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Executive Summary


Derivative is the new whispering phrase is the economic quarter of Bangladesh. A derivative market to mitigate funding dangers in a developing country like Bangladesh some neighborhood and worldwide professional are constantly telling about the magnitude of introducing. The Bangladesh Securities and Exchange Commission (BSEC) additionally appears involved to introduce derivatives in country’s financial market as soon as possible. Current the entire focal point of person investor establishment and company are on inventory exchanges. The problems are different buyer to select funding options. If there is any future and forward market beside stock trade it can provide a change for the buyer to get away from incurring losses. The financial system of Bangladesh is rising economy and nonetheless growing. In order to allow the economic system to develop it is quintessential to spread out specific branches to create new investment opportunities. Stock markets and different derivatives market of any united states is one kind of indicator which tells the power of that country’s economy. It additionally wished for Bangladesh. As the financial systems are rising, those will also looking toward derivatives market for other exchange. This will leads the idea of organizing a derivatives market in Bangladesh. 
Bangladesh's monetary market to bring derivatives into play but there is a query mark involving the readiness. Today, about future prices organizations around the world use derivatives to presently hedge danger and limit uncertainty. The effectively of markets by enhancing rate discovery for assets Derivatives make a contribution to financial growth and make bigger. In the recent market turbulences the derivative market has clearly been affected by way of using and has carried out a characteristic. In order to decrease the systematic danger and to create a well functioning market, both protection and integrity need to be ensured.    
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Chapter 1
1. Introduction 


[bookmark: _Toc524172095]The development and enlargement of derivatives has been one of the biggest activities in the securities markets. The derivative market is the world’s greatest monetary market in modern times is consequently barring doubt. Economic markets haven contributed to the robust growth in derivative markets. Today, the worlds to currently hedge risks and to invest derivatives are essential pillar in the global economic system, enabling corporation round. The feature of risk-shifting, the derivatives such as forwards, futures, option and swaps are buying and selling all over the world via formal Exchange Traded Markets as properly as over the counter (OTC) market. All over the world, the use of such derivative instruments getting a fast momentum because of the technology, advancement, conversation facilities, and hence, the globalization of monetary markets. The traded might also moreover be for customization of contracts in accordance to personal desire and some exceptions and facilities the tread volume of OTC derivative is more than. This paper prepared for the derivatives market in Bangladesh. There are some important points about benefit, opportunities and risk. Capital market and derivatives are market efficiency of the necessity of derivatives market in Bangladesh has no derivatives market. for financial growth and development derivatives are need.
Chapter 2

2. Methodology:
Type of data:  I collect both primary and secondary data for my report.
Face to face conversation, Search internet and newspapers.



Chapter 3

3. Global derivatives market
For economy and international financial system is a main pillar of the global derivatives market. Derivatives are used to reduce uncertainty about future prices and effectively hedge risk. Derivatives did not reason for financial crib. Not but w derivative markets has been affected by play the recent market turbulences. There are two main reasons first; for outstanding share €471 trillion in notional amount and €24 trillion was value of gross market in December 2008. Second, for the global economic system that is relevance of derivatives. By central counterparties (CCPs) derivatives traded on exchanges as nicely as derivatives cleared those have proven by some part of the market and institution. One of the largest derivatives Lehman Brothers International (Europe) that is players globally, which was default in September 2008, a short period of time central counterparties almost wholly resolved all open positions. The lack sufficient risk management and mitigation as properly as the vital degree of transparency the derivatives market that, at the identical time, the financial unearthed deficiencies in regulated segment. The OTC derivatives market segment are especially interconnected the total economic system, default of yet relevant market participant should have prompted caused disruption. Minimize both integrity need and safety to be ensuring for this systematic risk and to create well-functioning market. 

3.1. Overview of the global derivatives market

Derivative that are financial instrument are traded among market participant over the counter (otc).  Derivative offering their user various benefit compared to other financial institution. The global derivatives market in the global economy, that are surprising strong growth over the past decade.




3.2. Fundamental of derivatives: 
[bookmark: _Toc524172077]A derivative is a contract between a buyer and a seller. A later date this transaction follows. Over the period of contract, fluctuate the derivative value the price of it’ underlying. This contract, derivative has to be distinguished from securities, where include equities, bond, and structure securities. For whole sale and professional investors they focus on derivative white paper.

3.3. Main functions of the derivatives:	

Derivatives use hedge risk and speculative purpose. That risks are less willing or able to manage the risk Derivative traction includes there.

Chapter 4

4. Underlying assets

The underlying asset is the financial instrument which based on derivative price. For derivative trading underlying asset is use. The prices of the underlying assets that base on the Forward, Future, Option and Swaps contract value.There are five underlying asset performances. Those are foreign currency, equity, fixed income instrument, commodity, and credit event.

4.1. Equity derivatives 

For Equity derivatives there futures are single stock, for back to back repurchase agreement that flowing OTC forward, OTC equity swap, stock option warrant, option are single share. Today, most international financial centers, investor can buy futures based on benchmark. The china securities in 2010 trading of futures on Interest rate derivatives approved by the authorities.

4.2. Interest rate derivatives: 

One of the most common interest rate derivatives are Interest rate swap. Counterparty receiving fixed interest rate payments in exchange for a floating rate that involves a bank agreeing to make payments. It is an extremely provides that manage interest rate risk is very useful tool Depositors are adjusted less frequently while the interest payments the market interest rates are usually tied closely when the banks floating rate loans, reduce that interest income decline in market interest rates but not the interest payment on deposits. A counter party when coming into an interest rates swap contract and receiving fixed rate receipts from banks the interest rates threat would be less exposed. This lets in the interest rates contract a buyer right to lock a future investment price.

4.3. Commodity derivatives  

Commodities are the earliest derivatives markets. Commodity derivatives face some 
Problems of driven about delivery, seasonal pattern and storage. But in the 1970 commodity derivatives markets develop rapidly begin to modern day. Within that time, the market authority producers a few large commodities for the breakup, because of the better reflect demand conditions and market supply to allowed price movements. For price volatility the associated price risks resulting in the spot markets, for derivatives trading to hedge that gave rise to demand of commodity traders.

4.4. Foreign exchange derivatives 

Over the past few decades’ countries have across increasing financial and the trade integration for protection against exchange rate movements led to a strong rise in demand. Forward exchange contract is hedging tool that is very popular.  A certain amount of foreign currency to buy or sell a binding obligation for a certain future date, pre agreed rate of exchange. There is another kind of foreign exchange derivatives are Cross-currency swaps. In Different currencies principal and interest exchanging payments that involves two parties. For bond market development local currency is an important for Cross currency swap market. Hedging against the interest rate risk due to the fact such instruments allow foreign borrowers in nearby bond markets to swap lower back their proceeds to their own currencies while.

4.5. Credit derivatives 

A party which promises a payment to another unsure the incident a particular entity with respect to a credit event is call credit derivative contract. The financial instrument’s cash flows that refer to an incident affect a credit event in general. In practice, it could be failing to pay; filing for bankruptcy, dept lack or moratorium there is no proper definition. The faster growing types of credit derivatives are credit default swap CDs over the past decade. For buyer protection it is flow an insurance policy against the loss, a default by the issuer for a bond of principal. A savings incident, the customer has a right to demand compensation from the seller. The CDs is written with admire to one single reference entity, the so called single mane CDs.

4.6. Derivatives are traded in one of two ways: 

For 90 percentage of the market in time period of notional amount wonderful for the OTC segment. Participants and multilateral trading are bilateral trading among the market volume is dividing equally. Different number of marker participants on organized marketplace. For 10 percent of the market and is all around. Clearing and collateralization: 

4.6.a. Clearing and collateralization: 
The markets notional are cleared about 33% by means of central counterparties (CCPs), which consolidate and manipulate risks. the fulfillment of contracts Exchange traded derivatives are usually cleared centrally with CCPs that ensuring the full collateralization of open risk positions and guaranteeing For OTC derivatives that are not CCP-cleared, risks are partially mitigated through bilateral collateralization. Derivatives publicity is currently not collateralized at all massive share.

4.6. b. Registration or reporting: 

 Most occupations For OTC derivatives registration is not obligatory.  Market prices and trading volumes there are no comprehensive reporting. OTC segments clearness in certain a lack of market this means. About 37 percent of the market for the account covers combined by CCPs, by regulated markets, and by so called trade on larger scale market information is only provided. There is a comprehensive post trade and all trades are registered and there is a complete publish trades are registered lack of concentration rule that Exchange traded derivatives, lack of concentration contracts traded and risk positions thereby ensuring optimal.


Chapter 5

5. Theoretical analysis

5.1. What is a derivative?

Derivatives are financial securities. Option or future derivatives cost is derived in section part from the price and traits of every other an underlying assets. The major objectives of any investor are to convey a factor of simple task to returns and decrease risks. The need to restriction from the risk derivatives are contracts that originated. Financial markets is excessive volatility one of the key features. Prices of foreign currencies, petroleum and different commodities, equity shares and devices  fluctuate all the time, and poses a great chance  to these whose business are linked to such fluctuate prices. To limit this risk, modern finance offers a technique known as hedging. Derivatives are widely makes use of uses for hedging. Some people use it speculation is prohibited. The underlying assets value that find out a financial contract.  A derivative derives some variable or financial assets the value of other. Bonds, Stock, commodities, currencies, interest rate, market indeed are the most common underlying assets. Derivatives describe an agreement between two parties. That contract has a fixed and ending date and agreement has flexible. Derivatives transactions are now common that including central banks, investment banks, fund managers, commercial bank, non-financial corporation and other insurance companies.

5.2. Main points of derivative	

· Agreement between buyer and sellers.
· The beginning of the contract sometimes no exchanged of money. 

5.3. A derivatives includes 

 A proportion derived from a debt instrument, share, loan whether secured or unsecured, chance instrument or contract for variations or any other shape of security.

5.4. Advantages of derivatives: 

· Help in transferring risks from risk unfavorable people to chance oriented people.
· Help on the discovery of future as nicely as modern day prices. 
· Catalyze entrepreneurial exercise.
· For the greater numbers of risk adverse people, that’s why increase the volume treaded market. 
· Long run saving and investment are increase.  






Chapter 6
6. Benefit, risk and opportunities of financial derivatives market in Bangladesh:


6.1. Objective of the study

· To have an appear on the evolution of more than a few derivative products. 
· To discover out the buying and selling mechanism of unique derivative products. 
· To study the variety of problems in the Bangladeshi derivative market and future potentialities of this market.  
· 

6.2. The Role of Derivatives:

The context of the inventory market derivatives have performed an an increasing number of important and often inter-related in position. The derivatives are used by means of investor to supply leverage such that a small movement in the price of the derivative. The underlying cost can reason a massive distinction. If the price of the underlying asset strikes speculate and make an income by means of hedge or mitigate danger in the underlying, getting into a derivative contract whose fee moves in the contrary route to underlying position and cancels section or all of it out. The place it is now not possible to exchange attain exposure exposure to the underlying. 


6.3. Strategies of Derivatives 

Derivatives can be used to mitigate the chance of economic loss increasing from modifications in the cost of the underlying. The simple derivative strategies are:

a.Heading
In finance, the aim of minimizing one’s publicity to unwanted risk a hedge is a function set up in one market in a try to offset publicity to rate fluctuations in some contrary function in some other market.

b.Speculation
The cost of the underlying assets, some people and establishments will enter into a derivative contract to speculate on, having a bet that the party in search of insurance plan will be in correct about the future free of the underlying assets. Dealing in derivatives of speculative is a unique side.
c.Arbitrage
Individuals and establishments may additionally also seem to be for arbitrage opportunities, as when the modern shopping for price of an asset falls below the charge precise in a futures contract to promote the asset.

6.4. Benefit of Derivatives 
Due to the fact that provide financial planners and risk managers to hedge enterprises risk.  Derivatives are a principal issue of threat management. The major use of derivatives is to limit threat for one party whilst providing the possible for a high return to another. Nevertheless, the use of derivatives also has its benefits: 
· The buying and selling of risk and many humans think about derivatives facilitate this to have an effective influence on the economic system.
· The risks of changing underlying market prices derivatives offset in the futures market it helps in lowering the threat associated with exposures in an underlying market with the aid of taking counter- positions. 
· The investor is required to pay a small fraction of the price of the complete contract as margins of Derivatives are quite leveraged instruments.
· With minimal quantity of threat capital Incentive to make profits. 
· Derivatives market is lead financial indicators. 



6.5. Introduction of Derivatives in Bangladesh 
In Bangladesh there is no derivative market. But significant possibility for Derivatives market in there. There are clearly three kinds of merchants exist in the derivatives markets. Speculator, from the rate of derivatives contract over the time take feature to achieve the predicted fluctuation. The probability of actions of endeavor price or stock charge in future hedgers take role to decrease and Arbitragers, who makes earnings from quick time length charge fluctuations where derivatives contracts are traded derivatives market, is a prepared market area. Derivatives are necessary as for area and parcel of market development From an in basic terms Bangladesh inventory market perspective.

6.6. Risks of Derivatives in Bangladesh   

Certainly a derivatives market in Bangladesh there is some drawbacks as well as danger to set up. Contribution to derivatives poor image there are some necessary issues that stories in the press of our country have a tendency to center of interest on how they are used legitimately the illegitimate abuse of derivatives alternatively. Investors’ are uninformed opinion and s misinformed perceptions. Who are having bulk amount of financial reserve as a developing nation that do no longer have sufficient consumers. A sturdy extensive range of traders where as a derivatives market needs who’s funding will run as blood of the market and keep it alive.

6.7. Importance of Derivatives in the Recent Capital Market Crash Condition in Bangladesh 
The engine of increase for an economy is the capital market, and performs a necessary role in acting as an intermediary between savers and organizations for Business Corporation looking for additional financing expansion in 2010 per capital earnings of roughly $641 and today, with a $257 billion financial system if purchasing power parity (PPP) is taken into account, Bangladesh want to really growing increase market products and focal factor on improving governance, such as derivatives. The capital market of Bangladesh is growing it is encouraging to see that, albeit at a slower pace than many would like, on the other hand at a nascent stage with market improvement.  The inception of the Securities and Exchange Commission (SEC) in 1993 the market has considered a lot of dispositions considering the fact. The capital market has attracted a lot more attention, after the bubble burst of 1996, importance and attention that have led to the infrastructure is has in the market today. The capital market is undeveloped now a day it is referred to that nonetheless.  Some urges that if derivatives had been introduced in our country, that may be in a function to protect the market.

6.8.   Derivatives in the Recent Share Market Crash in Bangladesh
In the monetary markets, bond prices, foreign money rates, inventory prices, pastime costs and dividends go up and down, developing risk. In the current market crash, it can manage the charge fluctuations if derivatives are on hand in capital market. The urges of derivatives are following some Reasons: the present day market stipulations lead to urgency of derivatives the improved volatility in the asset costs in after the market crash in 2010. The worldwide economic market and the capital market there are expanded integration; it drives to the necessity of introducing derivatives. The prices also tends to energy when there is marked enhancement in the verbal exchange service and very sharp decline after the market crash in last year the introduction of financial derivatives. In Bangladesh capital market there is improvement of the first type derivative administration equipment the strategies of the derivative administration the equal presents the financial dealers to have a wider choice and the equal leads to the growth of significance of derivatives.










Chapter 7

7. Major types of derivatives 

Four types of derivative contract are forward, future, option, and swaps. 

Forward Contract
Future Contract
Options Contracts
Swap Contracts


7.1. Forward Contract:

 Forward is a one of the derivatives contract, it is two parties’ agreement buyer or seller for certain future time and price. Where one party agreed to buy and another party agreed to sell for a future time and price. The Forward Contract is normally traded over the counter (OTC). The parties fulfill their contracts at the specific time. 
For the forward contracts its flow specified date at a price in future that the exchange  agreed on date it is a negotiated agreement that use customized, privately to exchanges an asset or money  float at Large minces. Consumer or small firms are not used forward contracts.
For 30, 60, 90, 180, and 360 days are the most frequent forward contracts. 

Forward Contracts Payoffs
For long position the payoff in a forward contract. An 
Here,
The asset is
ST-K 

The spot price is (ST) and
 K, is Delivery price 



7.2. Futures Contracts?
[bookmark: _Toc524172079]A futures contract is a contract between two parties where each party agree to buy and sell a specific asset of precise quantity and at a predetermined price, at a detailed date in future. The asset is made on the future date termed as transport date of the payment and shipping. The future contract buyer is acknowledged as to keep a long position or simple long. The seller in the futures contracts is said to be having short position or simple short. 
A future contract should be commodities, stocks, currencies, interest rates and bond in the underlying asset. The futures contract is held at an identified inventory exchange. It is no longer quintessential to be aware of two parties recognize every different this contract. The Chicago Mercantile Exchange (CME), Chicago Board of Trade (CBOT), and the South Africa Future Exchange (SAFEX) are the largest exchanges organizations where futures are traded. For specific date a particular currency to be a standard volume exchanges for future contracts on currency. MNCs commonly used the forward and future contract to hedge their foreign currency positions. They are traded by speculators the expectations of exchange rate movement. 
On a future factor in time a buyer of future foreign money locks in exchange rate in trade fee to be paid for a foreign currency. Overseas foreign money can be exchanged for the domestic foreign money a vendor of currency future. Contract locks in exchange rate. 
[bookmark: _Toc524172080]A derivative is a financial instrument that obtains its value from something else, known as the underlying assets. For example, an actual barrel of oil is an underlying asset price of oil right now $60 per barrel. A specified date, for a stated price a buyer or seller an agreement to upon quantity of an underlying asset it is a future contract.  If price of oil right now $ 60 per barrel.  The price of oil will increase, instead of buying the oil now and storing it until need it. The imperative difference between forward and future is that OTC market for forwards trade and future is traded on exchanges. The gorgeous differences in the two instruments: 

1 Future contract is standardized instruments transacted through brokerage firms.  For this contract that including delivery dates and places, trading and credit procedures volume, are standardized. For respective broker buyer and seller will work it’s know that an ordinary stock trade and a future trade to contract.  In the futures contracts investor can only trade, that is supported by exchange. The contract are privately negotiated between two parties are absolutely customized and all the terms of forwards contract. They can be keyed to nearly any inferable underlying asset or measure. Notional quantity of the contract and form the contract is completely up to the party the contract date. 


2. Future is less risky then forwards. Forward are both market and credit risk.  Each market risk and credit risk is Forwards entail. Those who engage in the exchange’s clearing house the futures transactions count on exposure to default by way. For OTC derivatives default the counterparties are fail to perform on the exposure a forward. Increasing credit exposure for forward contract’s profit or loss only realized at the time of settlement.



 7.3. Option contract: 

Options Contracts is an agreement  between a buyer and seller that offers  gives the customer  of the option the right to purchase   or sell a particular asset at a later date at an agreed upon price. Options Contracts are often used in securities, commodities and actual estate transactions.   
An organized exchanged and on the OTC market both options are traded. Put and call are two types of option contracts. Sometimes forward and future contracts have obligation to do the exercise, otherwise option holders have rights to exercise. Call option is that the right to buy the underlying assets net a certain date for a certain price. The lengthy role or no longer has the ability to exercise for the party of the option contract. A put option the right to sell the underlying asset offers a certain date, for making the contract, the holder by means of a sure price. If ask to do so the party with the contract for the short position with the obligation to exercise. The price specified in the contract is the exercise price or the strike price.  The expiration date or the maturity date is acknowledged the contract. There are two options either European or American has a distinction that nothing to do for geographical location. Both are exercised the expiration date however American Options can be exercised at any time and European options can be exercised only that dates.



7.4. Swap contract

A swap is a derivatives contract the place two parties exchange financial instrument. That instrument can be something but most swaps contain cash drift based. When exchange cash flows in the future between two parties agreement it is called a swap contracts. When the cash flow will be paid the agreement defines. The principal amount cash flows are calculated over a nation. That is not usually exchanged between counter parties. There are some types of swaps those are commodity swaps currency swaps, and interest rate swaps. An agreement for interest rate swaps that is offer to receipts in the same currency or exchange interest obligation for two parties an agreed period of time on an agreed amount of notional print that is know the swaps carpal. The method of receipts in one currency or payments or payments trade in another when two parties agree to exchange their currency flow. Commodities swaps that are known as hedging instruments that two party carry it is known as a currency swap. For a designated quantity, one party agrees to pay a fixed price of commodity to the counter party, the first party a price for the same quantity who in turn pays.  There are two derivatives market; one is over the counter derivatives other side the exchange traded derivatives that is divided. 


Chapter 8

8. Capital markets and derivatives are efficiency: 

The classification of derivative products in latest years accelerated financial efficiency that has been developed. The own the risk shifting characteristics derivative have become an entire phase of the financial system. The world main economies have not such instrument that would provide. Trade of higher volume, and increased market liquidity use efficient markets lead to bid ask spreads. The modern market rate is the value of the product; a product is mirrored for efficient market for all information is relevant for the efficient market. For representing financial derivatives the basic tools that necessary in the efficient market. In recent years the derivative products are that has been developed for economic efficiency. A steady and efficient capital market is unavoidable it is in all likelihood true for sustainable economic boom and development. 
Derivatives securities are vital for making capital market is greater effective, corrupted, steady and adoptable to the modern aggressive world. The business field are more risk competitive than it was fifty sixty years ago from now a days. The benefit of modern transportation and telecommunication technologies, in 1970 the introduction of freely floating exchange rate systems and international tread capitalization was speedy grows. For competitive world lots of changing need to cope with the financial market wants. , it must thinks about the monetary balance chance sharing and market efficiency, for introducing of derivatives markets might also be tested vital decision. In more than a few methods for lowering chance Derivatives help to market efficiencies for farmers, oil companies, interest rate risk for bank, etc the prices of the underlying assets the demand for cost effective protection against risk associated with movements for users. In other words, on the other hand users of derivatives can hedge against fluctuations in exchange and interest rate, equity and commodity prices. Without difficulty can transferring that risk from entities less willing or in a position to manage them to those greater inclined or able to do so. Commercial banks, investment banks, central banks, fund manager, insurance companies, and other non financial corporation those are the common derivatives transactions are now. Research on necessity in china, the institution of economic derivative market described some key statistics that indicated extra necessary want of by product market for the monetary stability and financial growth. For the sustainable growth and development the establishment of financial derivatives market in Bangladesh as an obligatory decision.
8.1. Financial market features for strengthening

An economic a deep monetary market is regarded as an integral. After greater than four many years of the liberation it is a rely of wonderful regret that, the improvement of an environment friendly monetary market are nonetheless in the rising stage related to the improvement of an efficient monetary market. Bangladesh cash market is not developed. Separate bond market is not there. Just very few bonds are traded in the secondary market. On the different hand, the circumstance of the capital market is so unstable in nature. It is an occasion known as one of the worse markets in the world. The institution of an economic derivatives market may useful in some way, such as the risk moving mechanism inherent owned by the instrument can enhance the distributing characteristic of the monetary market in Bangladesh.

[bookmark: _Toc524172081]8.2. Avoiding risk of participators:

There are three key financial market participators. Those are Hedgers, Speculators and arbitrageurs. Very common element for investment is Trade hedging. No speculators, no hedgers.  The hedger wants to shift the risk to others. Total market instead of increasing proper speculations can generally decrease the risk. Contribution of hedgers and speculations are very important for financial market development. Perfect mechanism of heading off risks the derivatives forward, future, and option and swaps inherently participator. According to the practical requirements of market and participators, meet the goal rules development Bangladesh has to set up financial derivatives market as soon as feasible.

[bookmark: _Toc524172082]8.3. The requirement of financial development market:

Bangladesh is nonetheless in primary stage of the capital market that recognizing of development. This market is so a good deal necessary in nature.  Two principal collapses, one in 1996 and any other in 2010-2011, in accordance to to record of show committee, were show of such syndication and manipulation. There is no choice to increase the number of financial instrument as properly as participator in the market for deepening of financial market of Bangladesh. For saving their small amount, investor find the derivative instruments, they will obviously be interested to come in the market. But Bangladesh has not able to make a properly operate to inspire to small investor, who can be known as nucleus of the financial market. The quantity of devices as properly as participators would be improved increased substantially, the establishment of a financial derivatives markets such as forward, future option and swaps that very own in the way. That would ultimately deepen the market.


8.4. Deepening reforms of economic enterprise of Bangladesh: 
  
The aids of economic derivative market require the deepening reforms of economic enterprise of Bangladesh. Establishment of economic derivatives market will promote the organization of business banks for earnings making ability. The option in china's business banks is unreasonable capital structure the proportion between the terrible mortgage and complete capital and the capital liquidity that is one of the projecting troubles. If derivatives market has established greater bonds instruments and exchange patterns would have been promoted the result of derivatives skill in securitizations that aim of capital shape optimization would have been achieved. if derivatives market had founded more bonds instruments and trade patterns would have been promoted would have been achieved. Bangladesh has additionally comparable trouble in respect of capital structure. This county has skilled two predominant ending inside three-four years. One of the basic bank and another is Hall-mark the uncommon misconducts were viewed in both of the incident. The information from the latest speech of honorable the parliament’s financial minister said that the total amount of default loans 546.57 billion and the country proprietor Agrani bank, Janata bank, Sonali bank, Rupali bank had a savings horrific loan of tk 226.54 billion. The amount of default loans in 39 personal banks is over tk 227.47 billion. The banking sectors in the country of Bangladesh The data exhibit that vulnerable situation. Many economists agree with that Bangladesh have to get entry to the chance of its linking with the worldwide ordinary practice, contraction derivatives mechanism to promote the wholesome improvement of industrial financial institution for the deepening reform of market economy it is modernize and consistent. But there is no derivatives market in Bangladesh. In November 2013, 1969 BSEC has taken a step forward to set up an asset trade the securities and trade discovering. On the different hand the capital market which is nonetheless in recovery has after the 2010-11 inventory market crash. The market experienced and a shocking boom which used to be no longer in line with the boom in actual area of the economy. The market went for a large situation and many small traders had been affected badly at that time. Investors still lack self-belief in the market even after year, the participator will become returned with the full self-belief stage. If the country needs to rebuild the market an effective decision for establishment of derivatives markets many economics thinks that. The central banks with large and high quality data via its scientific pricing  mechanism, enough operation instrument and rational expectations about Markesan Establishment financial derivatives market strengthens the effect of monetary policies. The on the other side, the conductive validity of monetary policies the adequacy of derivative variety can effectively improve. The greater effective the economic insurance policies play and the extra adequacy the economic instrument.
[bookmark: _Toc524172083] 8.5. The economy globalization:
Without the strong economic viability, danger moving chance and instability to the market and economic commonly does not in a position to keep the eyes of the foreign investor. For attracting foreign capital investment Establishment of financial derivative markets is essential. Bangladesh financial institution indicates that the total quantity of FDIs was 913.3 million dollar in 2010, $1136.35 million in 2011, 1292.54 million in 2012 and FDI fell by 16 percent  in 2017 an estimated us $ 1.52 trillion, from the reserve of us $1.81 trillion in 2016. It is very small quantity than the expectation that Economists trust. The capital market of the most vital problems it is Bangladesh cannot capable to attract the foreign traders absent. It is very simple quality then the expectation that economists trust. The capital market of the most vital problems it is it is Bangladesh can’t capable to attract the foreign traders absent of market mechanisms and varieties of units for moving chance. Moreover some foreign buyers do no longer suppose it is good enough to enter the Bangladesh’s markets capital liquidity and considering issues of safety. It is decreasing for the reason of the efficiency and impact of absorbing the foreign capital it is logical in the structure of currencies, time period, rate and market in absorbing capital. The efficiency and impact of absorbing the foreign capital it is logical in the structure of currencies, time period, rate and market in absorbing capital it is decreasing. Bangladesh’s derivatives market can gate a few advantages
The derivatives market make the foreign capital ingoing Bangladesh market in the country of low danger  and help to meet its foreign buyers with greater desire  of ways of coming and withdrawal pinnacle enhance  the liquidity and profit the risk transferring  mechanism. The financial globalization requires wide financial market. That will help much foreign capital float into Bangladesh. The present situation in Bangladesh cannot meet the requirement, a derivatives market with much instruments and the key to this issue. The many varieties of derivative instruments will provide international capital. Again Bangladesh market thinking about issues of safety and capital liquidity, some foreign traders do not think it is adequate.



Chapter 9

9. The necessity of derivatives market in Bangladesh
 There are some basic reasons. The derivatives market is very essential in Bangladesh.

9. 1.The volatility reduction of the capital market: 

The capital market of Bangladesh is so much volatile in nature. The emerging equal market in Bangladesh (DSE) using daily and weekly stock returns, the time varying risk return relationship and the impact of international factor such as circuit breaker on volatility. The DSE equity return show negative skewers, raise kurtosis and division from normality. The returns display significant serial interrelation suggesting shock market inefficiency. The risk return parameter is found to be sensitive to choice of samples frequencies of data for significant relationship between condition volatility and stock return. The risk return parameter is negative and statistically significant. Price of some companies in the DSE from 2006-2010 and use three valuation ratios with and explicit corporate sector along with overall market.  That found the stock market is overvalued. 


9.2. Recent trends in capital market of Bangladesh 

In 2012 made a assessment of volatility of DSE evaluate with Bombay inventory trade  exchange and SET of Thailand is enormously less inside the duration  of time 2012, that time the standard devotion of DSE. Two principal collapses in DSE, one is in 1996 and some other in 2010. 2010 was more unsafe collapse. when the bubble was started Million of investor lost their money and came down to the street investors invest their money and misplaced the whole thing  to cut in December, 2010 that had begun to develop from the 2009. In February 2012, this time benchmark come down to 3616 points it is the highest point 8918 in December, 2010. The inside characteristics of threat moving of derivatives instrument, Bangladesh establishment of such market would possibly be very proper decision now not solely for discount of volatility of capital market in Bangladesh however also for induction financial market stability. The main maid disaster no unclear mechanism is this world can be secured. 




[bookmark: _Toc524172084]
9.3. Implication of perfect portfolio.

[bookmark: _Toc524172085]Bangladesh derivatives market is nevertheless in very formative stage of development. In right here alternative economic devices are rare to find. Money market is now not properly established. There is no separate bond market. Investor is buying volatile assets due to the fact they cannot following hedging approach via chance moving instrument like derivatives. The perfect association of portfolio could have been possible if at the time of buying a stock if purchaser together could buy future or option from the same market place to protect the investment.

[bookmark: _Toc524172086]9.4. The possible way of protection using derivatives:

[bookmark: _Toc524172087]The nature of volatility in DSE is very higher than some other match able. If a derivatives marker can be establish in Bangladesh an investor could be easily be protected loss. 

[bookmark: _Toc524172088]9.5. Protection for export sector
 The development of the country readymade garments industry acts as the spine of the economic system and as a catalyst. In this sector has been bringing billions of dollars as export income and creating jobs for hundreds of thousands of human beings in the country. The country with its restricted useful resource has been retaining 6% average GDP increase charge annually. The top most contribution of RMG sector it has been possible. Bangladesh achieving the middle income country status by 2021 now imagines. The dream will be come true the RMG enterprise will really play a vital function in the materializing the dream. Now the RMG industry is single largest export earner in Bangladesh. For 80 percent of whole export earnings of the country the sector accounts. When the jute industry losing its golden day, RMG sector is replace it. The clothing industry of Bangladesh started its journey in the 1980 and the position in today has to come out. The increase of the RMG sector, its vivid prospects, and challengers are nevertheless there growth. There are no protection and higher working condition for thousands and thousands of garments employees it is the RMG industry face through the biggest challengers presently. Two main accidents are Tazreen fire and Rana plaza give way, have introduce the difficult of work area securities to the fore and led all stakeholders to act accordingly. The RMG area is export oriented in Bangladesh. The export of remaining product and import of raw materials each are capable to tread rate fluctuation. The trade rate the earnings and price of RMG area changes highly. The proprietors of garments cannot defend themselves though hedging or other such method the use of any instrument like derivatives that have implicit characteristics of danger shifting. The average exchange charge RMG exporting businesses historic the usage of two tools like ahead contract over the change price and the right of letter of credit (LC), these have some problem. The LCs has transfer of its personal disadvantage of high processing prices that can amount from 3 to 5 percentage of the completely LC amount. The inflexibility of regulation of central bank the forward contract on the foreign exchange often becomes fight. Derivative can act as a protection in any major depending exchange rate.

[bookmark: _Toc524172090]9.6. Protection for import sector

The national product petroleum is entirely met by import. For Bangladesh Petroleum is a principal commodity. Bangladesh’s Petroleum import in generally consist of the sophisticated  oil products and fairly a very little crude oil is imported , consist of the refine oil product usually the country does not have a set up enterprise  of oil refining Bangladesh’s petroleum import . Total import amount The Petroleum product as well as the machinery and equipments are the best contributors. Petroleum commodities are noticeably price inelastic. Its product is so a good deal vital Petroleum commodities are noticeably price inelastic. Its product is so a good deal vital but not demanded. The fast modifications price in the consequences of this commodity each country is to bear. Global future option and swap contracts are use for a risk trend in petroleum expenditures. New York mercantile and London are two important exchanges dealing with energy derivative international petroleum exchange. Bangladesh needs to establish personalized derivatives instruments to hedge import risks for derivatives for derivatives markets. 


Chapter 10

10. Recommendations
For managing a variety of risks though derivatives are very beneficial, there are sure inhibiting factor, which stand in their way. The authorities have to keep in idea the following suggestions whilst imposing.
The following points are required to consider:  
· A derivative market set up as it is the very first time in Bangladesh; feasibility study an advisory committee can be shaped to behavior. All stakeholders and analysts can also be represented from this committee. The committee might also in addition make an evaluation about possibly advantage of derivatives market in Bangladesh, present day and required present day and required capital market structure, and put together a comprehensive roadmap for profitable introduction. 
· An efficient derivatives market a liquid economic market is required. The financial market of Bangladesh relatively liquid the authorities have to take essential steps to make.

· Restructuring of (BSEC) Bangladesh security exchange commission is required comprehensive is required. Comprehensive inspection of the things to do of this corporation is required.

· The derivatives devices are essential for conscious the opinion of stakeholders and making them. Arranging seminars, workshops, coaching etc. may additionally be organized to make such attention of stakeholders such as speculators, hedgers, regulators and others.

·  Capital market is required for deepening. It can be completed by using growing participants, numbers of shares in the market, attracting extra human in the market, proper governance, ensuring scientific price, stopping the corruption and manipulation etc.

· Ensuring ideal co-ordination between BSEC and secondary and different market and ensuring sturdy regulations. 

· The handy movement of capital between one-of-a-kind market and currencies is vital to remove charge discrepancies and efficient functioning of the market.







11.  Conclusions:
Financial derivatives are supply chine management tools as properly as choice funding opportunists to makes participants. Financial derivatives have a lengthy record of the manager in economic service farms use these derivatives merchandise as cutting edge risk management approach. In 1971, the utilization of such devices over whelming increased. It has commenced its ride in twelve century at Venice. But after the inception of freely floating alternate charge. The economic market segments derivatives market in the world is ideal evaluating all of at current enlarge. Central functions to improve have an impact on of economic coverage and take in the foreign market places capital derivatives market can play in the common financial market into a country as its helps in bringing steadiness. From environment and increase earnings making ability of business banks, it can make contributions to makes surroundings friendly capital. A derivatives market contributes in deepening the ranges of participants the capital markets with the aid of its innate mechanism of risk-shifting and growing. In 2010, as after the disastrous fall in capital marker in Bangladesh it’s cannot recover yet, hastily declining FDI and security of revolutionary and versatile monetary merchandise as derivatives securities are prevailing in Bangladesh, the establishment of economic derivatives market can also be a perfect preference for this country as rapidly as possible. On the other hand, if the unit country cannot set up such market its backward tempo than the exclusive similar in the world of opposition can additionally be inevitable. Hence, Bangladesh must take steps now to set up an economic derivatives market however that must be slowly in section by way of phase.
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