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Economics of creating new financial products and of providing their transaction
opportunities
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We propose to see creation of financial new products and provision of their
trading opportunities as economic activities themselves by private economic entities based on economic
profit motives, and see whether there is a market failure there, which brings vulnerability in the
financial system. For derivatives traded on an exchange, the Nikkei 225 options, we find the debt value
inherent in the options is 16.6 times of the ogtion value outstanding. Although the ratio is large, its
absolute value is not if compared it with the balances of Japanese Government Bonds and of Japanese
corporate bonds. We also confirm that general financial institutions have incentives to carry out the
interest rate swap on over-the-counter bases. What are factors that affect the degree of heterogeneity

between the economic entities, the main cause of the creating and providing activities, remains to be
explored in the future.
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