KUIBCbKMN €KOHOMIYHWUIA HAYKOBUM XYPHaN N2 5,2024

YIK 336.76
JEL G11
DOI 10.32782/2786-765X/2024-5-22

Inna Khomenko

Doctor of Economic Sciences, Professor,

Professor at the Department of Economics, Accounting and Taxation,
Chernihiv Polytechnic National University

ORCID: https://orcid.org/0000-0002-0839-4636

Iryna Gorobinska

Candidate of Economic Sciences, Associate Professor,

Associate Professor of the Department of Finance, Accounting and Audit,
National Transport University

ORCID: https:/orcid.org/0000-0001-9670-7198

Nataliia Tesliuk

Candidate of Economic Sciences, Associate Professor,

Associate Professor at the Department of Finance, Accounting and Audit,
National Transport University

ORCID: https://orcid.org/0000-0002-0338-9088

Iaroslava Nazarenko

Candidate of Economic Sciences, Associate Professor,

Associate Professor at the Department of Finance, Accounting and Audit,
National Transport University

ORCID: https://orcid.org/0000-0002-2343-6988

PROBLEMS AND PROSPECTS
OF FINANCIAL DERIVATIVES MARKET DEVELOPMENT

The article studies the problems and prospects of the financial derivatives market development. Globalizing the
economic space contributes to transforming the stock market into the principal source of capital allocation. Still,
the current conditions of the derivatives market in Ukraine do not correspond to the needs of the national economy,
which requires strengthening the regulation of their activities to ensure the hedging of risks of market participants.
The article analyses the dynamics of derivatives trading in the global exchange market, assesses the dynamics of
world exchange trading in financial derivatives, and analyses the turnover of OTC derivatives in the EU. It also
studies the dynamic changes in the amounts paid under the terms of contracts for derivative securities in the world
by maturity, region and industry sector; the dynamics of options and futures trading in the global exchange market.
In this analysis, we examine the trading volumes of derivatives within the financial market of Ukraine. We estimate
the volume of trading within both exchange and over-the-counter markets, and present the dynamics of exchange
contracts as well as the share of financial instrument trading in the securities market. The factors hindering the
development of the derivatives market in Ukraine are identified. These factors include legislative shortcomings,
the current level of derivatives market infrastructure, and the current state of development of the underlying asset
markets. The article also analyses the derivatives market and provides prospects for its development. To ensure
the future development of the financial derivatives market in Ukraine, it is essential to take certain measures.
These include comprehensive regulation of the derivatives market, ensuring the operation of regulated markets and
building their infrastructure, and introducing appropriate instruments to protect participants and hedge risks.

Keywords: derivative financial instruments, options, futures, financial derivatives market, global stock market,
global financial market, risk hedging.

Problem statement. Over the past ten years,
the turnover of derivatives trading on global
exchanges has increased almost 80 times. The
globalisation of the economic space is helping to
transform the stock market into the main source
of capital allocation, which generally facilitates
the accumulation of main investments and the
transfer of commodity and financial flows on
a global scale, signalling the market's future
prospects. At the same time, one of the main
problems in the derivatives market is the lack of
regulation, as a global regulatory system is needed
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to more accurately assess the consequences of
investing in various derivatives and to assess the
risks associated with the growth of speculative
transactions with these instruments; along
with strengthening the regulation of national
derivatives markets.

Analysis of recentresearch and publications.
Problematic issues of the financial derivatives
market have been studied by a large number of
foreign and Ukrainian researchers: L. Robert,
R. Glen Gabbard, I. Hisan, K.S. Kalynets,
M.V. Kozoriz, R.M. Bezus, S.V. Zakharin,
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V.P. Khodakivska, O.D. Danilov, etc. Many
scientific works of foreign scholars reflect the sign
of derivativity. A.B. Feldman defined derivatives
as "derivatives" through the value and price of
underlying commodities, which allows the right
materialised in these instruments to be exercised
in the future.

The purpose of the article. The article aims
to establish a theoretical and methodological
base for effective enterprise management. It
proposes the formation of an efficient economic
mechanism to ensure the competitiveness and
profitability of the enterprise.

Due to the legislative changes adopted, the
concept and economic purpose of the terms
«derivative» and "derivatives market" have
become more transparent and understandable for
exchange trading participants. In this context,
there is a need to fill the Ukrainian information
space with methodological and practical materials
that will help to study the features of all types of
derivatives, as well as to find out the advantages
and disadvantages of their use in different price
situations, both in the real asset market and in the
exchange market.

Analysing the state and dynamics of the
derivatives market, it can be stated that it does
not meet the needs of the national economy and
does not fulfil its primary function of hedging
the risks of market participants. Improving the
performance of the derivatives market in Ukraine
will help to create a solid foundation for the long-
term growth of Ukraine's economy and ensure
the stability of its financial system.

Summary of the main research material.
Most explanatory dictionaries define the term
"derivative" as: "a derivative instrument, the
value of which is derived from the actual offered
price of any underlying asset (commodity,
securities, currency)" [1].

Studying the domestic views on the
interpretation of the term «derivative», we focus
on the existing legislative provisions in this
context. The definition of a derivative is found
in Ukraine's Tax Law [2], which states that «a
derivative is a standard document certifying
the right and/or obligation to purchase or sell
securities, tangible or intangible assets, as well
as funds on the terms specified by it in the future.
The standard (typical) form of derivatives and
the procedure for their issuance and circulation
are established by law».

A similar definition is provided in other
legal acts, such as the Resolution of the Cabinet
of Ministers of Ukraine "On Approval of the
Regulation on Requirements to the Standard
(Model) Form of Derivatives", the Rules for
Issuance and Circulation of Stock Derivatives,

and the Law of Ukraine "On State Support
of Agriculture of Ukraine". The similarity in
the treatment of derivatives in all the above
legislative acts can be explained by their reference
to the primary source — the Law of Ukraine
"On Corporate Profit Tax", which was repealed
by the Tax Code in 2010.

The new Law of Ukraine titled "On Amen-
dments to Certain Legislative Acts of Ukraine
on Simplification of Investment Attraction and
Introduction of New Financial Instruments"
introduced the concept of derivative securities.
These are securities that certify the holder's right
to demand from the issuer the purchase or sale
of the underlying asset. The holder also has the
right to exercise the rights to the underlying
asset established by the prospectus (decision on
the issue of securities) and/or make payments
depending on the value of the underlying indicator
in the cases and the manner specified in the
prospectus (decision on the issue of securities).
The derivative securities include:

a) option certificates;

b) stock warrants;

¢) loan notes;

d) depositary receipts;

e) government derivatives.

The derivative financial instruments market
is defined by the law as a group of individuals
and entities who participate in the market for
derivative financial instruments. Legal relations
between these participants arise during the
issuance of derivative securities, the execution
of derivative contracts, transactions involving
derivative securities, agreements to replace a party
to derivative contracts, and fulfilling obligations
under derivative financial instruments.

An analysis of global exchange market
statistics, released by the Futures Industry
Association (FIA) in Figure 1, indicates that
record activity was observed among participants
on the world’s leading exchange platforms
in 2023.

The number of trades executed on exchanges
reached a new all-time high of 34.82 billion,
representing a 20.2% increase. This emphasizes
the critical role of derivatives globally. The US
dollar maintains its top position in the derivatives
market, with the highest number of contracts
traded. The euro and pound sterling follow as
the second and third most traded currencies,
respectively. However, in recent years, there
has been a rise in the number of transactions in
dollars and pounds sterling, while the number of
transactions in euros has been declining.

It is important to note that the process of
globalisation has led to an increase in the
significance of exchange trading for stabilising
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Figure 1. Dynamics of derivatives trading on the global stock market in 2016-2023, billion transactions

Source: compiled on the basis of [4-9]

financial markets. The competitiveness of
exchange platforms on a global scale contributes
to the consolidation of exchanges, the continual
improvement of their technological capabilities,
and the availability of a wide range of instruments
that can cater to the needs of even the most
demanding traders and hedgers. Over the past
decade, there has been a notable shift in the
comparative structure of global exchange trading,
with financial instruments holding a significant
dominance over commodity derivatives (as seen
in Figure 2).

In 2020 and 2023, the share of financial
derivatives on stock indices increased from 30%
to 33%, while exchange trading in securities,
mainly stocks and bonds, remained unchanged
at 19%.

In 2021, the trading share for interest rate
derivatives declined by 1%, with a total of
15%. Meanwhile, the trading share for financial
derivatives that involve foreign exchange rates
increased by 1%, reaching a total of 13%. In the
category of commodity derivatives, the share of
energy decreased by 4% over the year, accounting
for only 5%. On the other hand, the share of
commodity derivatives involving agricultural
products remained steady at 5%. In addition,
the share of non-ferrous metals trading dropped
from 7% to 5%.

According to recent data, the United Kingdom
has the highest market share of over-the-counter
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(OTC) financial instruments among European
countries, with a global market share of more than
43%. Switzerland ranked second on the list with
3%, followed by France with approximately 2%.
Interest rate contracts are the most significant type
of derivatives, and they account for the largest
share. The reason behind the strong demand for
these derivatives is due to the constant changes
in the interest rates of loans and investment
projects in a market economy. Companies cannot
quickly adjust to these changes, and loans can
become unavailable to them. Therefore, interest
rate derivative contracts can help allocate the
interests of participants with high and low
creditworthiness.

Foreign exchange contracts are the second
largest type of derivatives transaction. There are
some notable differences between the structure
of foreign exchange contracts and interest rate
contracts. Forward contracts are a very common
instrument in the FX derivatives trading process.
On the other hand, swaps are the most prevalent
type of contract in the structure of interest rate
contracts — they make up more than 70% of all
interest rate contracts. As a result, swap interest
rates are more popular than forward interest
rates. This is because under an interest rate swap
contract, a company with a lower credit rating
can raise funds at a fixed foreign currency rate,
which significantly reduces the credit risk that
would arise from conventional bank lending.
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Figure 2. Dynamics of global exchange trading of derivatives in 2017-2023, billion transactions

Source: compiled on the basis of [4-9]

Between 2016 and 2023, there was a clear
increase in the number of options transactions on
the global market, as shown in Figure 3.

In 2018, the value of global futures trading
increased by 19.27% to 14.48 billion transactions.
The following year, in 2019, trading volume
continued to grow with a similar upward trend
to 15.98 billion transactions, representing a
10.35% increase. However, in 2020, the volume
of futures trading experienced a decline of 6.7%

to 14.84 billion transactions. In 2021, the volume
of contracts rebounded with a 15.57% increase
to 17.15 billion transactions, as seen in Figure 4.

The options market has a global turnover
of USD 61.497 trillion. North America and
Europe have always been the leaders in this
market, accounting for the majority of all trading
activities. Regarding over-the-counter (OTC)
trading, there are still nine countries that actively
use this instrument based on the average daily

20

18

18,41

16

14,9 15,04

14

13,13

12 10,36

10 ~

8
6
4
2
0

2016 2017 2018

2019

2020 2021 2022 2023

Figure 3. Dynamics of options trading on the global stock market in 2016-2023, billion deals

Source: compiled on the basis of [4-9]
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turnover in the FX and interest rate derivatives
market. The UK conducts a massive number of
trades every day, accounting for approximately
37% of the total turnover.

During the years 2017 and 2023, the Ukrainian
securities market experienced a decrease in

the trading volumes of derivatives. In 2017,
the volume was UAH 6,516.48 million and it
decreased to UAH 2,641.1 million in 2020, which
is a decline of -47.38%. In 2021, the volume
dropped even further to UAH 209.54 million,
which represents a huge decline of -92.07%.
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Figure 4. Dynamics of futures trading on the global stock market in 20162023, billion transactions

Source: compiled on the basis of [4-9]
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Figure 5. The volume of derivatives trading on the exchange and over-the-counter markets
in 2016-2023, UAH billion

Source: compiled on the basis of [4—9]
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The largest share of derivatives trading in the
securities market was recorded in 2019 when it
reached over 2.44%, and the smallest in 2021,
when it reached 0.07% (Figure 5).

The volume of derivatives trading on the stock
exchange market in 2020 was UAH 2.65 billion.
When broken down by type of market, all
transactions were carried out in the derivatives
market section.

Currency futures contracts (UAH 1.59 billion)
and commodity futures (UAH 223.7 million) were
in demand on the stock exchange market in 2020.

In Ukraine, the volume of derivatives in the
securities trading structure is 0.07. Capital Times
LLC (UAH 1.47 billion) and Dragon Capital LLC
(UAH 0.9 billion) were the two securities traders

who concluded the largest volume of exchange
contracts with derivatives. In the unorganized
market, contracts worth UAH 52 million were
executed with option certificates from the issuer
Belfort Company LLC.

The domestic derivatives market is still in its
early stages and is closely linked to other financial
markets since derivatives are based on assets or
indices traded in these markets. Derivatives help
manage risks related to exchange rates, interest
rates, and prices for real market participants,
allowing them to generate profits quickly by
increasing their market value. After analysing
the derivatives market, we have identified the
following trends and development prospects,
which are illustrated in Figure 6.

Trends and prospects for the development of the derivatives market

Growing competition in the market, coupled with globalisation
processes taking place in financial markets, is fundamentally
changing the entire structure of the derivatives market.

At the moment, the main competition is taking place at the
international level, which results in the need to consolidate
exchange institutions and change the development strategies
of exchanges at the fundamental level

The main direction of government policy in the largest
countries should be to maintain and increase their role
in financial markets

In the future, there will be a growing trend towards
consolidation, manifested in the forms of horizontal and
vertical integration of exchanges in the global derivatives
market

In the future, the global derivatives market will continue
to grow and expand the range of derivative instruments,
as well as change their relative role and significantly expand
the number of participants

Gradual loss of the risk hedging function
of its leading positions

Figure 6. Trends and prospects for the development
of the derivative financial instruments market

Source: [10]
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The factors that are preventing the growth
of the derivatives market in Ukraine are mainly
due to systemic issues such as legislative gaps,
underdeveloped infrastructure of the derivatives
market, and the current state of development
of the underlying asset markets. Additionally,
internal factors such as the risk level of operations
in the derivatives market also contribute to the
hindrances. The primary risks that are inherent
in the derivatives market include currency risks,
interest rate risks, credit risks, and operational
risks.

Conclusions. In the current stage, only
certain aspects of the market are regulated by
inconsistent and poorly coordinated laws and
regulations. However, steps are being taken to

create a civilised derivatives market in Ukraine
with the support of international experts from
USAID, the EBRD and the IMF, as well as MPs
from the Parliament Committee on Financial
Policy and Banking. Amendments to laws that
incorporate international experience in the use
of derivatives were prepared and adopted to
comprehensively regulate the functioning of
the derivatives market, as well as to regulate the
activities of regulated markets and build their
infrastructure, and to introduce instruments to
protect market participants. It can be concluded
that the country needs to create an efficient
and developed financial market, including
the derivatives market, to become a worthy
competitor in the global financial market.
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HPOBJIEMHU TA TIEPCIIEKTUBHU PO3BUTKY
PUHKY ®IHAHCOBUX JEPUBATHUBIB

VY crarTi nociipKeHo mpobaeMH Ta IepCeKTUBH PO3BUTKY PUHKY (hiHaHCOBUX nepuBaTHBiB. Cy4acHU pUHOK
(piHaHCOBMX NEPUBATUBIB MOCTIHHO PO3BMBAETHCS TA 3MIHIOETHCS MMIJL BILIMBOM HOBHX TEXHOJIOTIH, PETyIIOBAHHS
Ta miodanisauil. OxHaK yMOBH (YHKUIOHYBAaHHS PHHKY ACPHBATUBIB HE 3a0BOJILHSIOTH HOTpe6I/I HAaliOHAJIBHOT
CKOHOMIKH Ta BUMAraroTh BIOCKOHAIICHHS iX [IAIBHOCTI 3 METOK 3a0€3MeUCHHs CTabUIbHOCTI Ta e(EKTHBHOCTI
¢yHKIioHyBaHHS (hoHIOBOTO pUHKY. [1ix 9ac mocmimkenHs OyB MPOBEICHUI aHAIi3 IMHAMIKH TOPTIiBIIi AEPHBATH-
BaMHM Ha IM00aJbHOMY PHHKY Ta JaHa OIiHKA JMHAMIKH CBITOBOi Oip>kO0BOT TOPTiBNII (DiHAHCOBUMH JEPUBATUBAMU,
MIPOBEACHUI aHaJli3 OOCSTIB TOPriBIli IepUBaTUBaMHU Ha (DIHAHCOBOMY PHHKY YKpaiHH, OL[iHEHUH 0OcAT TOPriB Ha
O1p>KOBOMY Ta 1103a0IpP)KOBOMY pHUHKAaX, HaBEJCHA JMHAMIKA 00CSTiB OIp)KOBUX KOHTPAKTIB Ta YaCTKH TOPTiB (i-
HAHCOBMMH IHCTPYMEHTAaMU Ha PHHKY UIHHHMX nanepiB. Ha mizcrasi NpoBeeHOro aHalisy pHHKY NOXiZHHX (i-
HAHCOBMX 1HCTPYMEHTIB 3allPOIIOHOBAHI 3aX0H 100 HOro po3BUTKY. 30Kpema: 3a0e3MeUeHHs KOMIUIEKCHOTO pe-
TYJTIOBaHHS NUTaHb (YHKIIOHYBaHHS PUHKY J€PUBATUBIB, BIPOBA/UKEHHs €(DEKTMBHOTO MEXaHI3My MOHITOPHHIY
Ta KOHTPOJIIO 33 YTOIaMH 3 JIEPUBATUBAMH, CTBOPEHHS MEXAHI3MIB X€/UKYBAHHS PU3HKIB 1 3MEHIICHHS MOKIIMBAX
30UTKIB 3 BUKOPUCTAHHS JIEPUBATUBIB, CTBOPEHHSI KOHKYPEHTOCIIPOMOKHOTO PUHKY AEpUBATUBIB B YKpaiHi, BlIO-
CKOHAJICHHS JIIF0Y0TO 3aKOHOJABCTBA.

KirouoBi cioBa: moxinHi (iHAHCOBI IHCTPYMEHTH, OMLIOHHM, (’roduepcu, pUHOK (DIHAHCOBUX JEPUBATUBIB,
robanbHUI O1p’KOBUH PUHOK, CBITOBUH (hiHAHCOBHIT PHHOK, XEKYBaHHS PU3MKIB.
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