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[0 O O Some contracts give the contract holder either the obligation or the choice to buy orsell a financial asset.
Such contracts derive their value from the price of the underlyingfinancial asset. Consequently, these contracts are
called derivative instruments. Thearray of derivative instruments includes options contracts, futures contracts,
forwardcontracts, swap agreements, and cap and floor agreements. Each of these derivativeinstruments and the role
they play in financial markets will be discussed throughoutthis book.The existence of derivative instruments is the
key reason why investors can moreeffectively implement investment decisions to achieve their financial goals and
issuerscan more effectively raise funds on more satisfactory terms. Several of the financialinnovations and strategies
discussed throughout this book rely on the market for deriv-ative instruments.As with any financial asset, derivative
instruments can be used for speculative pur-poses as well as for accomplishing a specific financial or investment
objective.Unfortunately, several financial fiascoes involved the use of derivative instruments. Asa result, some
regulators and lawmakers fear derivative instruments, viewing them asthe "product of the devil."
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