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Derivatives and Contracts
Briefly discuss the three methods by which business can 'hedge' currency volatility
There are three methods in which a business can hedge itself from currency volatility. In order to ensure that it is not affected by currency volatility, a business capitalizes on any expected movement in exchange rate under the following methods. The first method is business speculation based on any expected appreciation. In this, when the business speculates that a currency is valued lower than its normal in the exchange market, it would invest in the currency before it appreciates. Additionally, when the business speculates a decrease in the foreign currency in the foreign exchange market, it can borrow money in the currency and convert it into a different currency before it can decline. Another method that a business can hedge currency volatility is by use of carry trade where it can capitalize on the disparity in interest rates between two countries. 
What advantage(s) do currency options offer that futures or forward contracts do not?
There are some differences between currency options and forward contracts which are mainly based on the advantages that one offers and the other does not. Precisely, there are some specific advantages that currency options offer that a forward contract cannot. To start with, both currency options and forward contract give the right to buy or sell currencies at specified prices. However, currency options have an advantage of over the counter market. This is where commercial banks and brokerage firms offer currency options. The over the counter market enables currency options which are tailored to cater for the specific needs of a business or organization. In addition, unlike forward contract, currency options offer the right to buy currency at designated strike price within a specific period of time. 

Why do currency futures prices change over time?
There are several reasons as to why currency futures prices change over time. To start with, futures encourage public speculation which means that the prices change based on the speculations. In addition, unlike forwards, in their clearing operation, futures are handled by exchange clearinghouse which encourages daily settlement to the market price. Another reason as to why futures price keep changing is that they are not self regulated but are regulated by the national Futures Association and Commodity Futures Trading Commission. Importantly to note, majority of the futures are by offset. Futures prices change over time because they mostly use electronic trading platforms which serve as brokers in executing the desired trades. However, these brokers have negotiated fees which change from time to time. 
What is meant by the term: Speculation, why would someone want to take this approach?
The term speculation means the formation of a theory or an assumption which may not have evidence. In business, speculation is done with the hope of gaining but considering the risk of losing. There are various reasons why one would want to take the approach of speculation but the main reason is the desire for profits. To start with, someone may want to speculate based on expected appreciation. In a case where there a currency may be valued lower, an individual or a business may decide to invest in the currency before it appreciates. If it appreciates, there will be profits but if it does not, there is a risk of losing. In addition, an individual may speculate in a case where a commodity or currency is expected to depreciate. If it is a currency, the individual may borrow and convert before the value declines. The risk is that if it does not decline, the loss will be experienced in repaying. 

