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Derivatives are financial products that derive their value from their relationships with another underlying asset. These assets are usually debt or equity securities, commodities, indices or currencies, but derivatives can absorb value from almost any underlying asset. There are many types of derivatives, but they are all a means of risk management. For example, a business that relies on a specific resource to
operate can enter into a contract with a vendor to purchase that resource several months in advance for a fixed price. If this is a resource with a market value that varies regularly, the business can lock in the price for a certain period of time. In this example, the derivative is the contract and the main asset is the purchased resource. If the price of the resource rises more than expected during the term of the
contract, the business will save money. If the price falls or rises less than expected, the business will lose money. However, in some cases a small loss can be considered an acceptable cost of price stability. Derivatives can be used as speculative instruments or for risk hedging. They can help stabilize the economy or kneel it in a catastrophic way. An example of derivatives that have been flawed in their
construction and disruptive in nature are infamous mortgage-backed securities (MBS), which led to the collapse of mortgage loans in 2007 and 2008. When used correctly, these techniques can benefit the trader by carefully managing the risk. However, there are times when derivatives can be disruptive for both individual traders and large financial institutions. Derivatives can be purchased through a broker
as exchange-traded or standardized contracts. You can also buy derivatives on OTC (OTC) contracts. Futures contracts are mainly used in commodity markets. They are an agreement for the purchase of goods at a certain price at a certain date in the future. They are standardized by price, date and lot size and are traded through an exchange. Also, all contracts are settled daily. Forward contracts
function as futures. However, these are non-standard contracts and over-the-counter trading. Since they are not standardised, both parties can customize the elements of contracts to suit their needs. As futures, there is an obligation to buy or sell the underlying asset at a given date and price. But unlike futures, these contracts are settled at the expiry or end, the date - not every day. The options give the
trader just that – an option to buy or sell a particular asset for an agreed price over a certain period of time. Options are primarily traded on exchanges such as the Chicago Board Exchange or the International Securities Exchange as standardized contracts be risky for individual traders, but exchange-traded derivatives such as those are guaranteed by the OCC, a clearing house registered with the
Securities and Exchange Commission. The buyer and seller of each options contract conclude a transaction with the options exchange, which becomes a counterparty. Effective, OCC is the buyer of the seller and seller of the buyer. They aim to reduce the risk. They can effectively convert their fixed-rate debt into floating rate debt or vice versa. They can reduce the likelihood of a basic exchange rate, which
will make it more difficult to repay debt in foreign currency. The effect of swaps can be significant on the balance sheet as they serve to offset and stabilise cash flows, assets and liabilities. An example of the risks that come with derivatives can be found in the events leading up to the mortgage crisis. The inability to identify the real risks of investing in mortgage-backed securities and other securities, as
well as to properly protect against them, has triggered a daisy of events. Interconnected corporations, institutions and organizations found themselves immediately bankrupt as a result of poor written or structured derivative situation with other companies that failed. A major reason this danger is embedded in derivatives is because of the counterparty risk. Most derivatives are based on the person or
institution on the other side of trading who is able to live until the end of a transaction. When leverage is used to introduce complex derivatives, banks and other institutions can carry large amounts of derivative positions in their books, only to discover, when all is unraveled, that the actual value is very small. The problem is exacerbated because many private derivative contracts have built-in collateral that
requires the counterparty to put more money or collateral in place at the moment they probably need all the money they can get, accelerating the risk of bankruptcy. Derivatives can be used for speculation, such as buying a commodity in advance, if you think the price is likely to rise soon. Derivatives can be used to hedge risk by entering into a long-term fixed price contract for a variable price commodity.
There are several types of derivatives. The mortgage crisis is an example of the risk associated with derivatives. This article includes links for which we may receive compensation if you click, at no cost to you. Credit is something we often mention when talking about money. In fact, we use credit every day to buy things like clothes, food, housing and transportation - but how much do we really know about
it? You may be aware that this applies to your ability to borrow money or get something valuable and pay for it later - but know more about credit it'il save you a lot of money. A good credit score can give you financial strength – while a bad credit score can mean lenders close their doors in front of your face all the time. And that's not something you want, is it? So if you have decided that you want to move
on and achieve financial freedom – you will want to learn everything you can about the loan. Happy for you – that's exactly what I'm going to cover today! What is credit? Credit is a term we often use in the financial world – and has a tone of different meanings. Trying to define it in a few words is a tough business – but I love a challenge, so here we go: The loan is about getting something valuable now – and
agreeing to pay for it later (often with a financial cost added by the lender). It includes a contractual agreement between a borrower and a lender in which the borrower agrees to repay the lender at a later date with interest. When we talk about credit, we can also mean your ability to borrow – or your creditworthiness. Simply put, this means how suitable you are to receive financial loans. Your ability to
borrow is determined by your credit score – which is based on detailed information about your loan history. What are the types of loans? Now let's cover the basics! There are two main types of loans: secured and unsecured. A secured loan refers to a loan that is secured by an asset, for example, one of the following: an unsecured loan, as you may have assumed, is a loan without assets or collateral
behind it. The only guarantee that you will repay is your word (and the history of repayment of loans). Credit cards, medical bills and student loans fall into the unsecured loan category. Now let's look at each of these two types of credit in more detail. Secured credit As I mentioned, a secured loan is secured with collateral - meaning it also comes with lower interest rates. This is because there is an
additional guarantee that you will refund the loan. If you fail to make payments and fail to pay the loan, the collateral – your property, home, car or boat – can be confiscated and sold by the bank to get the money back. For people who need a large loan (over $10,000, say) to buy a home or boat, credit is a common option. Unsecured loan with unsecured loan, no collateral behind your loan - which is why it
usually comes with much higher interest rates. The lender should trust your word when you say you will repay - and nothing else. Let's take a closer look at the main types of unsecured loans. Credit card is one of the most popular types of unsecured credit. With an unsecured credit card, your issuer will not take a deposit – but will charge high interest rates. If you fail to make your payments, the issuer may
also take additional steps to such as reporting an overdue balance to a credit bureau, getting help from a third-party debt court, suing you in court or seeking permission from the court their salary. Yes, credit cards are not something to mess with. Besides, if you're not new here - you probably already know I'm a big credit card fan! I think applying for a credit card is a sound financial solution, but not before
you learn how to manage your money. If you don't know how to use your credit card to your advantage, it can cause more harm than good. What's so good about credit cards, in my opinion? Using a credit card can be a fantastic way to raise your credit score, earn discounts on daily purchases, save money on travel and other daily expenses. Now there are so many different types of credit cards to choose
from - from cashback credit cards to credit cards - that looking for the right credit card can mean scrolling through endless reviews (before you lose your will to get one). To make things easier for you, I've compiled a list of the best credit cards for Millennials that includes the best performers on the market. So if you want to take control of your finances, build a good credit history and take advantage of great
rewards – you should check it out. Medical bills medical accounts and loans also fall into the category of unsecured credit. Whether you are struggling to pay your medical bills immediately after treatment, or something unexpected has happened, and you need to take out a medical loan, these types of loans are not secured with every asset. Keep in mind that while your medical history isn't part of your
credit report, medical debts can affect your credit reports and ratings — so don't leave any unpaid for longer than you should. If you have unpaid medical bills, your debt can be sold to a debt collection agency. The agency will report your debt to credit reports and this may harm your credit scores. Student loans Thanks to the exorcited cost of attending college in the US, most people turn to student loans to
help them fund their college degrees. The good news is that student loans are also usually offered to students without any collateral. The bad news is that they can leave you burdened with hundreds of thousands of dollars of debt for the rest of your life. If you need advice on how to get rid of student debt faster, check out my post on how to crush your student loans with Changed, or in this post on how to
refinance student loans. What affects my credit? And now, let's get to the really important things - your credit. Your credit score is determined by the history of your loans that comes from credit reports. These are main documents that include: Loans you have taken out in the last seven years your current loans How much money have you borrowed the Minimum Payments that you are obliged to make your
history of – things like late payments and whether you are usually on time Public records (such as bankruptcy) Whether you have loans in default (where you have not made payments after a certain period of time) or in (the lender sells your loan to a collection agency, which then tries to repay the amount you borrowed directly from you) Your credit score is a comprehensive assessment of your ability to
handle money – and all those things I mentioned above apply to it. Having a good or excellent credit score is so important when you want to improve your financial situation – because that's what lenders use to set credit limits, interest rates and everything else related to lending you money. If you constantly demonstrate that you can return the money on time when you are on loan, banks and other credit
institutions will be more likely to give you a lower interest rate and approve higher limits. As long as you can survive with bad recognition– you won't thrive until you repair your credit. And – surviving on bad credit is not cheap. You're punished every step of the way - and that's not what you want if you're trying to build financial freedom. What are credit bureaux? Credit bureaus are companies that collect all
your credit information – and then make it available (with your permission) when a request is made, say, from your bank, employer or landlord. You might think of them as information warehouses. It stores all the information about your loan history – and where your bank or lender goes to find out if you're someone they want to borrow heaps of money to. So, based on the information collected by the credit
bureau, you can get credit or be left empty-handed. There are several credit bureaus, but the most important are the Experiencies, Transunion and Equifax. They're the ones who have the biggest impact on your credit. What is credit monitoring? Now you may be thinking – how accurate are these credit bureaus? Do I need to review the information they're getting to make sure my credit score is correct? As
long as they're specialists in the field and are pretty good at what they're doing, I think it's important to regularly review your reports for accuracy, as well as any suspicious changes that might indicate fraudulent actions. Some financial institutions offer free credit monitoring services that track your loan behavior on a limited basis, while paid services typically offer more comprehensive features that make
fraud detection possible. However, most credit monitoring services will only offer protection after fraudulent activity, such as identity theft, has already been carried out. So, they really need to be used in addition to other things you can do to protect yourself from fraud - by being vigilant about how and when you share your Social Security numbers, as well as bank account and credit card numbers. Make
Credit Work for You excellent can help you save money and generally make your life easier - so make it easier in priority. Pay your bills on time and avoid carrying a balance on your credit card – paying the full amount each month is your best bet. Credit card debt is expensive form of funding – you don't do yourself any favors anyway by moving the balance month after month. One sure way to make credit
work in your favor is by having a long credit history, so taking out a credit card (as well as managing costs) can be a very rewarding financial move. No matter what you do – remember that the credit is convenient for most consumers. Our world is becoming increasingly dependent on credit – so make sure that the choices you make give only their credit score, not the other way around. Round.
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