in a variety of strategies to increase passive income. 

ETFs are managed by a team of professionals who select the assets in the ETF, decide when 

to buy and sell assets, and track the performance of the ETF. ETFs are passively managed, 

meaning the team does not actively trade the assets in the ETF. This helps keep the cost of 

ETFs low and allows investors to benefit from the long-term growth potential of the securities 

in the ETF. 
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Benefits of ETFs for new investors in the US include: 

- Diversification: ETFs can provide exposure to a broad range of assets, reducing the risk 

associated with investing in a single stock or market. 

- Low cost: ETFs often have lower fees compared to actively managed mutual funds, 

making them a cost-effective investment option.  

- Convenience: ETFs can be bought and sold through a brokerage account, just like 

individual stocks, providing a simple and convenient way to invest.  

- Transparency: ETFs publish their holdings daily, making it easy for investors to 

understand the assets they are invested in.  

- Liquidity: ETFs are traded on stock exchanges, providing high liquidity and the ability 

to buy and sell quickly and easily. 

It is important to note that ETFs, like any investment, carry their own set of risks, such as 

market risk, currency risk, and liquidity risk. Before investing in ETFs, it is recommended to 

research and understand the specific ETF, the underlying assets, and the risks involved. 

Additionally, it is important to consult a financial advisor or professional to ensure that ETFs 

align with one's investment goals and risk tolerance. 

Types of ETFs (equity, bond, commodity) 
There are several types of ETFs, including: 

- Equity ETFs: These ETFs invest in stocks of individual companies, providing exposure 

to a specific market sector, such as technology or healthcare. 

- Bond ETFs: These ETFs invest in fixed-income securities such as bonds, providing 

exposure to the bond market. 

- Commodity ETFs: These ETFs invest in physical commodities, such as gold or oil, 

providing exposure to the commodity markets. 

- Currency ETFs: These ETFs invest in foreign currencies, providing exposure to the 

foreign exchange market. 

- Real Estate ETFs: These ETFs invest in real estate investment trusts (REITs), providing 

exposure to the real estate market. 

- Inverse ETFs: These ETFs are designed to profit from market declines, by shorting the 

underlying assets or using derivatives.  

- Leveraged ETFs: These ETFs use leverage to amplify returns, providing a higher level 

of risk and reward compared to traditional ETFs.  

- Thematic ETFs: These ETFs invest in companies that are related to a specific theme or 

trend, such as renewable energy or e-commerce. 

How to invest in ETFs 
Investing in ETFs is a straightforward process and can be done in the following steps: 
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- Choose a brokerage: Open a brokerage account with a firm that offers ETF trading. 

Some popular online brokerages include Fidelity, TD Ameritrade, and E*TRADE. 

- Research ETFs: Review information about the various ETFs available, including their 

underlying assets, fees, and past performance. This information is typically available 

on the ETF issuer's website or through a financial advisor. 

- Decide on your investment strategy: Consider your investment goals, risk tolerance, 

and time horizon, and determine the type of ETFs that fit your investment strategy. 

- Place an order: Once you have decided on an ETF, place a buy order through your 

brokerage account. You can choose to place a market order, which executes 

immediately at the current market price, or a limit order, which executes at a specific 

price. 

- Monitor your investment: Regularly review the performance of your ETFs and make 

adjustments to your portfolio as needed to ensure it aligns with your investment goals. 

It's important to keep in mind that investing in ETFs involves market risk, and the value of 

your investment may fluctuate. Before investing, it's also recommended to seek the advice of 

a financial advisor to determine if ETFs are appropriate for your specific investment needs. 

Commonly Used ETFs & tickers 

Here is a list of some commonly used ETFs with their tickers: 

- S&P 500 ETF: SPY 

- NASDAQ 100 ETF: QQQ 

- Russell 2000 ETF: IWM 

- Total Stock Market ETF: VTI 

- International Equity ETF: EFA 

- Emerging Markets ETF: EEM 

- Bond ETF: AGG 

- High Yield Bond ETF: HYG 

- Gold ETF: GLD 

- Real Estate ETF: VNQ 

Here is a list of some commonly used commodity ETFs: 

- Gold ETF: GLD 

- Silver ETF: SLV 

- Oil ETF: USO 

- Natural Gas ETF: UNG 

- Agricultural ETF: DBA 

- Industrial Metals ETF: XME 

- Energy ETF: XLE 

Here is a list of some commonly used leveraged ETFs: 
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- ProShares Ultra S&P 500 ETF: SSO 

- ProShares Ultra NASDAQ 100 ETF: QLD 

- ProShares UltraPro S&P 500 ETF: UPRO 

- ProShares UltraPro QQQ ETF: TQQQ 

- Direxion Daily S&P 500 Bull 3x ETF: SPXL 

- Direxion Daily Technology Bull 3x ETF: TECL 

- Direxion Daily Small Cap Bull 3x ETF: TNA 

Here is a list of some commonly used leveraged bear ETFs: 

- ProShares Short S&P 500 ETF: SH 

- ProShares Short QQQ ETF: PSQ 

- ProShares UltraPro Short S&P 500 ETF: SPXU 

- Direxion Daily S&P 500 Bear 3x ETF: SPXS 

- Direxion Daily Technology Bear 3x ETF: TECS 

- Direxion Daily Small Cap Bear 3x ETF: TZA 

Please note that leveraged bear ETFs are designed for short-term traders and carry a higher 

level of risk compared to traditional ETFs. They are not suitable for all investors, and it's 

important to carefully consider your investment goals, risk tolerance, and time horizon before 

making any investment decisions. 

Different Strategies for ETFs 
ETFs can be used in a variety of strategies to increase passive income. Buy and hold is a 

popular strategy for long-term investors. This strategy involves buying ETFs and holding them 

for an extended period of time. Dollar-cost averaging is another strategy that involves 

investing a set amount of money into ETFs regularly. This helps investors average out their 

costs and minimize risk. Sector rotation is a strategy that involves investing in ETFs that track 

different sectors of the market. This allows investors to take advantage of different market 

conditions and capitalize on sectors that are performing well. 
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Trading Technology & Infrastructure 
Trading technology and infrastructure refers to the hardware, software, and communication 

systems that support the trading of financial instruments, including derivatives, in the US 

market. The use of advanced technology has revolutionized the way that trading is conducted, 

allowing for faster and more efficient execution of trades, greater access to markets, and the 

development of complex trading strategies. 

Here are some of the key components of trading technology and infrastructure in the US 

market: 

Trading Platforms: 

Trading platforms are electronic systems that allow traders to enter orders, access market 

data, and execute trades. There are many different types of trading platforms, including those 

operated by exchanges, brokerages, and third-party providers. Some of the most popular 

trading platforms in the US market include the Chicago Mercantile Exchange (CME) Globex, 

the New York Stock Exchange (NYSE) Arca, and the Nasdaq OMX. 

High-Frequency Trading: 

High-frequency trading (HFT) is a type of trading that uses algorithms and advanced 

technology to execute trades at lightning-fast speeds. HFT firms use sophisticated trading 

strategies, such as statistical arbitrage and momentum trading, to capture small price 

movements in the market. HFT has become a significant part of the US derivatives market, 

accounting for a large percentage of trading volume. 

Co-Location: 

Co-location refers to the practice of locating trading servers in close proximity to an 

exchange's data center. This allows traders to reduce the time it takes for trading data to 

travel back and forth between their servers and the exchange's servers, resulting in faster 

execution times. Co-location has become a popular strategy for HFT firms and other high-

volume traders. 

Cloud Computing: 

Cloud computing is a type of computing that allows users to access computing resources, such 

as processing power and storage, over the internet. Cloud computing has become increasingly 

popular in the trading industry, as it allows traders to access powerful computing resources 

without having to invest in expensive hardware and infrastructure. 

Risk Management Systems: 
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Risk management systems are software applications that are used to monitor and manage 

trading risk. These systems use real-time data to identify potential trading risks, such as large 

position sizes or significant price movements, and can automatically execute risk 

management strategies, such as stop-loss orders or hedging positions. 

Connectivity: 

Connectivity refers to the network of communication systems that link traders to trading 

platforms, exchanges, and other market participants. Low-latency connectivity is essential for 

high-frequency traders, who need to be able to execute trades quickly and efficiently. 

In summary, trading technology and infrastructure is a critical component of the US 

derivatives market. The use of advanced technology has revolutionized the way that trading 

is conducted, allowing for faster and more efficient execution of trades, greater access to 

markets, and the development of complex trading strategies. Traders must stay up to date 

with the latest developments in trading technology in order to remain competitive and 

successful in the market. 
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Case Studies & Examples 
Case studies and examples are an essential component of any trading derivatives book, as 

they provide readers with real-world examples of how derivatives are used in practice. One 

such example is the infamous "London Whale" scandal, which involved a trader at JP Morgan 

who used credit default swaps (CDS) to make large bets on the creditworthiness of certain 

companies. The trades resulted in losses of over $6 billion for the bank, highlighting the risks 

associated with using complex derivatives for speculative purposes. 

Another example of successful derivatives trading is the use of futures contracts to hedge 

against price fluctuations in commodities such as oil, gold, and wheat. Farmers, for example, 

can use futures contracts to lock in prices for their crops months in advance, reducing their 

exposure to price volatility. 

Real-world examples of successful and unsuccessful derivatives trades are useful for 

illustrating the potential benefits and risks associated with using derivatives. One such 

example is the bankruptcy of Lehman Brothers in 2008, which was triggered by its exposure 

to complex derivatives such as credit default swaps. The event highlighted the importance of 

proper risk management and the risks associated with trading complex derivatives.  

On the other hand, successful derivatives trades can lead to significant profits for traders and 

investors. One such example is the successful bet made by hedge fund manager Paulson & 

Co. against the US housing market in 2007. Paulson & Co. used credit default swaps to bet 

against subprime mortgage securities, earning over $15 billion in profits when the housing 

market collapsed. 

Derivatives trading can be impacted by a range of factors, including economic conditions, 

geopolitical events, and changes in market regulations. Recent events such as the COVID-19 

pandemic and the US-China trade war have had a significant impact on derivatives trading, 

with increased volatility and uncertainty leading to higher trading volumes in certain markets.  

Other events, such as the recent regulatory crackdown on cryptocurrencies, have also 

impacted derivatives trading. The US Commodity Futures Trading Commission (CFTC) has 

been cracking down on unregistered derivatives exchanges and trading platforms offering 

cryptocurrency derivatives, citing concerns over investor protection and market integrity. 

The derivatives market is constantly evolving, with new products and technologies being 

introduced regularly. Recent trends in the derivatives market include the rise of algorithmic 

trading and the increasing use of data analytics to inform trading decisions. 
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Innovations in the derivatives market include the development of new types of derivatives, 

such as weather derivatives and insurance-linked securities, as well as the use of blockchain 

technology to facilitate the trading of derivatives. For example, the CME Group has launched 

a bitcoin futures contract that is settled using blockchain technology, offering greater 

transparency and security for traders. 

Curious Case of Jack the Toy Seller 

Once upon a time, there was an exporter named Jack who sold handmade wooden toys to 

buyers in different parts of the world. Jack loved his work and always ensured that his toys 

were of the best quality. However, he often faced the challenge of currency fluctuations 

which affected the prices of his toys and ultimately his profits. 

One day, Jack received an order for his wooden toys from a buyer in Europe. The buyer was 

willing to pay Jack in euros, but Jack was worried about the currency risk. He knew that the 

euro could fluctuate in value, and he might end up losing money if the euro depreciated 

against his home currency. 

Jack decided to hedge his currency risk by buying a forward contract for euros. The forward 

contract ensured that he would receive a fixed rate of exchange for his euros, regardless of 

any fluctuations in the currency market. 

A few weeks later, Jack received the euros from his European buyer, but to his surprise, the 

value of the euro had dropped significantly. If he had not hedged his currency risk, he would 

have lost a lot of money on the deal. But because he had purchased the forward contract, he 

was able to sell the euros at the fixed rate and make a profit. 
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Modern Portfolio Theory 
Modern portfolio theory is an investment theory that was first proposed by economist Harry 

Markowitz in the 1950s. It is based on the idea that investors can construct a portfolio of 

investments that will provide the highest possible return for a given level of risk. 

The theory starts with the concept that individual investments, such as stocks or bonds, have 

their own levels of risk and return. However, when these investments are combined into a 

portfolio, the overall risk and return of the portfolio can be different from that of the 

individual investments. This is because the risk and return of a portfolio is influenced not only 

by the characteristics of the individual investments, but also by the way they are combined. 

Modern portfolio theory aims to create an optimal portfolio by considering the risk and return 

of each investment, as well as the correlation between them. Correlation refers to the degree 

to which the prices of two investments move concerning each other. If two investments have 

a high positive correlation, their prices tend to move up and down together, while a high 

negative correlation means they tend to move in opposite directions. 

The theory suggests that by diversifying a portfolio across a variety of different investments, 

including those with low or negative correlations, an investor can reduce the overall risk of 

the portfolio without sacrificing returns. This is because the combination of different 

investments can help smooth out the ups and downs of individual investments and create a 

more stable overall portfolio. 

Modern portfolio theory also introduces the concept of the efficient frontier, which is the set 

of all portfolios that offer the highest possible return for a given level of risk. By finding the 

optimal mix of investments that lies on the efficient frontier, investors can create a portfolio 

that provides the highest return for a given level of risk. 

In summary, modern portfolio theory is a framework for constructing an optimal investment 

portfolio that balances risk and returns. It emphasizes the importance of diversification and 

considers the correlations between investments in order to create a portfolio that offers the 

highest possible return for a given level of risk. 

Let's say you have a hypothetical investment portfolio that consists of two assets: stocks and 

bonds. You currently have $100,000 invested, with $80,000 in stocks and $20,000 in bonds. 

Historically, stocks have had higher returns but are more volatile, while bonds have lower 

returns but are more stable. You want to determine the optimal mix of stocks and bonds to 

achieve the highest possible return for a given level of risk. 
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Using modern portfolio theory, you would first analyze the risk and return characteristics of 

each individual investment. Let's say historical data shows that stocks have an average annual 

return of 10% and a standard deviation of 15%, while bonds have an average annual return 

of 5% and a standard deviation of 5%. 

You would then look at the correlation between the two investments. Historical data shows 

that the correlation between stocks and bonds is relatively low, at around 0.2. 

Based on this information, you can create a range of portfolios that include different 

combinations of stocks and bonds. By plotting the risk and return of each portfolio on a graph, 

you can see the efficient frontier - the set of portfolios that provide the highest possible return 

for a given level of risk. 

Let's say the efficient frontier indicates that the optimal mix for your portfolio is 60% stocks 

and 40% bonds. This allocation provides an expected return of 8.5% with a standard deviation 

of 11.5%. 

If you were to choose a portfolio with only stocks, you would have a higher expected return 

of 10%, but a much higher standard deviation of 15%. On the other hand, if you were to 

choose a portfolio with only bonds, you would have a lower expected return of 5%, but a 

much lower standard deviation of 5%. 

By diversifying your portfolio across both stocks and bonds, you can reduce the overall risk of 

the portfolio without sacrificing returns. This is because the combination of different 

investments can help smooth out the ups and downs of individual investments and create a 

more stable overall portfolio. 

In this way, modern portfolio theory provides a framework for constructing an optimal 

investment portfolio that balances risk and returns based on historical data and correlations 

between investments. 
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About Rajeev 
As an astrologer with 27 years of 

experience, Rajeev Prakash Agarwal has 

spent countless hours studying the 

movements and alignments of celestial 

bodies and how they can impact human 

affairs. With a thorough understanding of 

astrological principles and techniques, he 

can provide insights and guidance to 

individuals seeking clarity and direction in 

their lives.  

Whether you are looking for 

answers about your career, relationships, 

or personal growth, Rajeev can use the 

language of astrology to provide insight 

and understanding. By analyzing the 

positions and movements of the planets at 

the time of your birth, he can provide a 

unique perspective on your character, 

strengths, and challenges, and offer 

guidance on how to navigate life's ups and downs. 

Through their years of experience and expertise, Rajeev has helped countless 

individuals find direction and purpose, and through Astro Dunia, he is ready to do the same 

for you. If you are seeking guidance and clarity, don't hesitate to reach out and schedule a 

consultation with him.  

Rajeev Prakash has a reputation for accurately predicting significant market events, 

such as the sharp fall in January 2008 and the rise of bullion in 2011. In addition, he accurately 

forecasted the market fall in March 2020. His expertise is the result of extensive research and 

study in the field of astrology, including specializing in worldly astrology, astrology on the 

spot, the astrology of the financial market, and personal astrology. Rajeev is highly skilled and 

knowledgeable in the use of astrology to provide insight and guidance. 
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Important Links 
The internet is full of information for your assistance. Some of the important links that 

can be referred to for finding financial data are as follows: 

- Bloomberg.com/markets 

- Google Finance 

- Kitco 

- Yahoo Finance 

- XE 

Enjoyed the book and looking for more? As global traders, we know that the financial 

world is always changing and presents endless opportunities for those willing to take risks. 

Keep your focus, stay curious, and never be afraid to make bold moves. Let's achieve success 

together! Our range of services can help add value to your portfolio. Have questions? Check 

out our FAQ section. Want to incorporate financial astrology into your strategy? Follow our 

How-to Guide. 

We occasionally share public predictions on our websites: http://rajeevprakash.com 

and https:// astrodunia.com. Sign up for "free updates" to receive a daily digest of the latest 

content straight to your inbox.  

https://rajeevprakash.com
https://bloomberg.com/markets
https://www.google.com/finance
https://kitco.com/
https://finance.yahoo.com/
https://xe.com/
https://rajeevprakash.com/faq
https://rajeevprakash.com/how-to
http://rajeevprakash.com/
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Are you tired of sifting through endless amounts of financial data without a clear idea 

of how to use it? As a premium member, you'll have access to exclusive, actionable insights 

that can help you make better decisions and stay ahead of the curve in the ever-changing 

world of finance. 

 

Our market timing services provide you with the tools you need to succeed, including 

expert analysis and real-time updates on market trends and developments. With our help, 

you'll be able to make informed decisions with confidence and stay ahead of the competition. 

Our premium membership offers unparalleled value, including access to exclusive 

research reports, personalized support from our team of experts, and customized 

recommendations based on your unique investment goals and risk tolerance. 

Don't settle for mediocre results in your investment strategy. Sign up for our market 

timing services and take your financial success to the next level. Join now and start reaping 

the benefits of our premium membership.  

CALL: +91-9669919000 

E-MAIL: astrodunia@gmail.com 

` 
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