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   Agenda 

ÁWhat’s happening in markets?  

ÁFX outlook  

ÁManaging your FX risk  
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   Outlook: What’s driven the year so far?  

ÁStart in fear. Now hope? 

ÁChina the short-term driver  

ÁUS rate hikes the other major factor 

ÁCentral banks have surprised; but so have markets   

ÁReversal: Volatility and uncertainty looms – more than ever 
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   China  

ÁThe year started in total fear 

ÁCredit growth – China’s QE – saves 

ÁGovernment concerns  

ÁWhat is the “L-shaped recovery”? 
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   US rates   

ÁFour hikes: Bad. January collapse  

ÁTwo hikes: Good. March rally  

ÁMarket doesn’t believe Fed. No hike priced until March 2017 

ÁFed warns they will act. Markets poised for disappointment   
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     Central banks the risk…and opportunity  

ÁCentral bank action will be the big driver  

ÁAs Fed hikes, ECB and BoJ cuts  

ÁECB shocked in December, market shocked in March   

ÁMarket shocked BoJ 
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   Volatility and uncertainty  

ÁChina remains the major concern  

ÁUS rate hikes mispriced. Greenback poised for gains  

ÁCentral bank surprises to drive markets  

ÁVolatility and uncertainty equals risk and opportunity  
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     Managing FX 
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 Reuters Poll 

High Forecasts                                        Low Forecasts  
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moving money for better 

Allow for concentration and focus on core 

business activities, not market fluctuations 
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moving money for better 

WHY SHOULD A BUSINESS HEDGE é ??? 

Generate predictability of future cash-flows 

 

Create certainty around Gross Margin 
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Goal 

Plan 

Implement 

Review 
Risk 

Management 
Cycle 

Identify Business Goals (growth, margin 
protection, cost control) and this will 
lead to your business being one of  

• Protection 
• Participate 
• Enhance 

1. Create Visibility of exposure  
• Identify & Quantify Risk 

2. Develop a plan to create Certainty  
• Approved Products List 

1. Execute - One person should 
be ultimately responsible 

2. A policy (or at the least a 
guideline) creates Efficiency 

1. Review Performance against 
your budgeted rate 

2. Adjust process depending on 
your business changes 

Risk Management Cycle: 4 Steps 
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Hedging: Ingredients for success 

Nutritional Information 
Serving size:                   Monthly Hedge 

Serving per Container :   12 per year 

% Nutritional Value 

Exposure 40% 

Pricing Cycle 30% 

Budgeted Rate 20% 

Risk Profile 5% 

Complexity 5% 

* Remember the key to health is a balanced diet and % are a guide only 

• USD500k per month 

• Regular and consistent 

• Prices are fixed for three months 

• Does not like to increase prices 

• Slight competitive pressure if USD falls  

• Budgeted Rate = 1.4000 

• Desired Rate = 1.3500 

• Break Even = 1.4500 

• 100% Protection is required at all times 

• Would like to participate if possible 
• Simplicity in product selection is very important 
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The Hedge Profile: ABC Bottle Tops 
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Unhedged

Hedged

Fully Hedged for next 3 months 
because prices are fixed for that time 

and certainty is required 

There could be a small amount hedged 

outside of 3 months to start building 
protection for the next pricing period 

What two things have 

NOT been mentioned??? 

 PRODUCT & MARKET 
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Hedging: Forwards & Options 

 
• Provides Certainty 

• No Participation 

• Fully obligated 

• Less Flexible than Options 

• Rate Determined by: 
• Spot Rate 

• Interest Rate Differential 

 

 
 

Forward Exchange Contract 

(FEC) 
Currency Option 

 
• Provides Certainty (except for KO) 

• Potential for Participation 

• Usually Partly obligated 

• More Flexible than FEC 

• Rate Determined by: 
• Spot Rate 

• Interest Rate Differential 

• Time 

• Volatility 

 

Because you get more flexibility and the potential for participation 

the protection rate is usually worse via the option 
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Questions 
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