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Definition of future contracts 

Future contracts are agreements to buy or sell an asset at a 

predetermined price on a specified future date. They play a crucial role in 

financial derivatives. 



History and development of future 

contracts 

Origins of future contracts 

Future contracts can be traced back to 

ancient civilizations, where agricultural 

produce was traded at predetermined prices. 

Evolution in financial markets 

In modern times, future contracts have 

expanded beyond commodities to include 

currencies, stocks, and other assets. 



Characteristics and features of future 

contracts 

Standardized terms and specifications 

Future contracts have predetermined 

quantities, quality standards, expiry dates, 

and settlement procedures, enhancing 

market efficiency. 

Margin requirements and leverage 

Traders are required to deposit initial margin, 

allowing them to control larger value positions 

and potentially amplify profits or losses. 



Functions and uses of future contracts 

1 Hedging against price fluctuations 

Businesses and investors use future contracts to mitigate the risks associated with price 

volatility. 

2 Speculation and profit opportunity 

Traders take advantage of future contracts to profit from price movements without owning 

the underlying asset. 

3 Diversification and portfolio management 

Future contracts allow investors to diversify their portfolios and manage risk exposure 

across different asset classes. 



Advantages and 

disadvantages of future 

contracts 

1 Advantages: liquidity and price transparency 

Future markets provide high liquidity and transparent pricing, 

enabling efficient trade execution. 

2 Disadvantages: counterparty risk and market volatility 

Future contracts expose participants to the risk of default by their 

counterparties and fluctuations in market prices. 



Regulation and oversight of future 

contracts 

1 Role of regulatory agencies 

Government agencies enforce rules to 

ensure fair trading, protect investors, and 

maintain market integrity. 

2 Measures to protect market 

participants 

Regulation includes setting margin 

requirements, monitoring trading activities, 

and conducting periodic audits. 



Conclusion 

Future contracts in financial derivatives have revolutionized the way 

assets are traded, enabling risk management and profit opportunities. The 

future outlook for their use is promising. 


