
SWAP THESIS

swaps among Dutch non-financial firms to either speculate or hedge .. Therefore, in this thesis, I focus on the analysis of
interest rate risk and.

It simply means that the bank enters into another interest swap with the same terms and conditions but
structured that way that the cash flows on the new swap offset the cash flows on the old one. The term risk is
not homogenously defined in business management. These kinds of deals are i. Usually the two non-financial
partners do not know each other and do not get in touch directly to arrange a swap. It is also possible to pass
the swap to a third partner that is called sale or assignment. Moreover there are extendible or cancellable
swaps. Second, the bank acts as intermediary. They either bet on rising prices or they bet on falling prices.
Although hedging is costly, the costs are still a small price to pay if you look at the increased scale at which
the company then is able to operate. The ISDA draw them up. It is the most known reference rate on the
money market and the rate of interest offered by banks on deposits from other banks. Swaps furthermore are
helpful for companies to access new markets which normally would be difficult to enter as the cost of entering
are too high and thus not profitably. I also long for moments to sit on the carpet next to each of you with a
glass of wine, to exchange with you my sweater I'm wearing with your favorite old t-shirt, and to hear the
story behind it. After revising these codes later they led to the introduction of standard form agreements. If the
exchange rate is i. It is a financial contract, whose value derives from a financial instrument or material asset.
Introduction Risk management within companies is getting more and more important. They observe the
market and dependent on their expectation they invest in a chosen derivative with the aim to achieve a
satisfying profit. The first chapter gives an overview about existing derivatives and about the structure and
function of swaps. In terms of commodity swaps the parties do payments which are based on the price of a
specified amount of a commodity whereas in equity swaps the payments base on a notional capital specified as
stock portfolio. If one company defaults the financial institution is nevertheless obliged to honour its
agreement with the other company. Afterwards the impact of interest risks on companies as well as OTC
instruments that are used for hedging are explained. Moreover the new swap partner has to accept its swap
counterpart as well as the origin partner. Definition Like arbitrageurs a hedger wants to avoid risks concerning
an investment as good as possible. Hedging 3. This simply means that they use the opportunity minimize those
risks. Arbitrage means that you take advantage of short-term price differences between two or more markets to
achieve a profit without any risk. Mehring, G. A risk is also the danger of the failure of a performance.
Companies that do not hedge can not operate on the same scale as the one doing hedging. V [3] Comp. That
way the bank provides know-how but has no contract with both of the partners and hence bears no risk. In
terms of absolute forward deals both parties of the contract have to fulfill the deal at a determined date, i. The
published rate is both the basis for negation of short term credits and good information to facilitate
negotiations of fixed-term deposit interest rates with the bank. Also very popular is a mixture of these two
swaps known as cross currency swap. This means that he has the chance to buy an asset to this fixed rate on
March 1st. Hedging 3. Second, the bank acts as intermediary. This association launched a code listing standard
terms and conditions for interest rate swaps. Afterwards the impact of interest risks on companies as well as
OTC instruments that are used for hedging are explained. This is the interest rate for money on term deposit in
Euro which is dealt between banks.


