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EXCHANGE RISK HEDGING WHEN CARRYING OUT EXCHANGE OP ERATIONS
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The article analyses the problems caused by ttabkstiment of a floating market exchange rate r&gim
in the Republic of Belarus. The liberalization lo& tcurrency market makes it necessary to use tagegies of
risk hedging due to unfavorable changes in the amxgh rate dynamics.

The transition of the National Bank to a more fid&i FE (foreign exchange) mode as well as external
shocks associated with significant fluctuationgo€es for oil and world currency courses have ghdwp to
date the issues of improving FE risk managemeréesys

Since the beginning of 2015 the National Bank hasyed the policy of a flexible exchange rate ef th
Belarusian ruble.

The exchange rate is determined by the market, wisieconomically positive. At the same time, the
volatility of the exchange rate has increased, tidietermines the need for currency risk insurance.

This necessitates the use of security policiesreskchedging of losses due to unfavorable changdise
exchange rate dynamics.

The goal of risk management is not to eliminatéut to achieve the optimal risk structure and to
transform it into acceptable forms.

The result of the effective FE risk managemenhésreduction of losses from changes in world cuyen
rates, the reduction of the uncertainty of futumstcflows, providing a more efficient financial ragement and
the reduction of income fluctuations.

The greatest stability of the currency market isvted by theparticipants who don’t seek additional
revenue from exchange rate fluctuations.

First of all these are importers and exporters whe currency trading for goals that do not depemd o
short-term fluctuations of exchange rate differance

One of the most common and effective ways of rigthagement in the field of currency market trading
is the application of the approaches of technical fundamental analysis of the dynamics of FE ratesthe
use of derivative financial instruments for currgnisk hedging.

Hedging transactions (hedging) are forward salgsuochases of a foreign currency (or the execution
an option strategy) to reduce an exchange risk xpgoconnected with the assets or liabilities @redasted
transactions) denominated in a foreign currencyeyThre not held for speculative purposes, butardeda
outmainly to minimize the risk.

The main purpose of hedging is the achievementhefdptimal risk structure, that is, of a balance
between hedging benefits and its cost.

The main constituents of the hedge are the follgwirain derivative financial instruments (hereinafte
the DFIs):

- Forward: Actual exchange of currencies where satlg takes place more than two days after the trade
at a fixed rate. The forward price is comprisethef spot rate plus the forward points.

- Currency futures: A transferable futures contrhat tspecifies the price at which a currency can be
bought or sold at a future date. Currency futu@stracts are legally binding and counterparties$ #na still
holding the contracts on the expiration date miesle the currency pair at a specified price onsiecified
delivery date.

- FX option: A contract that grants the buyer théhtidut not the obligation, to buy or sell a spiecif
currency at a specified exchange rate on or befagecified date. For this right, a premium is gaithe seller,
the amount of which varies depending on the nurobepntracts if the option is bought on an exchamgen
the nominal amount of the option if it is done be bver-the-counter market.

- FX swap: Spot foreign exchange transaction simaltasly reversed by a forward contract. The
difference in rates reflects interest rate difféia@a between the two currencies.

The world practice shows that the hedge is onehef main and the most popular ways of risk
management and control.

According to experts FE market entities of the Réigwf Belarus has gone out in a limb becauséef t
current situation.

“Due to the fact that many companies in Belarusycaut export and import operations, are obliged to
sell 30% of its currency revenue and have costsramenues in different currencies, this kind oflextge rate
fluctuations have a negative impact on them, irgireprisk of potential losses due to unexpectegdeia
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exchange rate” — experts of the Research CenttreoResearch, Forecast and Monitoring and of then&e
Economic Team in Belarus believe.

Experts consider that such a situation poses Baricompanies “the question of how to deal wiik th
kind of currency riskand to protect their revenfresn the volatility of the Belarusian ruble.

Economists estimated that a growing number of caresan the world hedge these risks. The authors of
the research give data showing that Western corapamefer to hedge about 40% of FE risks.

It should be noted that in Belarus there are cuegreisk hedging instruments, however, they are not
widespread yet because of the complexity of acéogmtf these transactions as well as some othdaigmes.

Currently, in the Republic of Belarus derivativesriet is immature both in terms of the Belarusian
Currency and Stock Exchange andOTC market.

Regulatory barriers: for transactions with derivatifinancial instruments (including the concepts of
“derivative financial instrument” and “derivativecurity”), as a result there are problems with tidfgimg and
recording these types of instruments.

Accounting methodology: Insufficient methodologydarmactice of accounting of transactions with
derivatives market instruments and, in particulatruments of currency risk hedging.

As the chairman of the Belarusian Currency and ISExchange stated in 2015 the volume of futures
transactions which make it possible to hedge cuoyreisks amounted to only 16.6billion rubles in &els. “At
present currency futures in Belarus are not widesmpdue to poor awareness of customers as wefirasalved
taxation and accounting issues of these transattiethe Chairman of the Exchange claimed.

Studies of economic features of financial instruteemsed in the world and now in the Republic of
Belarus too, revealed significant differences ia éssential characteristics of financial instruraeas well as in
their quantitative parameters in various segmeftiseoglobal monetary and financial market.

The use of futures transactions of the financialketais a tool of insurance of one of the currerisis -
the danger of loss of conversionof foreign moneg the nationalone or vice versa.

Financial instruments should be used both for imiirattion of idle cash for the needs of the nationa
economy, control of inflation and for effective lggng of all risk groups aiming at minimizing thestéts of
their impact on assets in place.

Multivariance of risks when conducting transactiomshe open market naturally requires both on the
part of the central bank and on the part of ottetigipants of the FE market using different conaltions of
ways to hedge risks.

The National Bank as a future single regulator &hgay special attention to the development of this
market.

Thus, in order to minimize exchange risks implernmenturrency transactions it is necessary to develo
the uniform concepts and rules of practice for dipplication of all exchange risk security toolsimakinto
account both world experience and the peculiargfabe national monetary and financial market fioring.
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