Introduction to Swaps In
Financial Derivatives

Explore the world of swaps in financial derivatives, including their
definition, various types, and the benefits and risks associated with them.
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Types of Swaps

Interest Rate Swaps

Exchange fixed interest rate payments for
floating rate payments to manage interest
rate risk.

Commodity Swaps

Exchange cash flows based on the price
fluctuations of commodities, such as oil or
natural gas.

Currency Swaps

Swap principal and interest payments in
different currencies to manage foreign
exchange exposure.

Credit Default Swaps

Transfer credit risk by exchanging periodic
payments in case of a default on an
underlying debt instrument.
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Interest Rate Swaps

Fixed Rate

Receive fixed rate payments,
providing stability and
predictability.

Floating Rate

Receive floating rate
payments based on a
reference benchmark, such
as LIBOR.

Interest Rate Risk

Hedge against or speculate
on changes in interest rates.
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Currency Swaps

1 Exchange Rates

Manage risks associated with exchange rate fluctuations.

\\ 2 International Trade

- Facilitate financing for cross-border transactions.

| 3 Interest Rate Differential

_‘_4 Benefit from the difference in interest rates between two countries.
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Commodity Swaps

Speculation

Profit from anticipated changes in
commodity prices.

Hedging

Protect against price volatility and
manage commodity price risk.

Supply Chain Optimization

Ensure stable supply and pricing for
producers, processors, and consumers
of commodities.
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Credit Default Swaps

Protection Buyer
Protection Seller
Reference Obligation

Credit Event

Party seeking insurance against default of an
underlying debt instrument.

Party assuming the risk of default and
receiving periodic premium payments.

Underlying debt instrument on which the credit
default swap is based.

An event that triggers a payment under the
credit default swap.
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Benefits and Risks of Swaps

Benefits Risks Global Financial Impact
Reduce exposure and manage Counterparty risk, market risk, Swaps have revolutionized the
risks, enhance liquidity, and liquidity risk, and legal and financial industry and played a
provide flexibility in financial operational risks. crucial role in global economic
management. development.
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