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Since the introduction of financial futures at the Chicago Mercantile Exchange
in 1972, the importance of futures in transferring financial risk has been proven
by the explosive growth in the market. The vast array of CME interest rate products allows professionals to manage interest rate risks ranging from one day to
ten years.
Interest rates, which loosely can be defined as the price of money, affect the livelihoods of individuals and businesses each and every day. The cost of a home
mortgage, the finance charge applied to a credit card balance, the amount of interest received on a savings account or the coupon on a corporate bond issue are all
examples of the interest rates that influence our personal and commercial activities.
Like all goods and services, interest rates are determined by the market forces of
supply and demand; however, the federal government also can influence key interest
rates via monetary policy, that is, by adjusting them upward or downward to slow
down or stimulate the economy. Interest rate levels often are regarded as key
indicators of a country’s economic health.
The money market comprises the markets for short-term, heavily traded credit
instruments with maturities of less than one year. Money market instruments
include Treasury bills, commercial paper, bankers’ acceptances, negotiable certificates of deposit, Federal Funds, and short-term collateralized loans. While the
markets for these various instruments are distinct, their respective interest rates
reflect general credit conditions with adjustments for differences in risk and liquidity.
As the money markets have become more liquid, money managers borrow and
lend in whichever markets offer a price advantage. No longer willing to leave
balances as unproductive, non-interest-earning demand deposits, corporations
today are making more aggressive use of cash management techniques. Cash
market participants primarily use the CME’s interest rate products for pricing
and hedging their money market positions.
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