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Abstract: Currency risk expresses the probability of recording losses from international trade 
agreements and other economic relations because of currency exchange rate changes during 
the period between signing the contract and its maturity. Those who are exposed to currency 
risk are exporters. This likely occurs when the value upon receipt of goods, contract currency 
depreciates by contrast to the when the international commercial contract was concluded. On 
the other hand, importers incur in turn the effects of the currency risk in the case when the 
contract currency appreciates in the period between signing the contract and its maturity. 
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Introduction 

Globalization of the world economy, which is manifested in increasingly powerful and numerous 
seizures that took place in financial markets since 2008 with the collapse of U.S. bank Lehman 
Brothers and continuing with the sovereign debt crisis from the euro zone led to significant variations 
of the exchange rates for various currencies. 
 
These variations manifested on the foreign currency markets had in most cases negative effects for the 
economic agents performing foreign trade. Under these conditions the currency risk faced by 
businesses has become increasingly stronger, requiring them to find ways in order to be protected. 
 
Currency risk refers to the probability of losses recorded international trade agreements and other 
economic reports due to changes in currency exchange rate at the end of the contract period until 
maturity. 
 
Theoretically, economic agents in order to protect against currency risks have two categories of 
measures: 

 Contractual measurements (foreign currency clause, the foreign currency basket clause, the 
SDRs clause). This category of measures is more difficult to apply, because it involves the 
consent of both trading partners. 

 Extra - Contractual measurements (parallel loans, market forwards, currency options market 
and the futures market). Using such measures involves a trade agreement partner and are 
easier to apply. 

 
Currency futures market together with currency options market forms the derivative currency markets 
as operations and exchange rates are formed depending on foreign currency market evolutions at sight 
and at notice. 
 
Currency derivatives market development has emerged as a necessity given the previous mentioned 
aspects namely economic globalization, improved trade and volatility of exchange rates. 
 
Currency futures were first introduced in the USA in 1972 within the International Money Market 
department (IMM) within Chicago market Mercantile Exchange (CME). 
 
Futures contract is a standardized agreement between two partners, a seller and a buyer to sell or to 
buy a particular asset (currency, shares etc.). At a price set at the time of completing the transaction 
and the execution of the contract at once future called maturity. Through this contract, the Seller 
agrees to sell and the buyer to buy assets from the contract at a future date (maturity), but at a price set 
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at the time of the transaction. Standardization of terms these types of contracts led to increased 
flexibility and attractiveness. The main characteristics of futures contracts on currencies may be 
summarized as follows: 

 contracts are standardized size (e.g. 1,000 EUR); 
 contracts are negotiated and ends at fixed maturities: March, June, September and December; 
 contracts have stipulated a minimum fluctuation (e.g. 0.0005 lei / euro); 
 the actual foreign currency deliveries are reduced because, in general, positions held by buyers 

/ sellers are closed before maturity through an opposite position in order to avoid currency risk 
and / or to obtain a win. 

 
As we stated earlier, the currency futures market is tied to the spot market, such as currency futures 
price is formed in correlation with the foreign currency registered spot market report. The difference 
between the foreign currency rate "spot" and the futures market rate is known as the "base". 

 
Basis = Spot rate - "futures" rate 

 
If the market rate at sight is higher than the rate of the currency futures market, the basis has a positive 
value. The difference between the spot market and the futures market tends to zero as the contract 
maturity approaches. 
 
For a better understanding of the characteristics of futures contracts it is necessary a mirror look 
compared with forward contracts: 
 

Table no.1 Differences between the forward contracts and the futures contracts 

  
Forward 
contracts  Futures contracts 

Contract specifications Negotiable standardized 

Transitioning 
Extra –stock exchange 

markets(non - regulated) 

Stock exchange 
markets 

(regulated) 

Credit risk Supported by both parties 
Supported by the 
Clearing House 

Liquidity degree low higher 

Margin 
Established through 

bilateral agreements – 
according to the risk degree 

Established by the 
Clearing House 

(regulated) 

Execution of the 
contracts at maturity 

about 100% 2-5% 

Discount At maturity 
Daily and at 

maturity 

 
As you can see one of the main advantages of futures contracts is that they end in an organized and 
supervised framework by the regulatory authority of the capital market (in Romania it is about the 
National Securities Commission of Mobile Assets). Such trading rules give equal treatment and 
transparency for all investors. 
 
Investors of the currency futures markets address purchase or sale orders at certain terms, by means of 
brokers agreed by the supervisory authority of the capital market. Brokers negotiate the purchase or 
sale transactions of currency futures contracts on behalf of clients according to orders received. At 
maturity, there are determined the effects of transactions of buying or selling futures on the market and 
there is an adjust in differences through clearing houses based on the official exchange rate announced 
by the National Bank of Romania. 
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Purchase orders or selling of currency on futures markets can be formulated in two ways: 
 orders at a limit rate, according to which the client mentions to the broker a course at which 

there will perform the operation, if there is a certain level of the market 
 orders at the market price. 

 
Quotes on currency futures market contracts are achieved by auctions from which it results courses, 
opening rates, the highest rates, the lowest rates and the closing rates. Difference in reselling the 
futures contract at maturity at a particular rate (c) can be determined as follows: 

 based on the number of contracts (n), taking into account the maturity classes (CVs) of the 
quoted (FVC) and the standardized value of the contract in a month (Vs); 

 

 VsCVfCVsnc   

 
 if one takes into account the number of contracts (n) of points that reflect ongoing differences 

(p), the minimum limit of the fluctuation value of the contract in that month (fm); 
 

fmpnc   
 

In every trading day there is done a marking to market of futures contracts depending on the price 
recorded a loss by the sellers or buyers of futures contracts. 
 
In order to participate in the futures market contracts the operators  make an initial deposit depending 
on the contract value of currency volatility and additional guarantees according to the fluctuating 
market rates. 
 
Clearing houses are tasked to regulate relations between participants on this market contracts, or to 
calculate differences resulting from the interventions made. 
  

 

 

 

 

 

 

 

 

Figure no.1 The role of the Clearing House on the futures market 

1. Futures Market in Romania 
Financial market in Romania has witnessed an important development in the last years before the 2008 
financial crisis appears. Development occurred especially for share segment as major companies in 
Romania have been listed on stock exchanges. Unfortunately derivative operations market has not 
experienced a similar evolution as the stock market, mainly due to an ignorance of the benefits of 
these types of transactions. 
 
One of regulated markets through which one can perform futures operations of the derivative type is 
the Sibiu Monetary Financial and Commodities Stock Exchange. It offers futures contracts to the 
investors for 13 stocks traded at Bucharest Stock Exchange, on an international financial index (Dow 
Jones) on currency parities (EUR / USD, USD / GBP, EUR / USD), on goods (gold ) and Emission 
Certificates of carbon dioxide. 
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The evolution of the transitioned values on futures market in Sibiu is presented in table no.1 [1]: 
 

Table no.2 The evolution of futures transactions  
on Sibiu foreign exchange market 

Year Transactions value 

2006 4.232.059 lei 

2007 3.456.023 lei 

2008 3.578.582 lei 

2009 2.430.849 lei 

2010 1.620.078 lei 

2011 1.613.469 lei 

2012 1.408.527 lei 

 
As it can be seen from the data provided by the Sibiu Monetary Financial and Commodities Stock 
exchange, starting with the year 2009 a significant decrease in traded values is recorded due to panic 
that swept financial markets worldwide.  
 
As I said before one of the futures contracts offered for trading by the Sibiu Monetary Financial and 
Commodities Stock Exchange is the currency parity EUR / RON. Because of all international 
transactions Romanian economy most runs in EUR, we considered useful to present the trading 
specifications of this contract. 
 

Table no. 3 Contract futures specifications EUR/RON on Sibex market 
Symbol EUR/RON 

Supporting Assets The rate in lei of the EURO currency 
Quotation Lei/RON 

The transactional 
step 

0.0001 EURO/RON (0,1 RON/contract) 

Initiating months March, June, September and December 
Maturity date The third day of Friday of the maturity month. If the third day of the maturity day 

is not a working day, the maturity date will be the last working day before the third 
day of Friday of the maturity month. 

The size of the object 
of the contract 

1.000 EURO 

The first day of 
transaction 

For each maturity, the first transitioning day is with 12 months before, and so: 

 for March maturity the first day of transaction is the first working day after the 
third day of Friday of the last year March month. 

 for June maturity the first day of transaction is the first working day after the 
third day of Friday of the month of June of the preceding year. 

 for September maturity the first day of transaction is the first working day after 
the third day of Friday of the month of September of the preceding year. 

 for the December maturity the first day of transaction is the first working day of 
the third Friday of the month of December of the preceding year. 

The last day of 
transaction 

The third day of Friday in March, June, September and December. If the last day 
of transaction is not a working day, the last day of transaction will be the last 
working day before the third day of Friday in March, June, September and 
December. 

The way in which it 
is determined the 

closing price of the 
transitioning session 

The closing price is the price at which the last transaction was done within the 
transaction session.  

In case that there were not executed transactions during that respective session, the 
closing price is established as follows: 

 as arithmetic average of the best selling and buying quotations that exist on the 
market, at the closing time of the transactional session;  

 if there exist quotations only for selling or only for buying, the closing price will 
be equal to the posted quotation if the buying quotation is higher than the price of 
the closing of the preceding day or if the selling quotation is lower than the 
closing price of the preceding day ; 
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 if there are quotations only from selling or only from buying, and the buying 
quotation is lower than the closing price of the preceding day or if at the closing 
of the transaction session there are no market quotations, the closing price will be 
equal to the closing price of the last session. 

The way in which it is 
determined the 
winding price at 

maturity 

The price of winding at maturity of the position remained opened is equal to the 
referential foreign currency rate EUR/RON announced by the National Bank of 
Romania the exact day when the contract falls due. 

The way of  
execution at maturity 

of the position that 
remained opened 

The positions remained opened are winded up through final discount in funds, 
respectively through payment in lei of the differences from the contract value and 
1.000 x reference foreign rate EURO/RON announced by the National Bank of 
Romania at contract  maturity day.  

The transactional 
time-table 

From Monday to Friday between 09:45 - 23:15. 

On maturity day between 09:45 - 12:45 

Limits, holdings, open 
positions 

50% of the total number of the open positions for the maturities registering under 
15.000 positions 

30% of the total amount of the open positions for maturities registering under 
15.000 positions. Over-passing the 30% limit leads to double margins. 

Reports, open positions 5% of the total amount of them for the maturities registering more than  2.000 of 
the open positions. The participant will communicate  CRC the clients identification 
data attaining or over - passing the threshold of 5%. Deposits over  5%  are published 
daily on www.sibex.ro/crc 

 
2. Case Study Regarding the Use of Futures Contracts  

In order to highlight the functionality and advantages of futures contracts on currencies we shall 
present a hypothetical situation of a Romanian importer. 
 
On October 1, 2012, a Romanian importer enters into a contract with a European Union partner worth 
700.000 EUR, with the deliver obligation up to 22 December and payment no later than December 30, 
2012. 
 
The importer wants to protect against a possible depreciation of the leu against the euro, choosing the 
futures contracts hedging technique. So he buys through a brokerage agency of the Sibiu Monetary 
Financial and Commodities Stock Exchange, 700 contracts EUR / RON falling due in December at a 
price of 4.1375 (contract value is 1,000 EUR). Before that one must submit a margin of 95 lei for the 
contract. The variation of the quotation of the futures contract EUR / RON up to the end of its validity 
period is: 
  

Date 
RNB 
rate 

Futures 
quotation 

01.10.2012 4,1127 4,1375 

15.10.2012 4,1301 4,1275 

03.11.2012 4,0846 4,0930 

20.11.2012 4,1201 4,1399 

05.12.2012 4,1560 4,1500 

18.12.2012 4,1448 4,1325 

30.12.2012 4,1442   

 
Based on hypothetical data set we shall present the evolution and outcome of operations for the 
importer, given that the commission paid to broker for the contract is 1lei, the interest rate for deposits 
in lei is 5.75% and assuming that the importer liquidates their position at maturity. 
 
We will also present the situation in which motivated by the depreciation of the leu against the euro, 
the importer is tempted to make profit and will choose the most favorable time for the liquidation of 
the contracts. 
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01.10.2012:  
The importer buys 700 contracts maturing in December 2012 at the rate of 4.1375 RON / EUR. In the 
account opened at the agency he deposits the initial margin of the 700 contracts sold, i.e.: 
95 RON x 700 contracts = 66.500 RON 
The amount in account is: 66.500 RON 
 
15.10.2012 
The quotation futures EUR / RON is 4.1275, i.e. the price at which contracts can be sold is less than 
that to which they were purchased, so the account will register a virtual loss of 4.1375 to 4.1275 = 0, 
0100 RON for one euro, i.e. 0.0100 RON / EUR x 1.000 EUR / contract = 10 RON / contract, so the 
total virtual loss of 10 RON / contract x 700 contracts = 7.000 RON 
The amount in the account: 66500-7000 = 59.500 RON 
 
03.11.2012 
Quotation futures is 4.0930 RON / EUR, lower than that at which the importer bought the contracts, a 
fact for which the account registers a virtual loss of 4.1375 - 4.0930 = 0.0445 RON for 1 EUR, i.e. 
0.0445 GBP / EUR x 1000 EUR / contract = 44.5 RON / contract. 
44.5 RON / contract x 700 contracts = 31.150 
The amount in the account: 66500-31150 = 35.350 RON 
 
20.11.2012 
Quotation futures is 4.1399 RON / EUR> 4.1375 RON / EUR, so the account will register a virtual 
profit of 0.0024 RON / EUR, or 2.4 RON / contract, or 1.680 RON for the 700 contracts sold. 
Amount in account: 66.500 + 1.680 = 66.180 RON 
 
05.12.2012  
This very day futures quotation EUR / USD is 4.1500 RON / EUR. 
Profit at Euro: 4.1500-4.1375 = 0.0125 RON / EUR 
Profit on contract: 0.0125 RON / EUR x 1.000 EUR / contract = 12.5 RON / contract 
Profit/700 contracts: 12.5 RON / contract x 700 contracts = 8.750 RON 
Amount in account: 66.500 + 8.750 = 75.250 RON 
 
18.12.2012 
The futures quote is: 4.1325 RON / EUR. 
Importer would sell contracts at a lower price than that which he had bought, so: 
One euro loss: 4.1375 to 4.1325 = 0.0050 RON / EUR 
Loss on contract: 0.0050 RON / EUR x 1000 EUR / Contract = 5 RON / contract 
Loss / 700 contracts: 5 RON / contract x 700 contracts = 3.500 RON 
Amount in account: 66500-3500 = 63.000 RON 
 
30.12.2012 
RNB rate: 4.1442 RON / EUR 
Whereas the importer has not liquidated the position before maturity, through a sale, he has a long 
position open. Exactly at the due date, the Romanian Clearing House liquidates in cash, the open 
position, at the rate on the last day of trading, 4.1442 RON / EUR, under the conditions in which the 
importer had purchased the contracts at the rate of 4.1375 RON / EUR. 
Profit at Euro: 4.1442-4.1375 = 0.067 RON / EUR 
Profit on contract: 0.0067 RON / EUR x 1.000 EUR / contract = 6.7 RON / contract 
Total actual profit: 6.7 RON / contract x 700 contracts = 4.690 RON 
Amount in account: 66.500 + 4.690 = 71.190 RON 
This operation involved the following costs: 
• broker Fee: 1 RON / contract x 700 contracts = 700 RON; 
• three-months interest for the margin of the account: 

956
100*360

90
*75.5*500.66     

Total expenditures: 700 + 956 = 1.656 RON 
The result of the operation: 4690-1656 = 3.034 RON 
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If the importer would not initiate a transaction with futures contracts at the end of December, when he 
had to pay 700.000 EUR, he would have changed them at the rate of 4.1442 RON / EUR, paying for 
them £ 2,900,940 RON. 
The equivalent in lei of imports at the closing date of the contract was: 
4.1127 RON / EUR x 700.000 EUR = £ 2,878,890 RON 
So his loss would have amounted to: 
£ 2,900,940 - £ 2,878,890 = 22.050 RON 
By the coverage achieved with futures contracts, the importer has not only prevented loss of 22.050 
RON, but gained 3.034 RON. 
 
In case the importer would have aimed mainly to obtain a gain in the futures market operations and not 
hedge currency risk, he will choose to liquidate contracts the day in which there is recorded are 
recorded the maximum difference between the futures’ quotation and the rate at which they were 
purchased. 
 
Analyzing the evolution of foreign currency parity EUR / RON the liquidation of the contracts must 
have been done on 05/12/2012, when virtual profit was of 8.750 RON. Of this amount should be we 
must reduce the broker commissions and the interest on deposits for the period 01.10.2012 - 
12.05.2012 (66 days). 
 

701
100*360

66
*75,5*500.66   

Total profit: 8.750 – 700 – 701 = 7.349 RON. 
 

Conclusions 
The Romanian Trading Companies, which are extending foreign trade activities, should try to adopt 
protection measurements against foreign currency risk taking into account the fact that these risks will 
persist in the years to come too. The volatility of the foreign currency parity EUR/RON will be 
influenced during the following period by the following aspects: 

 a decline of Romania adhering to the EURO zone will be registered from 2015 until 2019; 
 the upheavals will continue on the international financial markets as a result of the  problems 

linked to the sovereign debts crisis in Europe. 
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