HedgeStreet’s Variable-Payout Hedgelets Offer New Opportunities 
for Hedging and Speculating
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Since HedgeStreet® opened to traders in 2004, all of the contracts tradable on the Exchange have been Yes/No Hedgelets®. These Hedgelets let traders take Yes or No positions on a wide range of future economic possibilities, with a payout of $10 or $0 depending on the actual outcome. By trading these Hedgelets, retail-level investors could hedge or speculate on the economic factors most important in their everyday lives—the same economic factors in futures markets previously tradable only by elite investors and institutions (if they were tradable at all).

 

Variable Hedgelets Track Prices and Other Economic Measures
Now HedgeStreet has introduced new Variable Hedgelets to complement its existing Yes/No Hedgelets. Variable Hedgelets track an underlying asset’s value within a predefined range, with payout varying from $0 to $10 based on the underlying asset’s value at settlement. Unlike Yes/No Hedgelets, with their all-or-nothing payout determined by whether a specified outcome occurs, Variable Hedgelets offer gains and losses that track the specific amount that prices, interest rates, employment statistics, and other economic measures rise or fall.
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For example, consider the Variable Hedgelet Gold $430.00 to $440.00 Variable (3 Jun 05). This Hedgelet tracks the price of gold in the range of $430 (the floor) and $440 (the cap), with payout based on the price of gold after the Hedgelet expires on June 3, 2005. HedgeStreet traders can hedge or speculate on the changing price of gold by taking a long or short position in this Hedgelet.

· Long positions in Variable Hedgelets gain in value as underlying asset rises, from $0 at or below the floor to $10 at or above the cap.

· Short positions in Variable Hedgelets gain in value as underlying asset falls, from $0 at or above the cap to $10 at or below the floor.

Suppose you take a long position in Gold $430.00 to $440.00 Variable (3 Jun 05) at $4.00, which corresponds to a gold price of $434.00. You hold the Hedgelet until expiration, and the settlement price of gold is $436.88. The long-position payout will be $6.88, giving you a profit of $2.88 per Hedgelet.

Similarly, you might have taken a short position in Gold $430.00 to $440.00 Variable (3 Jun 05) for $6.00 ($10 – long price), again corresponding to a gold price of $434.00. If you held the Hedgelet until expiration and the settlement price of gold was $436.88, the short-position payout would be $3.12, giving you a loss of $2.88 per Hedgelet. *

Like Yes/No Hedgelets, Variable Hedgelets have the important feature of limiting your risk. If the underlying asset plunges or soars, the Variable Hedgelet’s cap and floor values ensure that your maximum loss remains within $10 per Hedgelet.

Find out more about trading Variable Hedgelets at HedgeStreet.com.

* Note that the combined cost of both the long and short positions in a Variable Hedgelet added together will always total $10. Similarly, the combined payouts for both the long and short positions added together will always total $10. Thus, the short position price equals $10 minus the long position price, while the short position payout equals $10 minus the long position payout.

