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F&O traders need better expertise, institutional knowledge, experienced
team and technological edge to make profits: Capitalmind Financial Services

e Arecent Sebi study reveals that 93% of Individual F&O traders lost money in three years from
FY22 — FY 24. Only 7.2% of Individual F&O traders made a profit of which only 1% of individual
managed to earn profits exceeding X1 lakh

September 30, 2024: According to Capitalmind Financial Services, trading in derivatives is complex
business due to the unpredictable, erratic and random behaviour of the market forces. Capitalmind
says that to trade such complex products, in the even more complex environment of markets, a trader
needs experience & expertise.

A recent study by SEBI shows that 93% of Individual F&O traders lost money from FY22 — FY 24. In this
period, 1.13 crore unique Individual traders incurred a combined net loss of X1.81 lakh crore in F&O.
It highlights that more than 1 crore loss-making traders (92.8% of individual traders) lost, on an
average, about X2 lakh per person in the F&O over the period of three years. The Top 3.5% of loss-
makers, approximately 4 lakh traders, faced an average loss of 228 lakh per person over the same
period, inclusive of transaction costs. While, only 7.2% of Individual F&O traders made a profit over
the period of three years of which only 1% of individual traders managed to earn profits exceeding X1
lakh, after adjusting for transaction costs. According to the study, most traders, regardless of capital
size, incur losses. The percentage of traders losing money doesn’t change with the amount of trading
capital.

Table: P&L of Profit-Makers VS Loss-Makers during FY22-24 combined

Noof = Gross | Trans. | TransCost | Net Profit| Avg. Net
Traders Profit Cost (as % of Gross Profit (Per
Category _ ' | | Profit) | | Person)
|(in Lakh) | (XCrore) | (X Crore) | (in %) | (X Crore) | %) 1
Reons 8.1 33,114 8,094 24.4% 25,020 3,08,889
Makers | [ | | {
Loss- v
105.1 -1,65,018 41,386 -25.1% -2,06,404 -1,96,388
Makers | | | | | | :
Overall | 1132 | -1,31,904 | 49480 | 25.0%¢% | -181,384 | -160233 |

Note: # - Computed as transaction cost / (absolute anmount of gross profit and gross loss)

As per the study, 99.3% of the F&O traders traded options at-least once during FY 24. It shows that,
94.2% of the F&O traders traded only Options showcasing that high majority is trading just options
and no futures. While, 5.1% traders traded both Futures as well as Options. And only a handful (0.7%)
of the F&O traders traded only Futures. It reveals that the small 5% minority that actually trades
futures managed to generate profits in FY24, on average. According to Capitalmind, this shows that
trading a simpler instrument like futures, which typically depends only on the price of the underlying
asset, gives you an advantage in a one-sided trending market. While, Options are complex. Their
movement depends on several factors: the price of the underlying asset, time to expiry, market
volatility, and the invisible hand of the market.

Nihit Kshatriya, Sr Research Analyst, Capitalmind Research said “Trading derivatives is complex
business. It’s not just the structure of instruments that makes it complex/ It’s due to the unpredictable,
erratic and random behaviour of the market forces. To trade in such products, in the even more
complex environment of markets, a trader needs better expertise, institutional knowledge, experienced
team and technological edge to make money in this business”.
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The cost of trading Futures & Options (F&O) amounts to 25% of your profit and loss (P&L). Brokerage
accounts for 51% of the transaction costs, exchanges take 20%, and the government collects the
remaining 29%. Over the past three years, approximately 1 crore individual traders have contributed
around 50,000 crores in transaction costs.

“When you buy or sell a derivative contract, the simple assumption is that either you or the
counterparty will make money. However, this is not the case. It’s a negative-sum game. Brokerage
fees, transaction costs, and taxes can eat up to 25% of your profits or add significantly to your losses”,
adds Nihit Kshatriya.

The study further reveals that in FY24, all the profits were made by proprietary firms and Foreign
Portfolio Investors (FPI) through algorithmic trading. This trading mainly involves High-Frequency
Trading, arbitrage, trend following, or other quantitative strategies. Though, the data shows that some
individual traders who used algorithmic strategies also incurred losses overall.

According to Capitalmind Financial Services, this means that simply investing through an algorithm
isn’t enough. The algorithm must be able to capitalize on market anomalies and inconsistencies to be
profitable.

About Capitalmind Financial Services Pvt Ltd: Capitalmind is a SEBI-registered Portfolio Management
Service offering innovative investment strategies designed to generate superior returns for its clients.
Leveraging a combination of quantitative analysis and qualitative research, Capitalmind delivers
market-beating performance with industry-leading transparency and client service.

For more information, visit www.capitalmind.in.
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