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Derivative

Future Forward Option Swap
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* To hedge risks

* To speculate (take a view on the future direction of the market)

* To lock in an arbitrage profit

* To change the nature of a liability

* To change the nature of an investment without incurring the costs
of selling one portfolio and buying another
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1 Profit

1 Profit
Price of Underlying at Price of Underlying
K Maturity, S, at Maturity, S
Profit from a Long Forward Position Profit from a Short Forward Position

(K= delivery price=forward price at time contract is entered into) (K= delivery price=forward price at time contract is entered into)
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* A call option is an option to buy a certain asset by a certain date for a

certain price (the strike price)

* A put option is an option to sell a certain asset by a certain date for a

certain price (the strike price)
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Hedgers

Speculators
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