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(0 O O As mentioned previously, currency bull spreads can be constructed just as easily with put options as with
call options. To construct a put bull spread, the spreader would again buy a put option with a lower exercise price
and write a put option with a higher exercise price. The basic arithmetic involved in constructing a put bull spread
is thus essentially the same as for a call bull spread, with one important difference, as discussed next.Recall that there
is a positive relationship between the level of the existing spot price relative to the strike price and the call option
premium. Consequently, the option with the higher exercise price that is written in a call bull spread will have the
lower option premium, everything else being equal. Thus, buying the call option with the lower exercise price and
writing the call option with the higher exercise price involves a cash outflow for the bull spreader. For this reason,
call bull spreads fall into a broader category of spreads called debit spreads. Also recall that the lower the spot rate
relative to the strike price, the higher the put option premium will be. Consequently, the option with the higher
strike price that is written in a put bull spread will have the higher option premium, everything else being equal.
Thus, buying the put option with the lower exercise price and writing the put option with the higher exercise price
in a put bull spread results in a cash inflow for the bull spreader. For this reason, put bull spreads fall into a broader
category of spreads called credit spreads. Speculating with Currency Bull SpreadsThe speculator who constructs a
currency bull spread trades profit potential for a reduced cost of establishing the position. Ideally, the underlying
currency will appreciate to the higher exercise price but not far above it. Although the speculator would still realize
the maximum gain of the bull spread in this case, he or she would incur significant opportunity costs if the
underlying currency appreciates much above the higher exercise price. Speculating with currency bull spreads is
appropriate for currencies that are expected to appreciate slightly until the expiration date. Since the bull spread
involves both buying and writing options for the underlying currency, bull spreads can be relatively cheap to
construct and will not result in large losses if the currency depreciates. Conversely, bull spreads are useful tools to
generate additional income for speculators.
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