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FINANCIAL RISKS, CONTRACTS, AND MARKETS
	RISKS

(Changes and Defaults)
	CONTRACTS AND MARKETS 

	
	Contracts
	Types of Markets 

	
	Types 
	Nature
	

	1. Exchange rates (per $) changes: up  (depreciation/ devaluation) or down (appreciation/ revaluation)

2. Market interest rate changes: up (capital gain) or down (capital loss)

3. Market price changes: up or down

4. Defaults: loss

5. Country’s risks: default and exchange rate risks


	· Spot

· Forward

· Future

· Currency swap

· Interest rate swap

· Option

· Stock index

· Short selling
	· Settlement risk (value date risk)

· Hedge (protecttion) or speculation

· Speculation

· Hedge (protection)

· Speculation

· Speculation

· Speculation

· Speculation
	· Spot (OTC)

· Forward (OTC)

· Future (Bourse)

· Stock exchange (Bourse)

· Derivatives (OTC)
Market actors:

· Arbitragers

· Hedgers

· Speculators


· A forward, or forward contract, is an agreement between a buyer and a seller to exchange a commodity or financial instrument for specified amount of cash on a prearranged future date. 
· A future, or futures contract, is a forward contract that has been standardized and sold through an organized exchange (bourse). So, a futures contract specifies that the seller, who has the short position, will deliver some quantity of a commodity or financial instrument to the buyer, who has the long position, on a specific date, called settlement or delivery date, for a predetermined price. No payments are made initially when the contract is agreed to. The seller benefits from declines in the price of the underlying asset, while the buyer benefits from increases.

· Derivatives are financial contracts whose values are derived from the values of underlying financial assets (securities).

· Hedge is an action to take a position for eliminating or reducing or compensating the existing risk attached on the own financial assets, and usually with an amount of costs. 

· Arbitrage is an action of buying and selling simultaneously due to different levels of prices among places, hence the actor will have profits of price differentials.

· Speculation is an action with a risk of gain or loss in the future.
