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Abstract:
This research examines a problem that international business firms must face — fluctuating exchange
rates. These flexible exchange rates create uncertainty as to what the exchange rate will be at some time
in the future. An international firm can protect itself from adverse price fluctuations via a futures
market in international currencies. But, can a firm predict the exchange rate in the future? If it could,
then it can hedge at the most favorable time.

The currency futures market is assumed to be an efficient market This means information about future
events is contained in today's price.

The objective of this research was to test the efficiency of the currency futures market. This is done by.
setting up a general model of market equilibrium that specifies returns in currency futures markets is
constant. Then, this model is tested by an autoregressive model that states, post returns can be used to
forecast future returns It was concluded that some statistical dependence existed in the returns of
currency futures markets. Whether or not this dependence could be used to reap gains in the currency
futures market is the unresolved question of this research — although several strategies were tested
using estimated coefficients and they did not yield gains. 
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