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This work is to discuss the role and power of derivatives in the
global financial markets and their ability to reduce, diversify and
enhance risks associated with international capital flows. During
the last two decades derivatives, as fiscal instruments,
experienced enormous growth and gained increasingly of
importance. This is mainly due to their ability to allow the
spreading of risks in cross border capital movements, making
such investments more appealing and the diversification of
portfolios more likely. Yet, derivative markets are controversial
because they are not well known outside a small group of
specialists. Most people look at them with suspicion and focus on
their role as highly effective instruments for speculation. Given
the leverage they provide fortunes can be made or lost in the
wink of an eye. Although derivatives do not create anything it
will be shown in the course of this study that the importance of
derivatives lies in...
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