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Risk management within companies is getting more and more important. The reasons for this

development are varied. The most important factor is doubtless the internationalisation of companies.

Acting on international markets offers on the one hand numerous chances for an enterprise but on the

other hand it also holds an additional risk potential concerning losses. This negative aspect is mainly

caused by a lack of information regarding political risk and exchange rate risk. Risk management is also

necessary referring to change in interest rates. It is possible to limit, control and organize the interest rate

risk as well as other risks of the company. As the financial outcome of a company gains importance risk

management concerning interest rates and exchange rates is thus essential. To face these risks and

other problems that derive of variations in stock markets, interest markets or exchange markets derivative

instruments play a significant role. In April 2003 the International Swaps and Derivatives Association

(ISDA) published a survey of derivatives usage by the world's 500 largest companies. According to this

study 85% of the companies use derivatives to help manage interest rate risk and 78% of them use

derivatives to help manage currency risk. Only 8% of the 500 largest companies do not use derivatives.

There are many different kinds of financial instruments which are very complex in their function. This

paper has its focus on interest rate and currency swaps. By using these instruments it is possible to

hedge interest rate risks or currency risks. The first chapter gives an overview about existing derivatives

and about the structure and function of swaps. Moreover the different kinds of traders with emphasis on

hedging will be described. Afterwards the impact of interest risks on companies as well as OTC

instruments that are used for hedging are explained. Subsequently the definition of an interest rate swap

follows plus the application of this instrument with regard to hedging. In chapter five the currency risk

management and types of exchange rate risks are illustrated. After that it will be explained how to hedge

these exchange rate risks. The paper then gives a description of currency swaps and their application.

Reasons for swaps in general as well as possible risks will also be pointed out. [...]Author: Beilke, Nicolas
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