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1. Hedging using futures can potentially eliminate volatility for any movement in underlying hedged item.

ANSWER: TRUE
                   Hedging using futures can potentially eliminate volatility for any movement in underlying hedged item as futures play a very important role of price discovery in the financial market. Future market prices rely on a continuous flow of information and transparency. A lot of factors impact the supply and demand of an asset and thus its future and spot prices. This kind of information is absorbed and reflected in future prices quickly. Future prices for contracts nearing maturity converge to the spot price, and thus, the future price of such contracts serve as a proxy for the price of the underlying asset.
Future prices also indicate market expectations. For example: if your underlying asset costs Rs10000, you should short Rs10000 worth of the asset. So even if the asset price falls to Rs7000 and your asset will be worth Rs3000 less, you will earn Rs3000 from your short position hence maintaining the total value of your portfolio. 
Futures contracts with later maturities may remain at pre-crisis levels, however, because supply is expected to normalize eventually. Contrary to general belief, future contracts enhance liquidity and information dissemination leading to higher trading volumes and lower volatility. (Liquidity and volatility are inversely proportional.)
2. Hedging using options can eliminate the downside volatility of the price movement in the underlying asset at an associated cost.

ANSWER: TRUE
The pricing of derivatives is related to the downside risk in the underlying security. Downside risk is an estimate of the likeliness that the value of a stock will drop if market conditions change. An investor would consider this measure to understand how much they stand to lose as the result of a decline and decide if they are going to use a hedging strategy like a put option.
By purchasing a put option, an investor is transferring the downside risk to the seller. In general, the more downside risk the purchaser of the hedge seeks to transfer to the seller, the more expensive the hedge will be. For example, if your underlying asset costs Rs10000, you should buy a put option with a strike price of Rs10000. So even if the asset price falls to Rs7000 and your asset will be worth Rs3000 less, you can still sell the asset for Rs10000 by exercising the option and hence maintaining the total value of your portfolio and since your total position is not 0, you will still be able to take advantage of the Upside volatility.

Downside risk is based on time and volatility. If a security is capable of significant price movements on a daily basis, then an option on that security that expires weeks, months or years in the future would be considered risky and would thus would be more expensive. Conversely, if a security is relatively stable on a daily basis, there is less downside risk, and the option will be less expensive.



