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Derivatives

Derivative is a contract whose value is based on the price of something
else, like a stock, commodity, or even an interest rate. Think of it as a bet
on whether something will go up or down in price.

Investment and Speculation

Investment and speculation are both financial strategies used to generate
returns, but they differ significantly in their objectives, time horizons, and
risk profiles. Investment is a long-term approach aimed at growing wealth
through steady returns, while speculation is a short-term strategy focused
on capitalizing on market fluctuations for quick profits.

Instruments of Money Market

Money market instruments are short-term debt instruments with maturities
of less than one year, designed to provide liquidity for investors and
borrowers. They are traded in the money market, a financial market where
these instruments are exchanged. Common money market instruments
include Treasury bills, commercial paper, certificates of deposit,
repurchase agreements, and bankers' acceptances.
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Return and Risk

In investing, risk and return are directly related; generally, higher returns
are associated with higher risk, and lower returns are associated with lower
risk. Risk refers to the possibility that an investment's actual return will
differ from its expected return. Return is the profit or gain (or loss) from
an investment.
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The cost of preference shares, also known as the cost of preferred stock, is
the rate of return a company pays to investors for issuing preference
shares. It's calculated as the dividend paid divided by the net proceeds after
deducting flotation costs. This cost is a crucial factor in determining a
company's overall cost of capital.

Price of Preference Shares will be Rs. 108 (118-10)

The equity shares price of a company, like a stock, represents its current
market value per share. This price is influenced by various factors,
including company performance, market conditions, and investor
sentiment.

Price of Equity Share will be Rs. 125.

The price of a bond is essentially the present value of its future cash
flows. These cash flows include the periodic coupon payments and the face
value (par value) repaid at maturity. Bond prices are influenced by factors
like prevailing interest rates, time to maturity, and the creditworthiness of
the issuer.

Price of bond will be Rs. 1254.
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Four Oscillators
= Relative Strength Index (RSI)

= Moving Average Convergence Divergence (MACD)




= Stochastic Oscillator
= Commodity Channel Index (CCI)
= Williams %R.

Efficient Market Hypothesis
The efficient market hypothesis (EMH), alternatively known as the
efficient market theory, is a hypothesis that states that share prices reflect
all available information and consistent alpha generation is impossible.
According to the EMH, stocks always trade at their fair value on
exchanges, making it impossible for investors to purchase undervalued
stocks or sell stocks for inflated prices. Therefore, it should be impossible
to outperform the overall market through expert stock selection or market
timing. The only way an investor can obtain higher returns is by
purchasing riskier investments.
Assumptions
The efficient-market hypothesis (EMH) is a hypothesis in financial
economics that states that asset prices reflect all available information. A
direct implication is that it is impossible to "beat the market" consistently
on a risk-adjusted basis since market prices should only react to new
information.

1. Rationality

2. Information is free

3. Price adjusts quickly

4. No individual investor can influence

5. No transaction cost.

Fundamental Analysis

Fundamental analysis in investment management involves evaluating an
asset's intrinsic value by examining its underlying financial and economic
factors. It helps investors determine if an investment is overvalued or
undervalued, guiding them in making informed buy, hold, or sell decisions.
Elaboration:

Intrinsic Value:

Fundamental analysis aims to find the "true” or "real” value of an asset,
often based on a company's financial statements, economic conditions, and
market trends.

Assessing Company Health:

It involves a deep dive into a company's financial statements (income
statement, balance sheet, cash flow statement) to understand its
profitability, solvency, and efficiency.

Economic Factors:

Beyond the company itself, fundamental analysis considers broader
economic indicators like inflation, interest rates, and GDP growth, which
can impact a company's performance.

Market Trends:

It also analyzes market conditions, including industry trends and
competition, to assess the company's position within its sector.
Overvalued vs. Undervalued:
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By comparing the intrinsic value with the current market price, investors
can determine if a stock is overvalued (market price > intrinsic value) or
undervalued (market price < intrinsic value).

Long-Term Investments:

Fundamental analysis is often favored by long-term investors who believe
in the "value" of a company over time, as opposed to short-term market
fluctuations.

Complementing Technical Analysis:

While fundamental analysis focuses on the intrinsic value of an asset,
technical analysis uses price and volume data to identify patterns and
predict future price movements.

Investment Decisions:

Ultimately, fundamental analysis helps investors make informed decisions
about whether to buy, hold, or sell an investment, based on their assessment
of its true worth.

Markowitz Model

The Markowitz model is a method of maximizing returns within a
calculated risk. It is also called the Markowitz portfolio theory or modern
portfolio theory. This model facilitates practical application; many new
investors use this technique in capital markets.

Efficient Frontier

An efficient frontier is a set of investment portfolios that are expected to
provide the highest returns at a given level of risk. A portfolio is said to be
efficient if there is no other portfolio that offers higher returns for a lower
or equal amount of risk.

RATE OF RETURN
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RISK TOLERANCE
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Net Asset Value

Net Asset Value (NAV) represents the per-unit value of a mutual fund,
reflecting the market value of its holdings. It's calculated by subtracting the
fund's liabilities from its total assets, then dividing by the number of
outstanding units. This NAV is used to determine the price at which
investors buy or sell fund units.
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Different types of Mutual Funds

Mutual funds are broadly categorized into four main types: equity funds,
debt funds, hybrid funds, and money market funds. Within these broad
categories, there are various sub-types and specialized funds designed for
different investment objectives and risk profiles.

1. Equity Funds:

Large-Cap Funds: Invest in stocks of large, established companies.
Mid-Cap Funds: Invest in stocks of medium-sized companies.

Small-Cap Funds: Invest in stocks of smaller, emerging companies.
Multi-Cap Funds: Invest in a mix of large, mid, and small-cap stocks.
Sectoral/Thematic Funds: Invest in specific sectors or industries like
technology, healthcare, etc.

Dividend Yield Funds: Focus on companies that pay high dividends.
Value Funds: Invest in companies that are considered undervalued by the
market.

ELSS (Equity-Linked Savings Schemes): A type of tax-saving equity fund.
2. Debt Funds:

Gilt Funds: Invest in government securities, considered safe.
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Corporate Debt Funds: Invest in bonds issued by companies.

Credit Risk Funds: Invest in high-yield corporate debt.

Liquid Funds: Invest in short-term money market instruments, like
Treasury bills.

Overnight Funds: Invest in very short-term debt instruments.

3. Hybrid Funds:

Balanced Funds: Invest in a mix of equities and debt, aiming for a balance
between growth and income.

Conservative Hybrid Funds: Have a higher allocation to debt than equity.

Aggressive Hybrid Funds: Have a higher allocation to equity than debt.

4. Money Market Funds:

Invest in very short-term, low-risk debt instruments like Treasury bills and
commercial paper.

Credit Risk

Credit risk is the financial loss a lender could face if a borrower defaults
on a loan or fails to meet contractual obligations. It represents the chance
that the lender will not receive the principal and interest as agreed, leading
to disrupted cash flow and higher collection costs. Essentially, it's the risk
of a borrower failing to repay a debt.

Determinants of Interest Rate

Interest rates are determined by the interplay of several factors, primarily
the supply and demand for loanable funds, but also influenced by inflation
expectations, monetary policy, and the risk associated with borrowing.
Factors like creditworthiness, loan type, and term also play a role.

Here's a more detailed breakdown:

1. Supply and Demand for Loanable Funds:

Supply:

The willingness of individuals, businesses, and governments to save and
lend money influences the supply of loanable funds.

Demand:

The demand for loanable funds reflects the needs of businesses and
individuals to borrow money for investment, consumption, or other
purposes.

Interaction:

When demand for loanable funds exceeds supply, interest rates tend to rise,
and vice versa.

2. Inflation Expectations:

Impact: Higher expected inflation leads to higher interest rates because
lenders want to be compensated for the erosion of purchasing power of
their money.




Central Banks: Central banks often adjust interest rates to manage
inflation.

3. Monetary Policy:

Central Bank Influence:

Central banks can influence interest rates through tools like open market
operations, adjusting the official policy rate, and managing reserve
requirements.

Impact:

Changes in monetary policy can affect overall interest rate levels and the
demand for credit.

4. Credit Risk:

Risk Assessment:

Lenders assess the risk of default when setting interest rates. Higher risk
borrowers typically face higher interest rates.

Factors:

Factors like credit score, credit history, and employment type can impact
risk assessment.

5. Other Factors:

Tax Treatment:

The tax implications of interest income and expense can influence interest
rates.

Loan Type and Term:

The type of loan (e.g., mortgage, auto loan) and the loan term (e.g., 15-
year mortgage vs. 30-year mortgage) can affect interest rates.

Market Conditions:

General economic conditions, such as the state of the economy and
business confidence, can also influence interest rates.

CAPM Model

The Capital Asset Pricing Model (CAPM) is a model that describes the
relationship between the expected return and risk of investing in a security.
It shows that the expected return on a security is equal to the risk-free return
plus a risk premium, which is based on the beta of that security. Below is
an illustration of the CAPM concept

CAPM relies on assumptions like market efficiency, homogeneous
expectations, a risk-free rate, a one-period investment horizon, and
constant beta. These assumptions simplify the model and may not always
reflect real-world complexities.
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