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Foreword

Recently, professor Merton Miller of the University of
Chicago called financial futures the most important finan-
cial innovation in the last twenty years. A look at the data
shows why. In 1969, futures markets were confined to
trading in agricultural products principally in Chicago.
Total annual trading volume was about 11 million contracts.
By 1988, total annual futures volume had soared to over 300
million contracts.Futures are now traded predominantly on
financial instruments, including equities, fixed income and
currency instruments. And that trading is taking place on
exchanges in an ever-growing list of the world’s financial
centers, including Tokyo, Hong Kong, Singapore, Sidiney,
Paris, London, New York and Chicago.

The reason for this phenomenal growth is simple:
commerce increasingly demands a mechanism to manage
financial risk; and futures markets provide the most
efficient means to date to meet that demand. Through
futures markets, commercial firms can shift the risks of
currency fluctuations, interest rate movements, equity price
movements as well as movements in a variety of energy,
agricultural and metals prices to others more willing or able
to assume these risks. With the innovation of “cash
settlement” in futures contracts, exchanges are now begin-

ning to offer risk shifting markets in “intangible” products,




such as inflation rates, as well.
The desire to shift risks also produces tremendous

opportunities for those willing to assume risks. Tredi-

tionally, these have been “speculators”, though increasing-

ly they are “investors”, including institutional investors,
willing to take on incremental calculated risk in the ex-
pectation of incremental return on their funds.

As Taiwan’s economy grows and becomes in-
creasingly integrated with other economies, the opportun-
ity for Taiwanese firms and investors to benefit from fu-
tures markets will ¢ertainly grow as well. It is, therefore,
very timely that Frank Tsai has written this book. He is
also in a unique position to do so, having experienced
these markets first-hand while covering futures markets
for the Commercial Times for several years.

The Essence of Futures (3% 8XB%) is a primer on the
operations, uses and strategies of futures markets. It
should provide an ._excellent foundation for any serious
student of futures markets. ' R
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