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Statement 1: Hedging using options can eliminate the downside volatility of the price movement in the underlying asset at an associated cost.

The above statement is true. Delta hedging is an options trading strategy that aims to reduce, or hedge, the directional risk associated with price movements in the underlying asset. The approach uses options to offset the risk to either a single other option holding or an entire portfolio of holdings. The investor tries to reach a delta neutral state and not have a directional bias on the hedge.
Closely related is delta-gamma hedging, which is an options strategy that combines both delta and gamma hedges to mitigate the risk of changes in the underlying asset and in the delta itself.
Delta is a ratio between the change in the price of an options contract and the corresponding movement of the underlying asset's value. For example, if a stock option for XYZ shares has a delta of 0.45, if the underlying stock increases in market price by $1 per share, the option value on it will rise by $0.45 per share, all else being equivalent.
For the sake of discussion, let's assume that the options discussed have equities as their underlying security. Traders want to know an option's delta since it can tell them how much the value of the option or the premium will rise or fall with a move in the stock's price. The theoretical change in premium for each basis point or $1 change in the price of the underlying is the delta, while the relationship between the two movements is the hedge ratio.
The delta of a call option ranges between zero and one, while the delta of a put option ranges between negative one and zero. The price of a put option with a delta of -0.50 is expected to rise by 50 cents if the underlying asset falls by $1. The opposite is true, as well. For example, the price of a call option with a hedge ratio of 0.40 will rise 40% of the stock-price move if the price of the underlying stock increases by $1.
The behaviour of delta is dependent on if it is:
· In-the-money or currently profitable
· At-the-money at the same price as the strike
· Out-of-the-money not currently profitable
A put option with a delta of -0.50 is considered at-the-money meaning the strike price of the option is equal to the underlying stock's price. Conversely, a call option with a 0.50 delta is has a strike that's equal to the stock's price.
Let's assume a trader wants to maintain a delta neutral position for investment in the stock of General Electric (GE). The investor owns—or is long one put option on GE. One option equals 100 shares of GE's stock.
The stock declines considerably, and the trader has a profit on the put option. However, recent events have pushed the stock's price higher. However, the trader sees this rise as a short-term event and expects the stock to fall again eventually. As a result, a delta hedge is put in place to help protect the gains in the put option.
GE's stock has a delta of -0.75, which is usually referred to as -75. The investor establishes a delta neutral position by purchasing 75 shares of the underlying stock. At $10 per share, the investors buy 75 shares of GE at the cost of $750 in total. Once the stock's recent rise has ended or events have changed in favour of the trader's put option position, the trader can remove the delta hedge.
Statement 1: Hedging using futures can potentially eliminate volatility for any movement in underlying hedged item
The above statement is also true. When an investor uses futures contracts as part of their hedging strategy, their goal is to reduce the likelihood that they will experience a loss due to an unfavourable change in the market value of the underlying asset, usually a security or another financial instrument. If the security or the financial instrument typically experiences a lot of volatility, an investor may be more likely to purchase a futures contract. 
A futures contract is a standardized, legal agreement to buy or sell an asset at a predetermined price at a specified time in the future. When corporations invest in the futures market, it is usually because they are attempting to lock in a more favourable price in advance of a transaction. If a corporation knows that it has to purchase a specific item in the future, it may decide to take a long position in a futures contract. A long position is the buying of a stock, commodity, or currency with the expectation that it will rise in value in the future. Futures contracts allow corporations–especially corporations that are producers and/or consumers of commodities–and investors to hedge against unfavourable price movements of the underlying assets.
For example, suppose that Company X knows that in six months it has to purchase 20,000 ounces of silver in order to fulfil an order. Assume the current market price for silver is $12 per ounce and the price of a six-month futures contract is $11 per ounce. By purchasing the futures contract, Company X can guarantee a price of $11 per ounce. This reduces the company's risk because it will be able to close its futures position and buy 20,000 ounces of silver for $11 per ounce in six months at the contract's expiration date.
If Company X had not purchased the six-months futures contract–and the price of silver ended up increasing from $12 per ounce to $14 per ounce after one month–the company would be forced to purchase the 20,000 ounces of silver at the price of $14 per ounce. This would result in a greater expense for the company (compared to the $11 per ounce price it could have guaranteed by purchasing a futures contract for silver).
On the other hand, if a company knows that it will be selling a specific item in the future, it may decide to take a short position in a futures contract. Shorting is the buying of a stock, commodity, or currency with the expectation that it will decline in value in the future.
For example, Company X may agree to a legal contract that obligates them to sell 20,000 ounces of silver at a date that is six months in the future if the current market price for silver is $12 per ounce and the futures price is $11 per ounce. When Company X closes out its futures position in six months, they will be able to sell its 20,000 worth of silver at $11 per ounce.
If Company X had not made the decision to take this position in a futures contract, and the market price of silver had unexpectedly dipped to $10, it would have been forced to sell every ounce of its silver at $10 per ounce (compared to selling every ounce of silver at $11 per ounce). In this situation, the company has decreased its risk that it will experience financial damage as a result of a steep decline in the market price for silver in the future. Company X has guaranteed that it will receive $11 for every ounce of silver that it sells.
The main advantage for investors looking to participate in a futures contract is that it removes the uncertainty about the future price of a commodity, security, or a financial instrument. By locking in a price for which you are guaranteed to be able to buy or sell a particular asset, companies are able to eliminate the risk of any unexpected expenses or losses.
 




