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ABSTRACT

Derivatives are secondary securities. Their value is
based on the value of the primary security that they are
linked to. Equivalently the value of a derivative chang-
es when there is a change in the price of an underly-
ing related asset. Commonly used derivatives are: Fu-
tures contracts, forward contracts, options and swaps.
Derivatives can be used to hedging or assume risk with
the expectation of speculation.

Role of derivative markets: Risk Management; Price
discovery; Operational advantages and market efficien-
cy. In case goods price falls, that means - the price of the
futures or options contract will also fall. The investors
want and also need to keep their investments at an ac-
ceptable risk level. Derivative markets can reduce their
risk to transfer it to those wishing to increase it, whom
we call speculators.

Derivative markets can offer several operational ad-
vantages. For example, They entail lower transaction
costs. This means that commission and other trading
costs lower for traders in these markets. Also, Derivative
markets, particularly the futures and exchanges have
greater liquidity than the spot markets. Therefore the
derivative markets provide a means of managing risk,
improving liquidity, reducing costs, discovering prices,
selling short and making the market more efficient!.

Key words: Derivative markets, futures contracts,
forward contracts, options and swaps.
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