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Derivatives Market: A
comprehensive guide

Welcome to the world of derivatives! In this presentation, we'll explore the

types, functions, participants, and challenges in the derivatives market.
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Types of Derivatives

Futures Contracts

Agreements to buy or sell
assets at a predetermined

price and date in the future.

Options Contracts

Provide the right, but not the
obligation, to buy or sell

assets at a specific price

within a specified timeframe.

Swaps

Contracts where two parties
exchange cash flows or risks
based on a predefined set of
conditions.

& Made with Gamma


https://gamma.app

Functions of Derivatives Market

1 Hedging

Managing risk by
offsetting potential losses
in one investment with

gains in another.

Speculation

Taking positions to profit
from anticipated price

movements in the market.

Arbitrage

Exploiting price
discrepancies between
different markets to make

risk-free profits.
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Participants in the Derivatives Market

Individual Investors

Retail traders who engage in
derivatives trading for personal

investment purposes.

Institutional Investors

Large financial institutions,
pension funds, and hedge funds
that trade derivatives on a larger

scale.

Market Makers

Financial firms that provide
liquidity by constantly quoting

buy and sell prices for derivatives.
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Regulation of Derivatives Market

Regulatory Bodies Reporting and Transparency
Requirements

The derivatives market is regulated by financial !

authorities such as the Securities and Exchange Market participants must disclose relevant

Commission (SEC) and the Commodity Futures information to ensure transparency and prevent
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Risks and Challenges

1 Counterparty Risk

The risk that one party fails to fulfill its contractual obligations, leading to financial losses.

2 Market Volatility

Fluctuations in asset prices can result in significant gains or losses for derivatives traders.

3 Lack of Liquidity

Thin trading volumes can make it challenging to enter or exit positions at desired prices.
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