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Abstract 
In recent years, with the rapid development of China's financial industry, the scale of 
international trade has been expanding and the types of financial derivatives have been 
enriched. Financial derivatives are an important part of the development of 
international trade and have an important impact on the quality of international trade 
development. In the context of economic globalization, financial derivatives are widely 
used in the development of international trade, which is not only conducive to avoiding 
trade risks, but also conducive to strengthening capital management and promoting the 
high-quality development of China's international trade. This paper makes a scientific 
analysis on the characteristics of financial derivatives and their application in 
international trade. This paper is for reference only. 
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1. Introduction 

As we all know, China is not only one of the world trade powers, but also one of the world 
economic powers. China joined the World Trade Organization in 2001. Since then, China's trade 
field has been expanding and the types have been increasing. After continuous struggle, China 
has become a large export trade country and played a positive role in promoting the economic 
development of many neighboring countries. Due to China's large population, the proportion of 
import business is still high. With the continuous expansion of the scale of import and export 
business, the demand for bank financing is also increasing, and the international financial 
industry is also growing, resulting in many financial derivatives. Financial derivatives play an 
important and decisive role in the development level of international trade [1]. Therefore, 
enterprises engaged in international trade should strictly abide by the requirements of 
international trade, make rational use of financial derivatives, give full play to the effectiveness 
of financial derivatives, improve the international trade level of enterprises, enhance the core 
competitiveness of enterprises, and promote the stable growth of economic benefits of 
enterprises, laying a solid foundation for the sustainable development of the national economy. 

2. Basic Theory of Financial Derivatives 

Financial derivatives are the development and improvement of original financial instruments. 
They are a new type of financial instruments, mainly including options, forwards, futures and 
swaps. 

2.1. Option 
Option refers to the contract signed by both parties[2]. During the term of the contract, one 
party to the contract has the right but not the obligation to complete the purchase or sale of 
certain underlying assets. The right to buy gives the buyer the right (but no obligation) to buy 
a certain subject asset, while the right to sell gives the buyer the right (but no obligation) to sell 
a certain subject asset. Since there is no obligation right, the option buyer must pay a certain 
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fee to the option seller. For call and put options, an option price paid in advance is called an 
option fee. 

2.2. Forward 
Forward is the simplest financial derivative instrument. This method is widely used in various 
financial institutions or transactions between direct customers and financial institutions. It is a 
kind of offline trading system. The forward transaction method is very simple, and there are no 
strict transaction rules. During the transaction, there is no need to pay additional margin, nor 
set the transaction date and requirements. At the same time, the transaction content is also 
determined according to the business type or specific requirements of both parties, which is 
simple, flexible and easy to operate. When the forward contract expires, it will usually lead to 
the delivery of the transaction. The operation in this direction is very different from the 
operation process of futures and option derivatives. Only a few of them use different delivery 
methods, and most delivery methods are the same. In addition, there are no fixed trading rules 
and operation methods for forward financial instruments, which effectively improves the 
transaction efficiency of both parties in the transaction process. 

2.3. Futures 
In the financial market, futures are relatively standardized contract. Its performance condition 
is a transaction settled in cash according to a clear clearing mechanism or the delayed supply 
of an underlying asset. Generally, the contract needs to be traded in an organized futures 
exchange, and the clearing association plays an intermediary role in the trading process. Short 
refers to the contract seller and long refers to the contract buyer. Different from forward, when 
trading with futures financial instruments, both parties of the contract need to pay an execution 
margin. The so-called "cushion" is held by the clearing Association. The clearing association 
may directly hold the margin of the trading party in the name of the association, or indirectly 
hold the margin in the member organization of the association. The margin is mainly marked 
to market based on the daily settlement price. Usually, all futures contracts have a contact 
month, which represents the month of delivery or final settlement, and special futures contracts 
need to be judged by the delivery month. In addition, the same futures refer to contracts with 
the same underlying assets, traded on the same exchange and having the same delivery month, 
thus forming a systematic futures delivery series. 

2.4. Swaps 
Swap refers to a financial instrument in which both parties sign a transaction contract after 
meeting the conditions proposed by the other party, and carry out payment transactions 
according to the contract contents and contract rules during the contract period. When trading 
with swap financial instruments, different users, different applications and different swap 
methods appear every day. The risk department of swap position believes that swap is a 
financial derivative instrument with complex operation and time-consuming use, because 
during swap, it often needs to use a large number of documents and determine very standard 
specifications in these documents. The swap transaction scope is fixed, the transaction 
conditions are strict and have certain constraints. Therefore, most users believe that the swap 
transaction method is relatively difficult. At the same time, there are some special provisions in 
individual swap contracts to regulate and guide the trading behavior of both parties. Interest 
rate swap is the swap between fixed interest rate and floating interest rate. It is an important 
part in the process of swap transaction. In addition, swap financial instruments can not only 
swap two different currency debts, but also reasonably convert the price characteristics of 
commodities. 
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3. Practical Application of Financial Derivatives in International Trade 

3.1. Effect of Financial Derivatives on Price Fluctuation of Foreign Trade 
Enterprises 

Price fluctuation is a common phenomenon in domestic and foreign financial markets[3]. If 
price fluctuation occurs, enterprises should reasonably adjust the original trading scheme 
according to their own development to ensure the stability of their economic benefits. In case 
of price fluctuation, most enterprises can’t accurately judge the price trend of import and export 
commodities, but they can effectively avoid the current risks and reduce the economic losses of 
enterprises with the help of the risk aversion mechanism in the international trade market. 
Generally, foreign trade enterprises predict the corresponding market price by referring to the 
futures price. Therefore, the futures price is forward-looking[4]. With the help of futures prices, 
enterprises can timely and accurately grasp the market development dynamics and organize 
the supply of goods according to the market development dynamics. This method is not only 
conducive to reducing the damage caused to enterprises by market price fluctuations, but also 
conducive to scientifically inferring the market development trend, so as to provide favorable 
guidance for enterprises to carry out economic activities in the future. 

3.2. The Effect of Financial Derivatives on the Financing of Foreign Trade 
Enterprises 

Firstly, the use of financial derivatives can avoid or reduce the financial risks in the financing of 
foreign trade enterprises[5]. For example, if an enterprise gets a low interest yen loan, it can 
use US dollar income to repay the loan in the future, and the US dollar and Japanese yen will 
have the risk of depreciation. Therefore, if derivative financial instruments are used for risk 
prevention, the debt burden will not be increased. In the simplest way, in order to prevent the 
depreciation of the US dollar to be recovered, a forward foreign exchange contract can be signed, 
and a forward foreign exchange transaction can be made to buy Japanese yen and sell US dollars, 
so as to determine the revenue and expenditure and avoid the impact of exchange rate changes. 
Secondly, the use of financial derivatives provides a more flexible means for foreign trade 
enterprises to raise funds. Suppose an enterprise hopes to raise US $100 million in the 
European market by issuing bonds, but its popularity in Europe is not high. In this case, the cost 
of issuing bonds must be very high. At this time, samurai bonds (foreign bonds denominated in 
Japanese yen) can be issued in the Japanese market, and then the required euro can be obtained 
through currency swap between Japanese yen and US dollar. With this indirect approach, 
enterprises are flexible to obtain cost preferential funds in the capital market that they have 
not yet set foot in. Enterprises can greatly reduce the financing cost, which is an advantage that 
other derivative financial instruments don’t have. Therefore, the swap market is also called the 
financing market. 

4. Conclusion 

In a word, after China's accession to the world trade organization, it has issued a series of 
relevant policies on opening the management right of international trade, resulting in a large 
number of international trade enterprises, and the international trade competition is becoming 
increasingly fierce, which is both an opportunity and a challenge for international trade 
enterprises. Therefore, if enterprises want to stand out in the fierce international trade and 
strengthen the safety of enterprise economy, they should pay more attention to financial 
derivatives, make rational use of financial derivatives, reduce enterprise trade risks and 
promote the healthy and efficient development of enterprises. 
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