I'H |

Focus On Futures

Finally retail investors can invest less and earn higher
returns from the stock market whether the market goes up
or down. A futures contract is an agreement between a buyer
and a seller to buy or sell a particular asset (e.g. shares)
some time in the future at a price agreed today. Futures
contracts may be cash-settled or require physical delivery
of the underlying asset.

One of the unique aspects of futures is the leverage
that they provide. This means investors have the ability to
obtain exposure to a relatively large asset amount for a small
initial outlay.

Here is an example of buying futures on Singapore
stocks also known a single stock futures (SSF).

Example:

An investor will receive $15,000 in next 30 days but has only
$2000 and the market is expected to appreciate particularly
in the banking sector. How should he take advantage of the
price rise?

If he were to buy 1 contract of DBS shares he would require:

=$15x 1,000 x 1
= $15,000

1 contract value
Capital required

However, he only has $2,000 and hence cannot afford to buy
DBS shares. But with this amount, he can buy DBS futures.

Deposit =$1,125

Long (buy) Futures (Bullish Strategy) - participating in the
upside of the market.

Buy 1 Feb 04 DBS SSF @ $15

28 Feb 04 - Price is $15.50
Investor decides to close out his position.

Sell Feb 04 DBS SSF @ $15.50
Total net profit: $(15.50 - 15.00) x 1,000 x 1 = $500

Profit on stock: 500/15,000 x 100 = 3.3% return; capital of
$15,000

Profit on futures: 500/1,125 x 100 = 44.4% return; capital of
$1,125

You can also sell stock futures when the stock is bearish
and make profits in the downside of the market.

Here is an example of buying on the Singapore stock market
when the Singapore Index goes up by buying futures on
Singapore Index (SiIMSCI). Similarly an investor can sell
SiMSCI when the Singapore Index goes down.






