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Financial & Commodity Derivatives Study Notes for BBA Exam 

Derivatives are regularly utilized for commodities, like oil, gas, or gold. Another resource class 
is financial forms. There are derivatives dependent on stocks or bonds. The most well-known 
basic resources incorporate stocks, securities, items, monetary forms, loan costs and market 
records. A derivative is a financial instrument or agreement that derives its worth from a 
hidden resource.  

Financial derivatives are financial instruments that are connected to a particular monetary 
instrument or marker or product, and through which specific financial risks can be traded in 
financial markets in their own right. Exchanges in financial derivatives ought to be treated as 
isolated exchanges instead of as basic pieces of the worth of basic exchanges to which they 
might be connected. The worth of a financial derivative comes from the cost of a basic thing, 
like an asset or index. Not at all like debt instruments, no principal amount is progressed to be 
reimbursed and no investment income accrues. Financial derivatives are utilized for various 
purposes including risk management, supporting, exchange among business sectors, and 
speculation 

In commodity derivatives, the basic resource is a commodity, such as cotton, gold, copper, 
wheat, or flavors. Commodity derivatives were initially intended to shield farmers from the 
risk of under-or overproduction of yields. Commodity derivatives are speculation instruments 
that permit financial backers to benefit from specific items without having them. The 
purchaser of a subsidiary's contract purchases the right to trade an item at a specific cost 
sometimes not too far off. The purchaser might be purchasing or selling the item. In monetary 
subsidiary, the hidden resource is a monetary resource, for example, value shares, bonds, 
debentures, loan costs, stock list, swapping scale, and so forth. 

Advantages of Derivatives 

1. They help in transferring risks from risk-averse people to risk-oriented people.  
2. They help in the discovery of the future as well as current prices.  
3. They catalyze entrepreneurial activity.  
4. They increase the volume traded in markets because of the participation of risk-averse 

people in greater numbers.  
5. They increase savings and investment in the long run 

The spot market is where commodities are exchanged, and the exchange of ownership 
happens right away. This idea is additionally named as 'prepared conveyance contract' under 
which installment and conveyance of goods happen right away. The purchaser agrees to 
purchase the asset on a specific date at a specific price. The agreement's merchant doesn't 
need to own the underlying asset. He/She can satisfy the agreement by giving the purchaser 
enough cash to purchase the resource at the overall cost. He/ She can additionally give the 
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purchaser one more subsidiary agreement that balances the worth of the first. This makes 
derivatives a lot simpler to exchange than the resource itself. 

 


