Money market hedging
Foreign exchange risk can arise either due to transaction exposure - i.e. due to receivables expected or payments due in foreign currency – 
If a foreign currency receivable is expected after a defined period of time and currency risk is desired to be hedged via the money market, this would necessitate the following steps:
1. Borrow the foreign currency in an amount equivalent to the present value of the receivable. Why the present value? Because the foreign currency loan plus the interest on it should be exactly equal to the amount of the receivable.
2. Convert the foreign currency into domestic currency at the spot exchange rate.
3. Place the domestic currency on deposit at the prevailing interest rate.
4. When the foreign currency receivable comes in, repay the foreign currency loan (from step 1) plus interest.

Steps when doing this in exam
Borrow foreign currency now:
Convert foreign currency into your own at the spot rate:
Invest your own currency which you converted from the foreign currency above:

Similarly, if a foreign currency payment has to be made after a defined period of time, the following steps have to be taken to hedge currency risk via the money market:
1. Work out how much foreign currency you would have to put in a deposit account earning interest from now to the period the payment in the foreign currency would be made (so it would be the exact amount needed to make the payment (present value)
2. Buy the amount of foreign currency worked out in point 1 with your domestic currency at the spot rate.
3. Invest the foreign currency you have just bought in a deposit account and it will be worth the amount of foreign currency we need to pay at the time payment is due.
4. [bookmark: _GoBack]Then borrow the amount of money you just converted into foreign currency in your own currency and work out how much that will cost us over the period with interest

Steps when doing this in the exam
Invest the amount now that with interest over the time period will equal the amount payable in the foreign in whatever the time period (so it will be equal to it):
Convert at spot your own currency into the amount of foreign currency at the current spot to invest in the step above:
Borrow the amount of your own currency that you converted in the step above

