
 

 
 

 

 
 

 
 

 
 

 
 

 
 

  

 

 

 

  

FX RISK ADVISORY 

How to control, and potentially reduce, 
global operating expenses 

By Ivan Asensio, Head of FX Risk Advisory, SVB, A Division of First Citizens Bank, 
and Brendan Halligan, FX Sales Managing Director, First Citizens Bank 

Key Takeaways 

Currency option prices are currently trading 
at cycle lows despite the potential market 

disruptions that lie ahead stemming from a possible 
recession, post-election anxiety and continuing 
geopolitical tensions. 

When used for risk management purposes, 
options offer two-way benefit – protection if 

prices go against and opportunity if prices go in favor. 
The value-proposition is especially attractive due to 
current pricing dynamics. 

Aside from a few isolated Black Swan events, such as the liquidation of the yen carry trade in August 2024, most major currencies 
have been range-bound for the last 12 months. Global central banks have oscillated between parity and lack of clarity regarding the 
future direction of interest rates, key drivers of currencies, resulting in mostly directionless trading over this period. Muted realized 
volatilities have depressed forward-looking implied volatilities, the primary input to option prices, to cycle lows. 

Example of downside protection with upside potential 
For companies looking to hedge currency 
risk, this pricing dynamic presents an 
attractive entry point for purchasing 
asymmetric option protection, that is, 
downside protection with upside potential. 
There is much to be resolved in 2025 for 
markets and economies with recession 
fears, post-election anxiety, and geopolitical 
tensions all on the rise. Currency options 
are a potential risk management strategy to 
deal with the significant amount of two-way 
risk that lies ahead. 

Options are cheap now, currently near cycle 
lows and well below long-term averages. 

Continued on next page. 



 
 

 
 

  
 

 
  

  
 

  

 
  

 
 

  
 

 

 

Hedge opportunity costs 
Options address a key limitation of forwards when used to hedge risk. Forward contracts offer financial protection and certainty, 
but no price flexibility in the event the market moves in favor of the core position and against the hedge. By construction, 
forwards oblige execution at the contract rate, regardless of whether it is more or less advantageous. 

In many situations, the opportunity cost described does not factor into assessment of hedge performance. For instance, the 
purpose of balance-sheet hedging is to insulate the income statement from FX remeasurement volatility. Losses on hedges 
are offset by gains on remeasurement of assets and liabilities, and vice versa. The objective is to minimize the net impact, and 
whether you get there with a hedge that makes or loses money does not matter. Similarly, for cash-flow hedging mandates that 
aim to achieve certainty versus forward-looking budgets, the opportunity cost of forwards would not be a concern. 

Two-way opportunity 
However, companies with more established hedging programs may operate under alternative mandates that seek both protection 
and opportunity. A US-domiciled company with foreign-denominated operating expenses will be adversely impacted by a weaker 
US dollar (USD), as those USDs need to be sold to buy the currency needed to run overseas operations. A dual hedging mandate 
in this case would involve achieving protection, e.g., capped operating expenses versus forward-looking budgets, while at the 
same time retaining the upside potential, e.g., reduced operating expenses if currencies become cheaper to buy. This ”take the 
cake and eat it too” payoff is precisely what an option offers, in exchange for an upfront premium. 

What about the premium? 
Within risk management settings, there can be resistance to paying an option premium because it involves a cash outlay at 
inception. The alternative, the forward, does not require an initial premium and may be easier to integrate into annual budgets as 
there is no explicit expense line item. However, the all-in cost of a forward can be greater than the premium paid for an option. 
That is, the opportunity cost from being locked into forwards when the market moves in favor may be larger, often multiples, than 
the premium that could have been paid for the option. See example below. 

Example Scenario 
US-based company must buy €1 million euro (EUR) in 3 months to fund European operating expenses. Appreciation in the EUR 
will have adverse economic consequences, while a depreciation in the EUR will reduce expenses in USD terms. Below are the 
potential outcomes from three strategies: unhedged, forward, option. 

Possible EUR/USD Spot Reference: 1.1000 

Forward: Notional €1M, Rate 1.1040, Tenor 3 mos. 

Option:Notional €1M, Strike 1.1000, Cost: $15K, Tenor 3 mos. 

Continued on next page. 



Unhedged 

The market determines the economic outcome. A weaker EUR results in an FX gain as company buys less expensive EUR, while a 
stronger EUR is an FX loss from buying more expensive EUR. 

  

 
 

    

Forward 

The company locks in a rate to buy EUR, which protects it from EUR appreciation. If, however, EUR depreciates, the company will 
experience a quantifiable opportunity cost. 

Option 

The option provides two-way benefit. The company is insulated from a stronger EUR but may benefit from EUR depreciation. It 
only takes 1.5% move in either direction to cover the cost of option. 

Continued on next page. 



  

 
 

 

 

 
  

  
  

  

  
   

   
 

  

A few other benefits of purchased options include: 

1) No credit line required to execute versus forwards, e.g., the premium serves are credit. 

2) No residual obligation in case the notional amount on the hedge should exceed the actual exposure amount, e.g., reduction in 
business cash flows. 

3) If the protection is no longer needed, the option may be sold back to recoup some or all of the premium paid. 

The value proposition of options is especially attractive at the moment due to current pricing dynamics. 

Let Us Help
If you’d like to discuss your specifi c situation or want more information regarding our tailored 
FX risk management services, reach out to an FX team member.

Let Us Help 
If you’d like to discuss your specific situation or want more information regarding our tailored 
FX risk management services, reach out to an FX team member. 

First-Citizens Bank & Trust Company is not licensed to undertake banking business in any country outside the United States, or to undertake any other regulated activity in any country 
outside the United States. 

Foreign exchange transactions can be highly risky, and losses may occur in short periods of time if there is an adverse movement of exchange rates. Exchange rates can be highly volatile 
and are impacted by numerous economic, political and social factors as well as supply and demand and governmental intervention, control and adjustments. Investments in financial 
instruments carry significant risk, including the possible loss of the principal amount invested. Before entering any foreign exchange transaction, you should obtain advice from your 
own tax, financial, legal, accounting, and other advisors and only make investment decisions on the basis of your own objectives, experience and resources. Opinions expressed are our 
opinions as of the date of this content only. The material is based upon information which we consider reliable, but we do not represent that it is accurate or complete, and it should not be 
relied upon as such. 

This material, including without limitation to the statistical information herein, is provided for informational purposes only. The material is based in part on information from third-party 
sources that we believe to be reliable but which has not been independently verified by us, and, as such, we do not represent the information is accurate or complete. The information 
should not be viewed as tax, accounting, investment, legal or other advice, nor is it to be relied on in making an investment or other decision. You should obtain relevant and specific 
professional advice before making any investment decision. Nothing relating to the material should be construed as a solicitation, offer or recommendation to acquire or dispose of any 
investment, or to engage in any other transaction. 

©2024 First-Citizens Bank & Trust Company. Silicon Valley Bank, a division of First-Citizens Bank & Trust Company. 3003 Tasman Drive, Santa Clara, CA 95054. MM#15886 
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