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Abstract

Financial market introduces various types of risk management tools in which financial
derivatives are mostly used in this regard for the same purpose but also it became a
dominant business itself. It has four major types i.e financial options, swaps, forwards and
future contracts.

Swap is a financial contract between two parties who agree to exchange one cash flow
stream for another as per predefined rules. Interest rate swap means a swap having the
cash flow of fixed interest rate and floating interest rate. A commodity swap is that where
two counterparties agree to exchange cash flows dependent on the price of an underlying
commodity.

In this paper the researcher descriptively explained the meanings, qualities, strategies
and role of Interest rate swap and commodity swap from contemporary sources and then
determined the Sharia ruling of both kinds of swap from the basic sources of Islam.
Keywords: derivatives, swaps, Interest rate swap, commodity swap.
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“A swap is a contract that involves an exchange of cash flows or an exchange of cash for an asset

(e.g., commodity) over a specific a period of time, between two parties at specified dates”.?
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“A swap is a derivative contract through which two parties exchange the cash flows or liabilities
from two different financial instruments. Most swaps involve cash flows based on a notional principal
amount such as a loan or bond, although the instrument can be almost anything. Usually, the principal
does not change hands. Each cash flow comprises one leg of the swap. One cash flow is generally

fixed, while the other is variable and based on a benchmark interest rate, floating currency exchange

rate, or index price”.?
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“The exchange of two securities, interestrates, or currencies for the mutual benefit of
the exchange®
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“A contract in which two parties agree to exchange periodic interest payments. In
the most common type of swap arrangement, one party agrees to pay fixed interest payments on designate
d dates to a counterparty who, in turn, agrees to make return interest payments that float with some refere
nce rate such as the rate on Treasury bills or the prime rate. Also called interest rate swap . ©
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Commodity swap is a type of derivative contract that allows two parties to exchange (or swap) cash
flows that are dependent on the price of an underlying asset. In this case, the underlying asset is a

commodity. Commodity swaps are very important in many commaodity-based industries, such as oil and

livestock. They are used to hedge against swings in the market price of the product in question. The
swaps allow commodity producers and end-users to lock in at a set price for the underlying commaodity.°
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