Marmara University

Institute of Banking & Insurance

ALTERNATIVE PRODUCTS
of

INTERNATIONAL FX MARKETS

A master thesis
prepared by ; MHAYATI ERIS
Feb 14,1991




Marmara University

Institute of Banking & Insurance

AITERNATIVE PRODUCTS

© of

INTERNATIONAL FX MARKETS

'+ A masier thesis
prepared by . M.HAYATI ERIS

Feb 14,1991




CONTENTS

PREFACE oeovevrvvonnnnos .
CHAPTER I / INTRODUCTION TO THE FORBING EXCHANGE MAREET...... 5
CHAPTER II / THE MBCHANICY OF CURRENCY TRADING ....
CHAPTER III / SWAPS vvverrevrncens e e nee e ee. 27
UHAPTER IV / PUTURES weevuvnn..
QHAPTER v/ OPTIONS ....
CHAPTER VI / OTHER FX MARKET'S PRODUCTY e, 53
CHAPTER VII / CONCLUSION AND QUTLOOK ......
BIBLIOGRAPHY .....




H
[

The forelgn Bvchangr kFarksh

is an International money merket

where FToreilgn currency and some financial {they can be called

se tools or instruments of FX markets ) with a relatively s-

i

vord maturity is traded.

The FY market is Taken into account by dividing the market
into Spot and Forward Markets. The transactions in Spot or
Forward X markets may reguest same special technigues, we
call them as products of FX markets.

Ag we explain I'X money market products are'used to obtain
several aims, In the mid 70' s whén Bretion Woods system
of fized exchange raftes finally collapéedn There fore ex-
chenges retes heve fluctuated wildly throughant the last
20 vears and the demand from corporates for new methods
of protectiing sgarinegt FX risk grew. Hanks too looked for
new wayvs to suvplemen their treagury activites., It was this
trend primarily which fecilitated the development of many
new X market produots : Bwap, IFutures, Options, Warrants,
Virrency Dsrroving, Currency Deposits, Back-to-Back and
parallel loans, Befcre those preducts There were a few
Yechnioues, like Torward contracis-as e hedging methods.
Hedging and Invesment orofit are mainly aims of ¥FX monsy
market products,
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nCTION I

TNORODUGTION T0O THE FPOREIGN EXCHANGE MARKET

The foreign exchange market 1s the world's largest marketd,
Participants in the market include importers, wno may pay

for goods inveiced in foreign currencies; exporters, wWho

may have forelgn currency saleg; porbfolioc managers, who

may buy or sell foreign currency asgsets and receive foreign
currency dividends or interest payments; central banks, who
nay conduct exchange intervention; For01gn currency brokers,

_ who earn a p?oflt bv matchlng buy anq gell oruels' and com-
mercial ban&s, who may be borrowing in multiple ourren01es,
servicing their own or their customers! needs, and whose tra-

ders make the foreign exchange market through :continual inter-—
bank trading.

The foreign market is an over-the-counter market., That'is,
there is no one physical location where traders get togethern
to exchange currencies. Rather, traders are located in the
offices of major commercial banks around the world and com-
municate using computer terminals, televhones, telexes and
other information channels, If a foreign exchangs (FX) trader
in a bank in New York deals dollars for pounds with an FX
-tradér in London, the traders will, overthe phone, agree on

5 price. Fach trader will then enter the trade in the bank's
computer or other record system, and then get on with the
business of trading. The mechanics of actually transferring
he currencieg are not the traders' concern, 50 & trade ta-—
kes a few seconds at most. Later, however, the two banks will
send each other confirmation messages concerning the details
af the trade, and will make arrangements for setilement of
the traders' contract,




The wmost important communicaticns network for international
financial market transactions is the Societly for Worldwide
Interbank Financial Telecoﬁmunlcatlon (SWIFT) a Belgian not-

for-profit cooperative,

The X marketd is almost a tTwenty-four hour ma“ret since as one

center closes another is still trading. Business hours overlap
around the world.

Sentior traders may have Reuvters and Telerate monitors installed
2t home sc they can keep track of foreign exchange and news de—
velopments around the clock and adjust their foreign exchange
pogitions accordiﬁgly.

.ﬂA traders do create prices. lhe creatlon,oi prices is no trlvlal
feat, and before explaining how it takes place in the FX marketd
it will be helpful-to gimplify by describing the simplest case

of price creation.lt is a simple Walrasian market, (1)

There are two pricés, not one that sre announced a bid price ab
which a %rader is willing to buy, and an offer or acked price

at which a trader is willing to seli, The difference between the
two prices is referred to as the bid/asked (or bid/offer) spread.
Traders in the major money center banks around the world who deal
in two-way prices, for both buying and selling, are referred to

ag marketmakers, ‘
Marketmakers differ conceptually from brokers, who are individyals

who simply match up buy and sell oxders from twordllferanu partles;

Some countries do have a daily "fixing" for their currencies, where

a price will be fixed once a day Dby representatives of commercial
banks andothe central bank, They meet at a central location such a
stock exchange and follow a process similar to the gold-price fixing.
Day-to-day exchange rate movements hinge on the zetivity of interbank
traders,Their actions and expectatiohs are decisive. Any variable
nsed as a basie for decision-making by traders is important in the s
short run, while other variables may be irrelevant.,

(1) In Tarkey ceeh dey's PY rates decided by Central Bank and
Commercial DMHKS all together, with a negotiation include
buying sndsellin 1g. But The Commercial Banke will have "few

P

elzaticity in X trade,

-




HE MOWETARY SYSTEM

The new monetary system gradually superseded the "Latin Monetary
Union® founded in 1865 by four countries, of which Switzerland was one
on the basis of bimetallic currencies.The monetary system which

gained accepbtance about 1880 and lasted until ‘the outbreak of the
first World War, is known as the Gold Btandard. Its main feature

was a system of fixed exchange rates whose parities were set in re-

lation to gold, There were two main types of gold gtandard and the 1
goid bullio stapndard.The enormous requirements of war—-time: econo- . |
mies during the first World War could only be met by the creation |
of. money..To ‘avoid unwaqted gide—-affects in their doﬁestié:maT?éﬁ

many countriss took actlon to nullify the normal rules of -operation’

of the gold standard. After the war, attemts were made to relntro-

duce gold currency, but they failed becouse many leading world cur- |
rencies were thereby either under— or overvalued, and the balance ‘
of paymenfs situation was distdrted in congequence,

Inflation and devaluation were not however the only factors distur-

bing the international monetary system between the wars. From 1931
onwards, a nunber of countries responded to the crisis wnlch con-

vulsed the world economy in the first half of the Thirties by int-
ruducing exchange control, The primary need was to ensure that

sufficient foreing exchange reserves were always avallable to medt
current payments Tor essentiai requirement., To docthis, gouvernewents

had to eiercices control over the import and export of-foreing ex~
change, and‘the measures takenrdiSplayed the two sssentizl features

of any gysten of foreing exchange rationing; an embargo oxr limitation

on export of capital, and the cbligation %o surrender o the state

the foreing currency proceeds of exports or finanecial transactions,

Prior to the end of the second Werld War, 1t was realised that 1t
would be necessary 1to establish some new international monetary

arrangements in order toj

2)Determine the nature of the asset against which currencies could
be valued,



b)Determine how the payment of lmbalances between countries will
take places '

c)See if the"worldls monetary system can be centrally managed
rather than being the conceguence of individual national deci-
siong. '

Therefore, at Bretton Woods it was agreed that the Internaiional
Monetary Fund should be establisned and that all member count-
rieg would agree to thelr currencies being expressed either as
being worth a given amount of gold or as being worth 2 glven
number of United States dollars. In =ddititon, each member count—
ry agreed to see that these values were maintained within a given
range. 1t was further agreed that no devigtion from thess ranges
could océur-without,the-agreement_of.the.international.Monetaryg '
Pund (TMF). The IMF could not object unless the change excesded.
10 per cent,

The main objectives of the new monetary order can be stmmarized
sg follows:To egtablish én international monetary'system,wiﬁh
stable exchange rates, %o elimihate exisgting exchange controls,
and to bring about convertibility of all currencies,In this

new system the doliar occupied, from various points of view, a
key positicn. The mogt important aspect was probably its role

ag reserve currency. In 1944 the United States gave an under—
taking to the IMNF that in its dealings with other monetary autho-
rities it would buy and sell gold at a price of £ 35 per ounce.
This undertaking guaranteed the dollar's convertibility into

gold, and in consequence most countries adopted the practice,

of holding currency reserves not only in gold . but also in deollars,’

which had the asdditional advantage of earning interest. To dissua-
de countries with bzlance-of-paymerts gifficulties from over-—
~hasty exchange rate réductions or from restrictions on payments
and trade damaging to the world economy, the IMF set up a credit
fund to help them; the Ordinary Drawing Rights.Countries with
inadequate reserves coﬁld nhave recourse to Drawing Rights in

order to ease the pain ful process of domastic adjustment necessar
when their balance of payments went into deficit.
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in 1050 the Buropean Payment JﬁlOF (EPU) was founded as part of

the externsl trade policy of the Organisstion for Buropean Beo~

nomic Cooperation. [ts purpose was 4o orgenize Buropean payments

on & multilateral basis and to prepare the way for the change
oz

o f

fas

[~-

to convertibility, Convertibllity came 1n

~ce on Decembegz 1958

by the FTuropsan lonetary Agreement.

The early sevenbies saw the increasingly swift decline and final
coliapse of the Bretton Woods system of fized exchange rates.

This was broughu about chifly by a loss of gofidence in the dollar,

due to the chronic Amsrican balance-of- payments deficits. A% the

same time foreling officiel chort—-term claims on the USA grew SO

rapidly that by 1970 they were more then double the remaining

United States gold reservew In the c1rcum5uanoes the obvious gues—

tion was how much longer The dollar's convertibility .into. goid

could be malntalned August 15, l971‘ . the United. States was finelly

o

forced %o abandon dollar-geld convertibility. ig a result, most
other countries joined in letting their currencies float. This was
de facto, the end of official parities and intervention rates.

Tn mid~december 1971 The United States declared its readiness

+o devalue the dollar,provided Japan and the maior Western furc-—
pean gountries would revalue their own currencles,.

In an attempt to return to fixed parities, a meeting of the Group
of Ten Countries in december 1971 at the Swithsonian Institute

in Washington resclved to fix new parities, allow fluctuations of
2 1/4 per cent either side and rénee the official price of gold

to § 38 per ocunce. This was squivalent to a 7.9 par cent devaluatlon
_of “the US dollar. The Smithsonian Agreement suffered from an
"underiying weakness, the dollar's convertibility into gold had not
been reinstated. The realighment of exchange rates did indeed
hring a temporary respite, bt speculative_movements of capital
soon gtarted up again. , ' '

When the industrialized countries went over to floating in 1973,
it was not becouse flexible exchange rates were regarded as a

better monetary system, but simply because the system of fized
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rates had collapsed.

The conference of the interim Commitee of the IMNF in Ja-
medcz in January 1976 marked the formal completion of the
offorts to reform the international monetary system. The
results scarcely merit the name of "reform" since they are
1ittle more than a legalization of the provisional measures
imposed by circumstances - in particular the shift to flexible

exchange rates.

Special Drawing Rights: During the Sixties, the volume of
world trade expanded rapidly at a time when new production
of gold was stagnant,Because of thig, the currency resexrves
OL central banks. Could only increase if there were & corres—
pondlng United Btates balanoe ofmpayments deflult it wags
feared that if America's external transactions were in ba-
lance a danger oug international liquidity shortage would
regsult, and in 1969 therefore, after years of preparatory
work, the members of the INF decided to create Special
Drawing Rights (8DRs).In contrast to the Ordinary Drawing
Rights. SDRs are not credits, but currency reserves in addition
to existing gold and dollar reserves. SDRs are therefore an
international currency which can be used, however, only bet-
ween cenbral banks or between a central bank and the inter-
national Monetary Fund By contrast, non-banks cannot use
SDRs as a2 means of payment in external transactions; by the
game taken, they-are not traded on the foreign exchange mar-

kets nor are they used as instruments for market interventions,

The SDR gives ite bearer the possibility of purchasing foreign
exchange from the central bank or monetary authoiities of
another member country.

If a country is faced with a balance-of-payments defleit, it
can exchange its SDRs .for a currency speclfied by the IHF

without any special economic pelicy conditions attached.
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The Buropean Monetary System @ The Buropean Monetary Systenm
EME) is the successor to the Buropean currency snake. That
scheme’ for a Buropean exchange rate grouping had iteg origine
in the plans to extend the Furcpean Community (EC) into an
ceconomic and monetary union, as well as in the goal to reduce
step-oy-step the parity variations existing between individual
B0 currencies under the system of fixed exchange rates. These
efforts were particularly spurred by the fixing of the EC cur-
rencies' range of permitted fluctuation {the so-called"tun-
nel") -~ set forth in the Washingion Mcﬂetary‘ﬂgreement of
December 1971 - at + 2 1/4 %, while increasing the range
between indivudual BC currencies to T 4 1/2 % in March 1972,

the EC_Oouncil of Ministers reduced the upper and lower
"tunnel” limits for BC currenciesg to on /4 T, The'member Coun—,
tries’ central banks committed themselves to intervening to
mointain this bandspread.

Not long after the "snake" came into existence, a process of

conbraction set in due to powerful balance—of-payment Ten-—

sions among the partlclpatlng countries. Britain left the
Menake" in 1972 and Italy in 1973, France withdrew in 1974
for over a year, As a result, the Honake" did not succeed in
playing the important role originally foreseen and was sub-
sequently superseded by the Duropean Monetary System, which
took into account the experience gained with the "snake"

The Buropean currency blog (the EMS) represents an importent
. fixed rate area. The BMS currencies, while not heving fixed
'raues against the dolliar, have fixed rates among themselives,

with 2 4 2 1/4 % margin (Lira + 6 %). Although professlonal

dealing is based on dollar rates, 1t 1s important for the
cesler to wabch the BNMS cross rates, For, if we assumethat
for instance, the present rate of the dollar against the

D-Mark will not change, given the margin within which the

H-Mark can fluctuate against the Dutch guilder we can fig-

ure out to which exiremes the guilder can go against the

dollar,
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fhe surovezn Currency unit 07) plays a key role in the FHD
1

o . (
4 only as the reference for the ceniral rales and

o€ account Tor pavment and credit transactions
central hanks, 1T also serves asg the basgis for

ge cates involved.

Fprom’ the technical of view, the BCU is a currency baske?d
mzde up of the nine EC currencies, The BCU's value is made
of +the weighted total of hilateral exchange rates.

N

Arount in national currency in the
definition of the ECU basket - {2)

D 0.828
FTR 1,15
STG 0.0835
it 109.0
~DFTL _ L 0.286
BFR. COMM. ' 3,66
LFR 0.14
DKR 0,217
arG BEIRE 0.00759

(2) - Aoreing Exchansge And Monev Merket Operations

Puilished by Swiss Bani Corporations
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THE wRCHEANICE OF CURRENCY TEADING

411 claims to forelgn currency payable abroad, whether con-
sisting of funds held (in foreign currency) with banks abroad,
o bllls or chegues, again in foreign currency and payable

abfoad, are termed foreign exchange.

A& currency, whether in foreign exchange or bank notes, 18
noually called convertible if the person change 1it, freely
into any other currency. The Swiss franc, for example, 1s
#ally convertible whether the holder ig resident in Switzer-—
land or abroad and regadless whether it is a2 matter of current

- payments or financial transactions.
REGULATIONS

Bxchange regulatidns may alsc draw a distinction, as far as
convertibility is concerned, between funds arising from cur-—
cept transactions (goods and services) and those coming from
purely financial operations. only the latter in general belng

subject in some degree To a restriction on convertibility.

REAMTLATTONS LW TURE

Tn Turkey operations relating to the Toreing Bxchange trade To
be made with in the framework of The Legislations Joncerning
Protection of The Value of The Turkisch Currency (Wo: 1567) and
The Degree of The Council of Ministers {Ho: 32 dated 11.8.1989);

‘Declarations of Primeministers HDIM (No: 32-A dated 1%.8.1989);

The Central Bank (Bo:l-i dated 15,8,158¢ and fallow

The Banks ave ohliged to comply with the instructions issued if
necessary by the Central Bank an the transactions 1o be conclu-

)

ded within the framework of the provisions of these regulations.
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The main task of & bank's foreign exchange department is to
enable 1ts coamercial or Tinancial customers to convert
sosets held in one currency into funds of another currency.
This conversion can take the form of a "apot! transaction or a
Yforward" operation.Banking activities in the foreign exchange
Field tend inevitably to establish a uniform price for a narti-
cular currency throughout the financial centres of the world.
I at o given moment the market rate in one centre deviatzsg
oo far from the average, a balance will soon be restored by
arbitrage, which is the process of taking advantage of price
differences in different places. It can be seen that foreign
exchange business acls as a very imporfant regulator in 2
free monetary. syshtem. ' '

Professional foreign exchange dzaling reguires advanced tec—
nical equipment.

Tn line with the growth of internstional trade and the likerali-
zation of capital movements, the volume of foreign exchange busi-

ness grew tremendously in the course of the Sixties and the eaxrly
Seventies.

Almost all trading of convertible currencies takes place with
respect to the U.3, dollax. For example, both the STG and the
DEM will be traded with prices quotedvis-a-vis the U.3.dcllar.
Tf @ commercial customer asked for a DEM price in terms of the
9TG, this cross rate will be determined from the two dollar ra-
tes {(see the exampls below). There are two major rezsons’ for

gquoting all exchange rates againsi a COMRMen CUrrency ’

1~ The first has to do with information complexity. If each
currency, it would in volve an enormous number of dealing mar-

kets. For ten currencies there would be forty-five exchange
rates.

The Tirst currency would have an exchange rate against the other
nine currencies,
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The second currency would have gight additional exchange
rates (since the exchange rate against the first currency
has already been counted). 4nd so on, giving a total of
GrBpT+64+54+4+342+1 = 45 exchange rates, forsing currencies
there would similarly bean(n-1)/2 bilateral exchange rates.

- To avoid the possibility of triangular arbitrage. If all
currencies were traded against each other directly, the
exzchange rate of the dollar against the pound compared with
the exchange rate of the pound sgainst the DEM would imply
an exchange rate of the dollar against the DBEM. If this
implied exchange rate differed from the direct dollar/DEM

xchange rate by an amount gufficient to cover the costs of
the transactions, there would be 2 profit avallable by buying
at one. of the dollar/DEM,eKchange rates and selllng at the
other, By contrast, when all cross rates are derived from.
the rate of the two currencies with rerect to +the dollar,
there is only one available cross rate and no possikility .
of arblirage. '

I£ the guoted price is the dollar price of a unit of foreign
exchange {or, restated, the nunber of dollars per unit of
foreign exchange) then the guotation is s2id to be in Ameri-

can (or direct) terms,.Examples of guotations in American terms
includes:

$1.55 = SRG 1 $40=DEM1 P 50=23F1 #0044 =¥ 1 (%)

If the guoted price 1s the foreign currency price of a dolliax

(or, restated, the number of unite of foreign currency per

one U.S. dollar), then the guotation is gzid to be in ¥uropean

(or indirect or reciprocal) terms. Bxamples ofguotationsg in
LLronean terms include:

CRG 645 = § 1 DEM 2,5 =#$1 SF2.00=41 Eo2i=3%1 (4)

Tn the interbank market, Buropean terms arve used for all
currency quotations except for the SRG and the Irish pound

hmerican terms being used for the latter currencies,.
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(Thue, one would guote DEM 2.5 = 4 1, but § 1.55 = SR& 1)Currency
guotations aike generally in American terms, however, in the mar- '
kets for FX fubtures and options.

Three generval types of transactions take place in the FX market
spot, forward and swap.

Spot transactions invelve an agreement on price today, wita gettle-
wment day (actual delivery of currency for currency) usuzlly two
buginess days later, when, however, currencies wheose home count=
ries are in the same time zone are fraded, such as the T.5, dollar
forthe Canadian dollar, or the U.5. dollar for the lexican peso,

settlement is typically one business day later.

Forward transactions involve an agreement on price today for sett-

" lement at some date in the fubure (beyond the normal time lag for
spot settlement)

Sometimes a forward transacilon is‘calWed an outright forward to
emphagizethat no spot transaction is in volved. Outright forward
transactions usvally take place between a bank and & commerolal
customer. For example, Exxon may have a scheduled payment of Y
STG 25,000,000 in elght months and may buy that amount of British
pounds forward today.No money will change hands now. The forward |
contract will simply lock in the price at‘wich the transaction
will take place between Exxon and Exxon's bank eight months

from now. By contrast, transacticns involving forward exchange

in the interbank market usually take the form of swap transace—
tions. '

A swap is the szle of a foreign currency with a gimultansous agw.'
reement to repurchase it at some date in the future, or the purc—
hage of a foreigﬁ'ourrency with an agreement to resgell it at

some date in the future. For example, Citibank mighf buy DEM.
2,500,000 from Deutsche Bank for § 1.000,000, with a simultane-
ous agreement to sell the DEM back in six months for $ 1.050.000
In a swap transaction, it ig the difference between the sale

price and the repurchace price (and not their absolute magnitudes)
that is important. This difference 1s called the swap rate, Lt was
egtimated in 1987 that 65 percent of trading by New York banks

was in the spot market, 33 percent in the swap market, and 2

percent in the market for outright forwards.
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A SPOT TRANSACTIONS:
A1l foreign exchange trading involves two prices, a bid or buying
price znd an asked (offered) or selling price. However, 21l tran-
cactiong also involve two currencics.Sc it is essential to keep
straight which currency you have in mind, If you bid for DEHM

ith ig the same as offering ipllars for DEM. Thus, whether an

exchange wate represents a *pid" price or an "offered"price
depends on which currency you uee Tor reference. The following
example explores this in detail and establigher the convention

for guoting exchangs rates in this- book.

A trader guotes the DENM against the dollar ot = bid/offer price of
DEW 2,3597/2.3725 per B 1 '
Tt is natural to think of the small number, DEM 2,3%697, as the
ofFeT prices and the large number, DEM 2.3725, a8 the offer
orice.ior the U.B. dollar, while nEM 2.%725 is the offer (or
asked) orice for the U.S. dollar.in order to keep this straight,
teep in mind the trader's objektive: to make money. The ftradex

. will weke money by giving away as few DEM as possible when he
purchases dollars (hence his bid for the dollar is DEM 2.3697),
while scguiring as many DEM as possible when he sells dollars

-

i
(hence he offers to sell ¢ 1 for DEM 2.3725).

The calculatian of cross rabes is shown in the following gxample:
A bank is currently guoting the following two exchange rates with
regpect to the dollax: ' o

DEM 2.3697 / 2.%725 per $ 1 ©# 1.5525 / 1.5535 per BTG 1

What DBEM ver STG cross rate would the bank guote? The way to

answer this guestion 1is conceptually to engage in two transac-
t4ons with respect to the U.S, dollar. .

The +trader will get the most dollars for DEM by dealing at the
DEM 2.5697/% price and will get the most BTG for dollars by
dealing =% the $£1.5525/81G price. Hence, the bid price for
ST would be: '

(DEM 2.35697/8) (# 1.5525/81G) = DEM 3.6789/81¢

Because the trader's purchases and sales of a foreign currency are not
equalized, the trader begins %o build up 2 net short or long position.
(A ghort position is involved 1if ihe amount sold is greater than the
amount purchased, while a long position is involved if the amount
.purchased ig greater,)
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Having 2 net long or shoxrt positvion can be wery risky.

POR DXAMPLE

A trader in & bank thet is concerned with dollar profits is
short DEM 15,000,000, The current exchange rate is DEM 2,500 =
£ 1, =0 that the benk's liability is £ 6.000,000. If the
exchange rate were suddenly to jump to DEHM 2,600 = § 1., The’
pank!s liability would increazse to § 6.250,000. Because of
exchange rate risk, most banks set position limits which are

the mawimmm net FY exposure traders can have at any one ‘time,

A spot settlement date is usually two business days afier

the treading date for either the Burcpean currencies or the

yen traded. against the U.S, dollar,Thus if a London bank sells

DEM +to = flew York bank for dollars, then two business days later

the London bank will turn over a DEM deposit in Germany to the
Wew York bank, while the New York bank will fturn over a doilar
deposit in the United States to the London bank, The “compen-

sated value" principle says that settlement of hoth sides of a
FX contrect will take place on the same working day.

A market-maker in foreign exchange normally bases the opening

or beginning rates each day on the clesing rates in the prece-
ding time-zone. These rates may then be adjusted if conditions
have changed which necessitate price alteration because of sone

new or anticipated item of economic or other news.

Markets are not free to move completely as they wish because
central banks need to stebilise and -at times influence the
exchange rates. '

Profits can azlso be made in spot dealing by the simultaneous
buying and selling between different counterparties'in the
same or different centres to take advantage of price differen-
ces, This is called "arbitraging" or "jobbing". Tt is probably
one of the most usual ways of making a profit, Sometimes it is

possible because of different market practices. For example:
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Iy Frapicfort : § / DEM = 2.1008 - 16

ip Hew York : DEM / g = .4750 - 4760

ile. $1 = DEM 2.1008 or $1 = DEM 2.1016 in Frankfurt
DEML = % 4760 or DEML = 4750 in New York

Prapkfurt is guoting the direct way and Hew York the indirsct
way. To calculate the Yew York rate is, or should be, the recip-

rocal of the Huropean ‘quote. Therefore, using the above:

.f’ l

(a) —mmmme— = JAT60 = rate for buying dollars and selling
2,1008 Dentscmarks.

(1) S = ,47%8 = rate for selling dollars and buying
2,1016 . Deutschmarks.

In this.case, rate (a) ig identical In both the markefs but
rate (b) ig different.

S0, in Frankfurt the bank buys # 2,000,000 at 2,1016 and sells
DEM 4,203,200, In Hew York the bank sells g 2.000.000 at 4750
and buys DEM 4.210.526,30. Therefore, a profit has been made of
DEM 7326.70 because the rates had moved out of line with each
obther by 0008, This is called an eight-point difference. The

- fourth place after the decimal is called a point and the fifth,

a plp.

" In a very active and volatile market with prices centinually

changing, the market rate of exchange can move suddenly and
what seered to be a certain profit can beccme a certain losgs,
"o obviate this vproblem a dealing will often widen the spread
of the guetation, gither to avoid dealing or in the event that
a deal is done, to ensure that a reasonable chance of obtaining
a profit exists, For example: ‘

Market: $/DEM 2.1010 - 15 (narrow spread)
¢/DEM 2,1000 ~ 30 (wide spread )
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I+ the trader deals, a profit should result because the margin

o
o¥]
pus
t
=,
Q
M
]
o

bid and offer has besn increassd.

If a trader does not know the way of the market or cannoet anti-
cipate the trend, it is unlikely that any businness will result
as the compefition will always have a better price for the cus-
tomer, Spot dealing is not without 1ts risks,

U TRAWSACTIONS:
Forward exchange ig traded in the interbank market in connection

with spot exchange,.

If the value of a foreign currency is greater forward than it.is
spot, the foreign currency is said te be at a premium., II thé

;fqrward;value‘ofha foreign. currency 1s legs than is the spol:

~evalue,. then the foreign currency is at a . discounte™ =

Becaugs forward exchange is traded =2t a premium or discount to spot

exchange in the interbank market, forward rates are quoted in terms

of the premium or digcount that is to be added to the spot rate.

Forward or fultures dealing in forelgn exchange is a foreign exchange

deal for any date beyond the spot date. As mentioned, the foreign

exchange can be bought or gold on an ocutright basis for a particu-

lar date at a particular rate, or it can be on a swap basis, which

ig when ome currency is bought against another for cmne value date,
either spot or fbrward, and then simultaneously sold against the
same currency for another forward date.

Forward transgactions are used by im?orters and’ exporters to pro-
tect thenmselves against a movement in the exchaﬂge markets and
thereby in effect take out an insurance policy&)alse, the Fforward
markets can be used to protect a non-trade related exposure: for
example, deals of a financial nature such as the protection of
foreign currency capital if borrowed in one currency and used in
another, or the placement of a loan or deposit in one currency

which is different from the currency originally borrowed.

(5) r
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Phe following formula can he used to decide forward rate or

swap aifferential:

Forward
T Spot
Bzte or . . - y
— Rate of Xwﬂ9£ﬂ9£_9§d§,__rx %o Paod
SeD 260 Difference
pifferential - oneREe '
Loliil © -

It is possible, using the above formuls, to calculate the cost

of the hedge as follows:

% p.a. Cost / Profit

Swap Differential x 260

——.—.._..u«-...“....__.---.-.._-._m._._—_._u_,.._.—_.-.....-—..-.._.—-.....__....-.._...”—-_-.-.._.-.,-_..-_.-

Wumber cof Days x Spot Rate of Exchange x 100

This is the basic intersst arbitrage formula but 1t ignores
the offect of the interest which would have Ho be paid or
received if a borrowing and lending were to take place.

Phis can then be likened to the inguranece premium,

It should also be realised That This percentage per annum

might represent an extra profit to the exporter and not a
cost. For example:

A UK exporter sells goods worih ¢ 1.000,000 in the USA, Terms
of trade: getblement in 180 days.

Spot rate of exchange : ¢/8TG 1.9000-05

6 months' forward swap differential : 250 - 240 (a premium -

@0 more expensive)

Qhénges of Ouﬁrigh retes of ezchange for 6 months = 1.8750-1.8765
The chenges 1f the exporter today executes a forward contract with
the bank whereby the $ 1.000.000 .1is s0ld Lo the bank for delivery
in 6 months! time, the deal will be gt the bank‘s buying rate of
L8765, This will produce stemllng to the ex norter of BTG532.807.
If a spot deal is done in & months time, the rate could be higher,
lowsr, or the saze as today atb 1.9005, If the same, then %1.,000.000
would produce STG 526,177 at 1.9005.

-




Therefore, whe cporter realises an sdditional profilt of BT
: e

in some. casss, dealing in the forward market and creating such a

hen used by the sxporter to reduce the price of the

raduct in order to enzble the exporter to be more competitive
and thus ensurs that the coantract is won.

What determines whether a foreign currency will be gquoted a2t a

scount with respect to the domestic currency ¥

The gnswer lies in interest rates, and the relationsghip between
srd exchange can be summarized in the form of an

arbitragze condition called interest parity.lf interest rates

are higher in the domestic couniry than in the foreign country,

then the foreizn country's currency will be gelling at. a pre-

mium in the forward market, while if interest rates are lower in

the domestic country, then the foreign currency will be selling
2t a discount in the Lorward mawket

Before z& tting To the arbitrage strategy that brings sboub.in-
terest par 'ty

Q shouldbexplorewa few marketb, conventions about

how 1qt‘ rest ratss, are guoted., In parﬁicu}a:,ﬁfq:_;easopg mentioned
later, ws Wlll be egpecially concgpnea”ﬁith_interest ré%éSrDﬁMJWﬁ
eurocurrency deposits. Egﬁocurrency interest rates, like all
interegt rates, are always quoted at a yearly rate. Thus if a,
30~day rate of “8 percent" is quoted, that. does not literally &
mean & psrceant over the 30-day period but is an artificial :
construction., It is a "yearly" rate with the year in guestion

%60-day year. A 30-day rate of "8 percent" means that, for
a $1 ceposit, at the and of 30 days cne will receive § (1+
OQ(JO/jOO)) $.006667 back. That is, one adjuste the "yearly”
interest rate bJ changing it to a decimal and then multiplyiﬁgj
by the fraction of a 300-day year involved in the time period
of the deposit.
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The 3%60-day year appiies t2 most eurocurrencies. Notable ex—
ceptiong, however, are the British pound and the Belgian Franc
which use 365-day years, Thervefore "8percent" paid on =2
eurosterling deposit for 20 days would, for an initial deposit
of BTGEL, yield.

STG(1+.08(30/365) ) = STEL .006575 at maturity.

Tet S(t) be the domestic currency price of spot foreign
exchange at time t.Let F(4,T) be the domestic currency price
of forward exchange at time t, for a contract that matures

at time t4+T.0Let 1 and i'be the yearly rates of interest paid
on eurocurrency deposits denominated in the domestic (i) ox |
foreign (i®) currency. The mzturity of the deposits is chosen
%0 coincide with the maturity of the forward contract.

Jonsider . a. Trader.with access to the interbank market in .-
foreign exchange and eurocurrency deposits. At time t, This
trader can horrow one unit of the domestic currency at an
interest rate i, for which he will heve to repay 1+i{T/360)
gt btime 4T

With one unit of domestic curreﬁcy in hand at time £, the
trader can buy 1/8(%) units of foreign currency. If this
amount is places on deposit, he will receive (1/8(%)) (1xi®
(1/360)) back at time t+7, This amount of foreign currency
will, however, have an uncertain value in domestic currency
terms, 8o to lock in a domestic currency value no¥W he can
gell this amount forward at the forward rate F(t,T). The
domestic cuwrency value of the amount sold forward is there-
fore (1/8(%)) (1437(1/360)) ¥(4,7). To summarize:

BYAMPLE | - o

Let the stop rate 8(t) = $.40000/DEM and the l-year forward
rate F(%,T) = $.42026/DEM, Assume that the forward contract
will mature in T= 365 days frem the spot value date, Let
the rates on eurodollar deposits and euro-DEM deposits be,
respectively, i=11,% % and i% = 6.0 %. Then comparing the
return cn demostic berrowing with the return on covered
foreign lending.
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14+ {T/360)=1+.113(365/360)=%1. 114569
(1/8(%) )(1+ié(i‘/36o) V5, Tr=(1/.40)(1+.06(365/360) ){ ,42026 )=F1L . 114565

For each dollar borrowed domestically, a trader would have To

repay $1.114569, The return from using the # 1 to buy spot foreign
exchange, vlacing the deposit at the foreign rate of interest, and
-2lling the votal refurn forward would be #1,114565, These two
smounts are so close that it would in all probability not be
worth anyone's time trylng to exploit the difference, So in this
case, interest parity can be said to hold. In fact, as we will
gee when we look at The realistic case involving both bid and
ask prices, the two sides of the itransaction can differ by a
good bit more than they do here, and still there may be no

profit opportunity.

~ FORVARD RATE AGRERIENT (FRA)

A Torward (future) rate agreement is similar to an interest rate
future in that it is & contract in which two parties agree the
interest rate to be paid on a notional deposit od gpecilied

maturaty on a specific future date, The contract enables. the
purchaser %o fix interest costs for a specife (usually short)
‘future period, AT maturisy the sellerx

pays the purchaser Ifor

any increase in rates over the agreed rate and if rates have

Tallen the purchaser pays the seller. The amount of this
settlement is discounied to retlect that payment at the be-
gining of the deposit perilod (of the national deposidt) and
not mabturity., The princinal amounts subject to the agretment

ara not exchanged, ‘ '

Benefits of FREA 4

Simple and flexible way of fixing future interest rates,

Tnlike financial fubures there are no margin calls to be

made,

Tnstroment can be tailerod to precise reguirements
Féﬂs_are.available in‘curréncies in which there are no financial

Tutures.

Hisks and disadvantages of FRA ;
o central market place so liguidation is possible only by

sgreement to cancel or by a reverse transaction.



mencial fubures the spread In Lid and ofterxr

wohange contract that specifies

ates within which +he currencies will be

exchanged at maturity. The us

e

L

sar can take advantage of favou-
+the upper end of the range, and

rable currency movemenbts 1o
the yigk is limited to the lower end of the range 1T the
movement in exchenge rates 1s wnfavourable, If at mabturity
the exchange rate 1is inmide the range, the contract will

be settled at the spot exchange rate ruling at maturity.
nden_eXECHting-a‘Eange.Forward,contract5 the buyer  chooses
one of the twe ands of the renge specitication and the final
expiration date of the contract. The dealer offering the
contract chooges the other end of the range by reference

to marlket conditions such as the interest rate differentials
and bid-offerspreads. , '

The dealer who offers the contract to the customer hedges his
pogsition ﬁsingaczero cogt opbion strategy {(explein in the
owtions overview). The dealer is therefore able to offer

+the customer a play on exchange roates without charging a

Dremiui.

_ pEEAK TORWARD CONTRACT

‘

Thig ingtroment is a conventbional forward forelgn exchange
contract which allows the hank's customer to break the
contract et a specified rate ('the break rate'!) if the
spot rate atb matuiity ig more favourable than the forvard.
rate which had been specified in the contract.

The cost to The customér of having the choice of breaking
the contract is reflected In paying a forward rate above

the market orice.




Cthan if the customer had entered in
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I¥ z customer buys US$ forward using a Break rorward contract
ard in the intervening period prior to maturity the £ weakens
relstive to the agreed forward rate, the ¢ can be bought at

thet rate and sold to the bant

1

=% the break rete, The £ are
then repurchased at the spot rate. Thisthe # will be cheaper

to a conventional forward
contract. '

&g with HGanze rorwards, the desler is able to offer this
contract to nis customer by meking use of a zero cost

currency ontion strategy.

TOTPATING FORWARD COUTRACT

The participating forward contract is a contract tc buy or

aell foreism currency, aft a fixed Tuture date, with & prede-

termined minimum or flcor  exchange rate and unliimited pro=. -

£it porential if exchange rates move favourably. If the &urrency

ved i the buver's favour, the benefil esquats a rercengate
of the total currency move which is specilied in advance. This
vercengate is called the participation rate.
The buyer of the Participating forward contract pays for the
downgide protection and has unlimited upside potential bub
Gith less thzn 100% participation in favourable movements

in exchange rates,

hg =

'\l

ith forward contracts ihe Participating Forward is =
binding contract and can there ore create an exposure

(the floor exchange rate) if inténded to hedge a future

commitment which does not materlallse. (6}

forwards were designed by some differsnk

corperations, For sxample

Sglomon Brothers

1 . H

L BRG " oidlend Bank

ENBTRUMBNTS



the amcst ravidly growing and innova ative areas in the inter-—
nal capital market hes been the Swap mariket, The exponentisl
1y dus to their flexibility. Swaps have

g
regponsive wehicles Tor corporate treasurers, allowing al-

atentaneous reactions to changing financial conditions. One
of their mast appealing features is thet they can be "fine-tuned”
lmost any situation. Ferhaps the ultim=te

a
thet they improve prol Fitability by facili-

_  the cobtaining of fixed rate iinancing at rates helow those ava-
le by dizect access to the public debt or private placement

egeing of fixed rate Iundinsg without tapping traditional

C
sources of capital and thereby saving those gcurces Tor future

—  the arrangenent of long term Floating rate debt at below marke’

s through selective use of an issue r'e fixed rate capital

meriet potential

~  the provigion of alternative sources for floating rate funds
when considering all possibilities 1In debt management ;

- =llowing the restructuring of the dsbt portfolio without x

m
K
o

new unnecessary finance ;
- changing the composition of types of investzent agsets in line
with portfolic management or 1nte£e rate views without invol-

ving saleg or purchases.

2 lly novi gwap bransacltions were matched deals in which an
intermediary bank brought together twe counterparties, or end-users
with matching reguirements. The intermediary bank would typlcally

write separate contracts with the end—users, act as principal in

both swep contracts, and chearge an intermediation margin and PoOs-

sihly zn erpangement free.

L guen is en agreemnent hetween two parties to exchange the servi-
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tments. Swaps can be ssltab-
eg, currencies, basis rates ox

of currvency swapsg the prin-

Mhere aroe Tour basic structures, as foliow, which encompass a de~

‘hition of the most common tyne of swavs

-

TigedsTixed currency Swans.
mhere sre also some another special Type of swaps : (7))
e} currency COLPOn SWaDS

f) asget swans,

2) TIntersst Rate Swaps :

In terms of transaction volvnw the interest rate swaps is by far
fthe most common. Essentiszlly 1t is 2 contract hetween two counter—

o exchange fixed interest rete paymerts (not principal).
1

)
el
l_l.

nvolves two unrelated borrowers who have borrowad 1-
ntical vrincipal amcunts for similar perlods from different len-
ders, with one borrowsr paying a fixed rate and the other a floa-

f interest, The payment will be in the same currency on

It allows a company or banlk to conweLt existing assets or liabili-
ties to znother interest rate basis which reflects their currTent
policy cf financlal management, Cost savings can arige from the
pricing distinctions available to each party.Interest rate swaps
can be utilised to convert iloating rate debt into Tixed rate debt
or vice versa., In addition, interest rate swans can be executed on
gifferent floating rate measures if a2 market has enough fleoating
vote alternatives, Zenerally, interest rate swaps are guoted as a
fixed Tote eszzingt a floating rate index in the particular cur-

rency being used. Through exchange of each party’s comparative et~

(7} Thsre zls0 can be znother vinds of swaps. like; Fiwed to floa-

“loating To ¥leating Swaps. Dut they are not widel¥

V}..no ]‘Vl L) . Wﬁ
Begource! Toc.Dr.Ihsan = SRBAHN

- Pankzlarda Doviz Tonetiml
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Tized rate debt : £loating

rate debt

Borrower A, & highly rated corporate name, has an excess of Tinely

=24 Tiwed rate debu. Tt would like to utilise this advantage

3
=
[
9]

%o

Q
o
[an

zin lower cost floating rate interest on § 20,000,000 of its
sebt. Dorrower B has a lover credit rating than A in the long~verm

fo
deht markets, but has good access To short—-term debt.

An intermediary arrange for Borrowers A and B to exchange their
intersst rate obligations at levels that produce at rate improve-
ent T

m for poth of them. Every six months the following interest ra-
te flowg will occur.

There is no need to exchange principal amount at either inception

ormeiurity. As both flows are baged on the same notional principal
smount, the interest payments continue to be exchanged over the
1iFe of the agreement until final matnrity. The risk being assumed
py the intermediary is contingent. 1f either party fails to make a
swap.p vrment to the intermediary, then the intermediary will nog

e obliiged to make a payment %o that oarty. Congeguently, the risk
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seing carried by the intermediery in the event of default by one

perty is limited to -the excess, if any, of interest payzble to
the other perty over the interest Lo be received from that party.

Zzsic logic of interest rate swaps i

Fureoloan marked

fixed rate swap payment

’ -0t ey e
floating rate swap payments vorporate
] - “ ~ borrower
rd

Floating rote intersst payments
Tived rate interest vayments

Bond ho ders Bank lenders

8y wiilising each other's relative strengths in different markets
the swaD counterparties can gain access to those markets a2t lower

horrowing costs than could be otherwise achieved. ior instance, 2

pond issuer can convert its fived rate 1liability to floating ra-
te while allowing a corporate borrower to convert the floating ra-

te on its Hurclosn to a fixed rate. Underlying this basgsic logic’ of

ipterest rate swaps are the large interest rate differentials which

exist between the leed and iloatwnﬂ rate markets. Sirong credits

can raise fTizxed rate funds in the ‘capitgl markets at up vo 3 % per

annum cheaper than the weaker credits, weaker credits usually have

to pay no more than about H%— % per anpum above that which strong

cradite pay in the Buroloan market for floating rate funds. Such

interest rate gifferentials can be used to provide both parties

7ith sccess bo cheaper funds, where the in grealt ra

te swap shows
now the strong credit hes convertsd its medium-lonz-term costs of

borrowing from 11 9 % per annum to the short-term interbank rate.

Gonversely, the weaker credit has been able to utulise an interest



rate of 11 é % per annum for term Iunds, & rate of interest far

cheaper Than 1f 1% wad issued bonds in 1ts cwn nane,

r Corporate
11 % pa borrower
LIROR (wesker credit)

=
7

11 % p.z. LIBOR + % % p.a.
o T g PP
w
Bond holders e e 0 b Bank lenders

The hond igsuer has not paid the corporate horrowers % % per an-—
num margin over LIBOR. [t has, thereiore, assumed only part of
the corporate's 1lozting rate interest liability. The "partial

to balance the advantage for sach connter—
o _

Lo
o
H

3
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otishle in arradging an lﬂterest vate

Sample borrowing rates for seven years funds :

(apital markeis Huyroloan market

(fixed rates) (floating rates)

trong credibts Lowest rates LIZ0R + § % P.a.

Weaker credits - Up to 3 % p.a. higher 1iboxr + .1 % p.a.
Differential z 9 g %

- . : 1
T the Tixed rate swap payment has been 11 7 % per annum the bond

jesuer wonld have raztained % % from the fixed payment flows and’
_1:. o
4

effectively obtained funds at TIZ0R minus 5 per anpum, while the




corperste DONTOWEDL sould have converted 1Ts borrowing oS8T T

12 % % per annum. Tixed (11 % % + % % ). In sddition to locking
into a Jixed intere t rate, 14 is uswsl for the Tixed rate payer
to ioguer with the issue coast, This is becav-
se T £ is indirectly gaining access 1O the Tixed
rate carital markels through the swap srrangemeni.

re of the hasis rate swap is the szme a8 the straight
eroat rate swap, with the exception thdt flozting int
colenlated on one basis is exchanzed Tor floating inters
cnleted on a different basis. The foreruﬁner of this type ofl swap
< dollar prime rate for LIBOH swap. Subsequently larg zer
aev 1omed for the ex cnanﬁe of cne month US dollar TIBOR
for six month U5 doilar LIBOR and more recently JS dollar LIBOR

for US dollar commercial paper. The availability of the basis ra-
te gwap mariel pfovides'an excellent facility o arbitrage spre-
ads hetween different floating rate funding SOUrCES. More impor-
ntly, 1t provides o discrete and most- efficient method Tor Bu-
ropeans, 1n parbicular 1o aimmlate the US commerclal paper fun-—
ding ZMETKET withouts the necessity of neeting the stringent U3 re-

guirements Yor 2 commercial papen programme,
¢) Currency Swaps :

A currency swap 1s a legal arrangement to exchange payments de-
nominated in one currency sor those: denominated in ancther, Ty-
pically Zor a period of bebween two and ten years. The markeb
generally operates on the etandard of the Tixed rate of the fo-
urrency against siX months US LIBOR, although it 1s posS-
re cUYrTYency Swaps structured gifferently.. The exchan-
= iz seb at the beginning of the trsnsaction and 18 fized
or the entire life., There mast be an exchange oF the principal

ire
smounts 2% the final maturity.

The Tern "cuirency gwap" sometimes gives rige fo confusion &s 1%

voa fwo meaninis. In the Toreign exchanze paricets, the term Nawon!

WioL L

C
ig ngsd to denote a spot sale ané foryard purchese of a Ccurrency.




il

e

I the capital mark ets a swap usually involves an exchange 0% In-

- . .

terest payaents and princival denominated in one

currency Tor

currency swan’ fixed,/fixed ourrency
ncy swWzps. The iatter are wusually

teregt rate SWaDRS,

.
»

currency are exchangﬂd for fized
fhe Tollowing three basil 8

.
o
Jg
@O

Stege one in & CuUrrency awaps ¢ {borrower A then has access 1O

# US and borrmowel ‘B access o Syiss francs)

Intermadiacy

orrover A banlk

Staze Une

Initial exchange oF principal: at the commencement of the swap,

the countervarties exchange the principal amounts of the swap at
an 2 -reed rate of exchange. Although this rate is usually based

on the 8poT exchange rate, weing ihe mid-rate, a forward rate set
in advence of the swap commencemen® date can also be veed. The i-
nitizl sxchanse may cither be on a hnetional" basis (1.e. no phy-
iczl exchznoe of wrino ipal amounts) oY & ”Uhvsical” gxchange ha-

ic
sig. The stendard transactilon size 1s nweually $US 5,000, 000.

tage two in a ourrency swap i (at esch interest payment dat89
o s will pay to the intermediary, an amount oFf currency
haesd on the =greed interest rate)

Tntermedinry FUS inbterest,
henk Sorrower B

! <EF interest
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principal amounts are e

-

payments based on

regpective fixzxed inte-

-~mvw~~—mw ¢us nrA531Dal lSUS principa

1
and intorest and interest
7 7

Intermediary Zoxrower
= s Bank = o
“5F principal * . | TBF principal )
and interest - : and interest Loy
SF principal end interest 4US principsl, and interesi

Stage Three ¢

Re—exchanze of principal amounts: on the meturity date, the coun—
terpariies Ire-exchenge the principal amounts established a2t the
steet. IT

s

0 ig important to note that this re—-exchange on maturity
i conducted for tne same amonnt and, therefore, at the same exc-
hense rate a8 the initial exchange, irrespective of whether such
initizl exchange is 2 physical exchange or not., This three stage
process 1

in

standard vractice dn the swap market and results In
debt raized in one currency belng transferred -into a fully hedged

fized rste liability in another.

For example, suppose borrower A prefers his or her obligationsg 1o
be in ‘loating rate FUS but can obtain prefential rates relative
to borrower B by tapoing the Swiss franc merket., Borrower B, on

the other hand, pre’ers obligations To be in fixed rate SFsg, but

cen obtzin preferential terms relative To Borrower A by borrowing




Sorrower A will, theretore, horrow in the fizxed rate Bwiss

and borrower B will horrow in the Flecating rate #US
will then pav the proceeds of his OX her 9i¢ loan, via an inter-—

vice-ve

, B will pay the proceeds of

= TSa
the intermediary, tTo DOrTrower A

One of the mCST important features of the swap market is that swapse

enable & horrower GO rgise funds in the market to which it has best
access but to make interest and princivpal payments in 1ts prefer-
red form of currency. This separation of the runding decision and
+the choilce of sexvicing debt enazbles borrowers to exploit their

comparative advantages.

‘Gurreﬁﬁy~coupon'swap8'are-essentially sombinations.of fixed wate ...

CUTrTEncy Swaps =nd interest rate awavs, The structure ¢t the tran-

gaction is identical to that of a fixed/fixed currency Swap except

ate intersst in one currency 1is exchanged for floating
pate interest in another CUrrency.

[w]

that fixe

1t

)  Agget Swaps :

Traditionally swaps were used to transform the currency COr interest

pase of liabilities. The same technigues have inereasingly been u-

sed to transiorm assets, Asset swaps {or synthetic gecurities as
they are also known) simply combine an agset and a swap. &

pa

roie aszet can, therefore,

fixed
be transferred into a floating rate as-

set either in the game O & different currency. The market works

by taking sdvantage of price imperfections in the bond and swap
mariet, The btechnigue 1is to buy bonds relatively inexpensively in

relationsghip to credit rating, by trading in the secondax marxed
i > 2 d L] y

and to combine them with an interest rate swap.

The bulk of the market has involved the creation of synthetic floa-

ting rate notes (PRNe). The buyers of synbthetic assets include com-

mercizl banks seeking nigh yielding assets, FER portfolio managers

and corporate and institutional fund managzers. Buyers may either

purchzse bonds and arrange separate swaps themsaelves, or buy a pac-—
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kage of bonds and a swap from an intermedia Y. Intermediaries tend
to bz major investment bvanks, merchant banks or conmercial banks
I

ip the secondary hond marked, with proven%swap and

canabilities.

-

4 with gwaxt activities largely relate to
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rties in the swan.

a) Credit Aisk

o
®
L]

ps are net inst an interest rate play: they arve a bet on the
ned creditworthiness of the countervarty, i.e. the risk that
the counterpsrty may default. Bven then, it is not the principval
or nobtional amount that is at risk but. the replacement cost of a.

migging interest.

The znoun oredit risk cen be particularly

ke @ typical swap: a p 100,000,000 seven ye-
ar trensactlon with Iive anéwa—hal? years to maturity. Suppose the

o
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henk commenced its floating Daymenbs at 11 % but then interest ra-
tes subssguently reduced by %00 bagils points. The worrower conti-
nues to pay fized rates at 1l % %, Marking the swap tc marked, the
bank calculztes its exposure as 17, 8 % or ¢ 17,800,000. That is

how much it would cost To replace the original stream of payments.

B

The problem, of courss, 18 that nobody is going to come up with

1 . .y ‘ .
11 = %, i.e., The original fixed-rate navment, in the lower—-rase
2 ¥ ¥ ) Rideadt; s

environment.
Iy DOSL ;ion Risk

Position risk is the risk tnat intersst rates and evohapges rates
will move adverssly, after the deal is struck. Losses can arise

aither if interest rates and exchange rates move zdversely resul-
ting in a position loss, OT if interest rates move favourably, re-

sulting in a position gain ut with the counterparty defaulting.

There are three main features of position risk, as follows

1. Position risk varies over the life o7 & deal according to mo-




sexchenge vates,
pogitive or neza ive.

in sgvanie,

Y, m
£ 300 oL
R

the principal amount of the swap

the drfference netween the Tixed rate applicable To one laf of

the swep and the estl mats of the max imun/minimum retes appli-

cabls to the floating rate leg o0F the swap during its Teri.
Theg etween the fixed rate and the

s two differentials (i.e. D
pmaximan floating rate and Dbelween the Tixed rate and tne mini-
mn floating'rate) are separately applied to the above formu-

individuzlly assessed risks for sach

woth materialize, they sho-

in amount equating to 10 % oif the szposure arrived a1t under the a-

nove

ash flow arises. This

led

formula is added 1f a set +lement risk on the gross interest

¢
o bh
O

es not always apply since swaps are sett-
net. ‘

oze is applied 1o Tthe qu entified interest vate risk to

wive at the agsesged eXDOSUTE for internal marposes. To reslise

peximem risk would reguire noth en immediate default by one

ol

he weriies and an interest rave rential at the maximam
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“or each vear Juring the live of the tzansaction, The inte-

. -~ 5 e ls . =~ T -+ 7 ;= B b ERPEE - T e A
rate rick reduces over the liTe of the swap To zewo at matu-

cuating o ancroxinstely 15 % of the principal amocunt

being gwapped is aczz? 17 there is more than one currency invoel-

=
and accordinely 2 forward foreisn exchanwe risk exists, This

ig not rsiiced over the 1ife of the swep ss exchange
-
L

all Times.

E- i
~ i
eetT o

By arrvanging swars and acting as the intermediary, 2 bank can

2
income without utilisinz any assets, In-

earn subgtantial Tee
terest rete swans could provide a major source of off balance

Arvangement fees vsually amount to between % % and % % flat,
o the intermsdiary fees range from azbout 0.1 % pa to

5 %'pa (deneniipg on risk) ﬂuflnT the life of the swap,
oth cases these pavments are calculated on the principal
gum involved in the swap transaciion, while the risk to the

hank is only & .sm2ll Fraction of this Tigure. The return to

"the bank ig, thersfore, enhanced congidexrably.

20

On Balance Sheet :

I : '\ o, e

corporate customer ra, a bank
can uge interest rate swaps to offer term lending at fixed
rates of intersst in major currencies.

By providing fixed rate term loans, the bank is aggurasd of
100 % ubiligation of Sts commitments with resultant inerea-

sed margin incoms compered with partially used lines.
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A futures contract is an angresment to buy or gell a standard
a c

ommodity, currency or Tinancial instru-
; ment et a Ffizxed price z Tixed Tuture date Muitures contracts

-

are traded for a number of delivery dates or months on recog-

by dealers who are mepmbers of the exchansge,With
a small number of excevtlons, the exact terms of a Iutures con-
tract are swecific o 2 particular exchange, Dealers will huy
or sell contracts on their own behalf and on behzlf of customers
usually by " open ocutery ". There is a wide variety of futures

contracts in meny commodities and currencies as well as other

financial instruments.

4 futures contract, unlike the vnderlying commodity, currency or.
financial instrument, is a fungible asset because of the standard

terms. While the dealers transact business by open outery the con-

tract is registered with the exchange's clearing house. The clea-
ring house provides & guarantee of performence of the coniract.
The clearing house will operate a system of deposits and margins
to ensure the integrity of the market. Parties to a futures con-
tract mugt deposit a.fixed amount per contract, know as " initial
mergin " or ' deposit margin " as soon as the contract is made.

The contract will then be marked to market each day te calculate

the party showing a loss and credited to the house by the party

showing 2 loss and credited to the party showing a galn, A cur-

rency futures contrect is 2 futures contract to buy or sell a
standard amount of a foreign currency. The underlying rateg of
exchange will be almost identical to forvard rates,

F¥ futures contracis are different from the FX forward contracts,
since fitures involve a different type of contract from forwards,
Future contract is a standardized contract, traded on an organi-

zed exchange, bto buy or sell a fixed quantity of a defined be off-
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set ( closed out ) by taglng the other side in the open outerny
auction.

The “irst important thing to realize about foreign currency fu-
tupes ig that when you heve a futures contract, you do not own
foreign exchange. I you buy 2 futures contract, and the Tutures

price goes up, you make money. Tf the futures price szoes down,
you lose nmoney. 1T you sell & Fatures contract and the futures
price foes down, you make money, L1f the futures yrice goss ub,
you lose mCney. Putures trading in countries such as the United
States takes piace only on fovernment-regulated exchanges. Bu-
yers or sellers of futures contracts place orders through bro-
vers or exchange members. These orders arse communicated to the
exchangs tloor and Then transferred to.a. hrading git, whers the
pride T or & given]number=of“contracts_willqbe:gegotiatedﬂby'ow e
pen outery between floor brokers or traders. A fubtures trade g'
will result in a fufures contract with two sides-someons going

long at the negotiated price and somecne going chort av that '

same price, Thug, 1f there were no transactions costs, futures
trading would other side will lose. The futures price itself

will change wminute by minute, The futures price is market price .
that adiusts to bring about eqailibrium between the number of
short positions., LT more people want to go long than want to go
short at the current futures price, the futures priCe will be
driven up unvil an eguilibrium between desired short and long .
pesitions ilsreached, it de51ﬂed short positions are greater than k
desired long pOSlthﬂS at the cur%ent\xuuures price, the price 1
will be dxi ven down, dne nwnber of two-sided futures hets In
existence at any time is called the open interest. A currency
futures contract!s total dollar valué is determihed by muldipl-
ying the contract amoun? ( i.e. DN 125,000 ) by the price of

ihe contract. The buyer of a currency futures contract ( a "long"

‘position ) agrees to pay & dollar price To recelve & fixed amount i
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the Ouﬁar currency on the contraét delivery date (if the contract
position has not been "offset" by regale ), The buyer will profit
if thne dollar price of the currency rises after the position is
esﬁablisiede dor example, i a long September Bw
4 4200 and the price ther rises to 4220, the long will
¢ = profit of § 250. The contrzct value has risen from
4 4200 ¥ SF 125,000) %o % 52,750 (B 4220 X SF 125,000).
The seller of the contract, the "ghort" agreed to deliver 125,000

e
Swiss francs, and will be Sebited a los of B 250.

Putures prices are closely relmbed to "spot" {(or cash) exchange
rates, buwb there is a difference which is due to different deli-—

very ‘times., This difference-the futures price minus the spot pri-

Ceu*is,called the "basis". The b351s‘tends-towardrzero‘as_ﬁhe_de—:

1ivery day for the futures contractiapproaches, 28 a-resuli: the
futures delivery unltimately becomes a spot delivery. They become
perect cubstitutes for each other, hence they should have egual
value., This principle is very igportant in a futures market since
it is the essence of the use of the futures for "forward pricing"
or fixing of cost in advance.

iss franc position

Tn foreigzn exchange, the basis reflects the infterestrate differen

+ial between countries. If there are no regtrictions fbr trade aﬁ
capital flow, forward rates will vary inversely with the interest
rate differential bebween tuo countries, For example, it interesﬁ
rates are 2 percent higher in Canada thzn in the U.S., the forwar
price Tfor Cenadilan dollars should be at a 2 percent discount on a

annaal basis in terms of U.8, dollars.

Tutures conbtract is a binding agreempnt to buy or sell an underl-
ying asset at a gpecified date in the future, A futures contract
ig really & binding agreement® to pEy up your bet on a dally basl<
for every'day the merket is open and your bet ig still in effect
It you_sfop sn FX futures bet prior to the end of trading on the
last trade date, you are never obligated to buy or %o deliver an|

thing. The way to stop a bet 1s to reverse whatever you did to g

o
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into it., The sizme of the het you take by opening a futures cont-
-ract is governed by the face amount of the contract, If you have
gone long a futures contract at a price P{0), then at the end of
the dey there will be a positive or nezative cash flow toryour
ures accoont in the amount of
( (1) - P(0) } X Face value of contract,

For example, Subpose 2 I 25,000 futures contract 1s opened during
Day 1 at & negotiated price of 4 1.4500/% and the settlement. pri-
ces at the end of Day 1 and ey 2 are

Opening price # 1.4500/7.

Setilewent price, Day 1 $ 1.4460/%

Settlement price, Day 2 $ 1.4510/%,
then the respective cash flows for leong and short positions in a
single COntfact‘dpéﬁed st @ 1.4500/% are

Long Short
(¢ 1.4460 / T — § 1.4500 / , ) Z 7 25.000 = - $ 100 + $ 100
(¢ 1,4510 / F - £ 1.4460 / L ) X {25,000 = + $ 125 - £ 125

contract. On Day 2, the long position gains # 125 and the short
position loges ¢ 125 on each contract. It is important to reali-
ze that these cash flows take place every business day. LT you
win money, you can withdraw your winnings immediately. If you lo-
se, you pay up. immediately. Tf the money won on a particular day
leaves the account balancé above the required margin, the surplus
cash can be withdrawn immediatelj. 1f the monsy lost leaves the
accouht® 5alaqce below the required'matgin, more cash must be ad-
ded. ' |

The THM ind LIFFE :

The two mosgt impertant places where FX futures contracts can be
traded sre at the International Honey Market (IMM) of the Chica-
go Mercentile Fxchange spd 2% The London International Financial
futures Sxchange (LIFFE). AY each exchange TX futures contracts

are for standardized foreign currency smounts,terminate at stan-
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dardized times (last trade da S}, and have minimum allowable
price moves (called "ticks") bebtween trades. For most types of
sutures contracts there are also maximum 2llowable daily price
movements {(Y1limit moves') up O down from the previous day's
gettlement price. FX futures prices 5t both the TN and LIFFE

are guoted in American terma—the J.9., dollar price of a unit of
foreign exchenge. Contracts are traded on a standard three-month
cycle of tarch, June, Septembter, and December. Trading in a cont-
ract ends two business days priox to the delivery day. If a futu-

rog bet ig 8%ill in effect at the end of trading on the last ftra-

de dste, then The long side of the ¥ futures contract has acgui-

i +ed the oblization to pay L.S. dollars for the face amount of fo-

relgn . currency involved in the contract, at an exchange rate gi-

ﬁ,ﬁh¢,m_ ven. by the last. uf?dlﬂF day'ls. SthlCﬁEHb rice;*Theashortxsi&e«'

Aok © has the oblig&ﬁion to deliver the amount of foreign currency sSpe-—

cified in the contract, (8)

Futures troding at the IV and elsewhere in the United States is
| . ey . . A
| refulated by the Commodities Fufures Tradine Commission (C¥FIC), a

€,

=
ody created by Congress in 1974. "LIFFE is run by The
onal Commodities Clearing House (ICCH), which is a clea-
o

‘ring system owned by the British clearing banks of Barclays, Lloyds
idland, and National Westminster znd by Standard Chartered Bank.
The clearing houses guarantees both the long and short sidesg of a
futures contract against the risk of defanlt by the opposite party.
This gverantae, nowever, applies only to futures contracts made by
the cusfom rg of clearing member firms, and then only after tran-
ssctions have been reglstered and cont ‘1rmed by the clearing house
and maﬁ”lﬂ cn the transacticns has been received from clearing
memmers, Potures commission merchan®s who are not clearing members
mast heve their trades cleared by a clearing member, A customer's

order is trznsnitted to the exchange floor by the futures commig~

ey
b
|
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&
o
{
L
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|-
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rdized times (last trade daze ), and have minlmuam alWOIable

5
price moOv (called Mticka') between trades, For most types of
sutures contracts there are 21s0 maximum a2llowable daily price
novenents (“1imit moves") up or down from the prevﬁous day's
settlement price, FX fufuvures prices at both the I¥M and LIFFBE
are guoted in American terma~the J.8, dollar price of 2 unit of
foreisn exchange. Cantracts are traded on a standard three-month

cyele of march, dJune, Septens

v, and December., Trading in a cont-
ract ends two business days

"j

+ior to the delivery day. If a Futu-

reg bed iz s1ill in effect at the end of trading on the last tra-

j de date, then the long side of the FZL futures contract has acqui-

tion to pay L.S. dollars for the face amount of fo-

rat
reign currency involved in the contract,

.t an exchange rate gi-

=%
ven, by the last . trading. da"‘s.settlemant.pxi@e;”@he;shoziyside«4

by

ligeticn Fo deliver the amount. of foreign currsncy HSpe-

i
cified in the contract.. (8)

trading at the IIM and elsewhere In the United States is

Futures
refuleted by the Commedities Futures Trading Commigsion (CFT ¢), =

refulstory body created by Congress in 1974, LIFFE is run by the

Interno*lOQaW Gommodities (lezring House (ICCH), which is a clea—

ring system owned by the British clearing banks of Barclays, Lloyds
¥Midland, and National Westminster and by Standard Chartered Dank.
The clearing houses guarantees both the long and short aides of a
futures contract against the rigk of default by the opposite party.
This guaraniee, nowever, applies only %o futures contracts made by
the customers of clearing member f1TLS, and then only atfter Lran-
asctions have been registered and confirmed by the clearing Touse
and marﬁlp on the transactlons has bheen received from clearing
menbers., futures commisgion merchants who are not clearinp members
must heve their trades cleared by & clearing member. A cwstomer =

order ig transmitted to the exchange floor by the Futures commig-—

(8) Fitwgerald . Desmond

Financilal rutures

Tondon—suromoney Puplicat” ons
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gion merchant, who acts as the custoner's agent. There a floor

broker—sn exchanze member wno acts as agent for the elearing ho-

ces—will zthemnt to complete The trade by onen cutery in the tra-

ding nit. The trade may be completed either with another floow
broker or with a floor trader. Floor traders nay take speculati-
ve futurss vositions, or they may sot as marketmakers, similar

to merketmziers in the interbank FX market. The amount of margin

reguired on an X futures contract is related to the volatility
rement of the underlying currency, and hence to the
v distribution of dally losses or galns, Margins are
_negot;able, and therefore will vary from broxer o bhroker. Howe-
ver, there is a minimum marzgin ror esch contract that will hold
throughout the market a minimum given by the margin the clearing
hongse . charges clearing’ members.: In-the United States a,distimce4 
tion is made between initial margin, whi ‘ch is the amount of money
that must be deposited when a contract is opened, and malﬂtenance
margin, which is the minimum levet to which the margin is allowed
to falil ( 17 there are leses afier opening the contract) before
2dditionz] money must be added to the sccount, If the balance 1n
the meocount falls below the malntenance level, additional money
called varistion mar~in must be added to the account to restore
ihe account balsnce to the initial margin level, Margin regquire-
ments will similarly be altered if seneral market conditions chan-
‘ge, To the extent margin is posted in cagh, there is an opporiu-—
nity cogt involved, because the cash could otherwise be held in
the form of an interes-bearing asset. However, variation margin
must useelly be paid in cash, Remember that pecople with positive
cash Tlows (the winning side of the daily price bets) will gene-
rally be withdrawing theix cash to put it into interest- bearing
accounts {(or spend 1t on something cuitable). Hence if the broke-
rage firm did not reguire the losers to pay up in cash, the firm

would have to pay winners from its own cash holdings
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Putures Contracts Compared To Forward Contracts:

There are z number of differences bebtween a forward contract as
wsed in the interbank market for Toreign exchange and a futures
ract as traded on exchanges like the T and LIFFHE:

he most imvortant difference is the dally cash flows ("marking
Lo market") that take place on a futares contract. In a forward
contract, Ly Contrast, no money will change hands until the cont-
ract expires. Torward contracts never involve any cash flow prior
to maturity. Thers is potential credit risk in the corporate {If
s bank enters inte a forward contract (via a Sran} with anothexr
marketnzking bank, this credit risk is considered small enough for
nothing more tc be involved in the forverd contract than the ver-
bal agr emﬂat on uhe prwbe. But if a corporation is invelved, the
cospore'loq s line of Cdelt at the bank will usually be rpducea
by the amount of the forward contract, provided the corporation
has such a line of credit. I the company defaulted on the forward
contract and the spot exchange rate had in the meantime moved e
the bank's disadvantage.)

- Suppose you buy September British pound futures for'S 1,50 per
pound, You have decided to take delivery on the contract, so on
the third Wednesday in September vou will receive T, 25,000 for
which you will have T0 pay a dollar price debermined DY the sett-
lement price on the expiration day. During the meantime, the dol-
lar price of the pound may have gone up oY it may have gone down.
Por example, if the price has gone to @ 1.60, you have to pay |
¢ 0,10 more for each pound, if Fhe price nad gone to $ 1.40, you
would zet the pounds at a cheaper price of § 1.40, but in the me-
antime you will have lost 2 O.lO per pound on futures because you
were long the conbract and the price wentdown. In the first case,
you earned interest on the @ 0.10/% positive cash flow, while in
the second case you lost interest on the # 0.10/) negative cash
flow. for example, for a © 25,000 contract and 12 percent interest

for one vear, the infterest earned would be roughly:

o
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(2 25,000 )( .05/ L )( .12 ) =3 150.

A Torward contract would not have ezrned this amount of invers
In tre second case, bthe nsgatbive cash flow on the futures contract
would entz2il a loss of interest..ﬂgain, this loss would not be ore-
sent in a ZTorward contract.

The rezl purpcse of futures is for hedging and speculation,
- Forward contracts are tradsed over the counter: banks and broksrs
can be located anyvhers and deal with each other over the phone.
FX Tutures are traded on the market floor of the THM, LIFZE, the

=
tures Dxchange, the New Zealand futures BExchange, the I

o

Sydnsy Fu id
Lmerics Commodities Exchange, the lew York Cotton Exchange, the To-
ronto futures Bxchange, and the Singapore International Monetary
fxchange (SIMEX).
FOr#afd contracts are‘contraéts'madé.diréctly betweesn two parties
and there is no secondary market. Futures contracte are netted out
throuzh a cléariﬂg house, so that The clearing house stands on the
other side of every contract cleared through it.
- Forward contracts have no daily price limit. Fubures contracis,
may have daily price limits sebt by tThe exchange (though the INMH
hag no deily limits on FX fubures),
- Forward merket is self-regulated, Forward contracts are subject,
however, to the oxdinary laws of contracts and taxation., In the U-
nited States, futures trading is regulated by the Commodity Futu-
res Trading Commission, In the United Kingdom, LIFFE is sell-regu-
lated.

N

Hedging With Futures:

For example, you have accounts receivable denominated in British
poundg., There is exchange risk: the dollar value of the accounts
receivable will drop if the Briftish pound loses value with respect
to ths dollar. To hedge this risk, you take out a sids bet in the
futures marvket. The futures bet must be chosen in such a way that
whenever the underlying asset loses value, the futures bel genera-—

tes = positive cash flow. Because you have an underlying long po-

‘Sition in pounds, to offset you should =o short pound futuvres, If
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the pound loses value in dollar terms, you will wiele MONEY on yo-—

wr short futures position, which will oftmet

the Loss in value of
your accounts ¥ coeivable. So by hedging you aveid exchange rote
icss, but also give up the possibility of exchranse rate gain. This
is the neture of hedging. Hence risk aversion 1s one justificetion
for hedging. In order to be nedged perfectly in dollar (or local

) terms, the value of the futures position must change one-—
for—one (but with the opposite,sign) with the value of the underl-
ying position being hedged. Assuming that the amount of fereign
CUrrency iNVOAV

{1
ol
i
w
o}
o
H

futures het exactly matcheg the amount

of foreign currsncy involved in the underlyins position, & perfect
hedgs reguires that the futures prics move one-for-one with uhe
spot or cash price o the underlying currency. To see why, l1et X
represent the change in the spot dollar {or-local currency) price
(8) of foreign exchange, while y represents the change.in the futu-
res price (Z). That is, x =4A85 and y =A%, Let the total portfolilo
consist of one unit of cash or spot foreign currency held long that
is hedged with ftures held short. The
change\u_in the value of the total poritfolic con then be repressn-
ted as ' '

cne ynit of foreign currency

As long as =T = ¥ (the change in the spot price eguals the change in
the futures price), we have U = 0 (no change in total portfolio va-
lue), The same would obviously also be true For a porxtfolio of ar-

pitrery size, or for a short spot position hédged with a long posi-
tion in futures. The sbility to set up a good hedge depends on fin-
s

di“ o fatveres contract whose price movement nas 2 high degrse of
= ) -

2

c
oorrelation with the underlying asset belng hedged
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BECTION V

OPTTONS

An option can be defined as a contract thzt zives te 1ts buyer
& right, bat not an obligation, to make & purchase or sale in
the chosen Tinzncisl instrament, equity or commodity at wn ag-
reed price {exercise price), at any time during a specified pe-
riod, in consideration of payment of & non-returnable premium.
Option Categories:

Options cenm be separatzd into three main categories according

to the rights they confer on the buyexr:

1. (=211 Options ~ it confer the right to purchase the un-

‘derlying instrument. They are usually

bought when the buyer expecis the mar-
ket price to rise sharply.
2. Put Optlons ~ it confer the right to sell the underi~
ving instrument. They are usually bought
when the buver exvects ths market to

fall sharply.

3. Double Opiions

i

it confer the right to buy or sell the

(Put and Call underlying instrument. They are most u-
Straddie) seful when the market direction is un-
certain.

Rigk hedgers looked for protection, or insurance againest Toreign

exchenge risk, without these restricting obligations. Yoreign Cur-
rency Options meet this precise need. Becouge it give the buyexr
the right, but not the obligation, to buy or sell a fixed_amount
of foreizn currency, at an agreed rate, on or before a specified
date, The opfion buyer must pay a cash amount to the oplion sel-
ler when the contract agreed., 1L you want the right to buy, then

you buy & Call Optlon, 1f you want the right to sell BTG, then
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you buy 2 57 put option. An exchange rate is accepted when the

option contrast 1s agreed, and 1t 1s known ag the XExercise Frice

Final date of the option is called ite Hx-
ra

£ 2n is ecalled Bxpiration Cycle,

|
exercised by the buyer, 1t must be done on
ion date. the expiration date the op-

., Is a form insursnce pelicy, and similarly
nt to be made up—<ront. This payment {The op-
™

emium, The opbion ssller 1s also xnown

Optiong can be used Tor a wide variety of purposes, the four ma-—
1m.uqeq sre get out below.

1, Investments:

An option may be used to assist in a Timely invegment deci-
sion, wvending receipt of Ffunds from a deposit or apset

gele

I'D

2. Spveculative Gaing:

Options can be used to take zdvantage of an expected sharp
] = meve in prices by gearing up prol fits through trading opti-

ons with a relabtively small cutlay and risk to capifal.

i ' : %, Inscrance:
i
|

Protection azainst an uncertein financial outcome or gvend

can be secured by purchasing an option, in mich the same
way ag a logs of property is protected against the risk of
.

Tire damage or Ltheft by conv ional insurance,
h &

4. Incore:

The geller of financial options can often increzse his in-

come From sgsets or investments by selling optiong against

thoge zesets without impairing his long term objectives,

An opbtion premium is said to consigt of two components, namely

the Mintrinsic! value and the "time' wvalue. The intrinsic values
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ig the amount; if any, that could be realised i

the opticn we-

Hhy

ve to be immediately exercised. The difference hetween the to-
a1l premium value and the intrinsic value 1s called the "time"

lue and repressents the expected opportunity gain from favou-

<
W

rable price changes over the 1life of the option, It is impor-
tant te note that the Ntime! value decreases in proportion To

the sguare roob of the time remaeining to exXpiry.

price of & currency option is directly related to the un-—

iying futures price, vather than to the current exchange ra-
-

The ovption price 1s shaped by the following three Tactors

1. Relationsnip of the strike oprice of the cption to the current

underlying futures erce.

T¢ the current fubtures price ig higher than a call's strike pri-— -
ce,” the call is said to ve "in—the-money". If.the call holder
exercises it today, he takes a long futures position at the stri-
ke price, The difference befween the futures price and the stri-
ke price is the amouwnt he will be credited, and ig fermed the op-
tions "iatrinsic value'. Similarly, if the futures price ig lower
then the strike price of a put, that put is ”1neﬁhe~money The
evercise of an in-the-meoney put results in a sale of the futures
5t an sbove-market price. In gemeral, the greater an option's in-
trinsic value, the higher that option's pfemium. If the option is
"out-of-the-mensy" (currsntly hes no intrinsic value beczuse the
futures price is lower than the call's strike or higher than the
put's gtrike) the more cut-of-the-money 1t is, the lowser the op-—

tion premivum.

2, Time

The more wime th“t remaing unbil an cption's explratlon, the hig-
hner the premium tends to be. The longer time period provides mo-
re opportunity for the underlying futures price to move to a po-

int where the purchase or sale of the futures at the strike pri-
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ce becomeg profitable, Therefore, an option with three monthne
remaining until eynﬁratwoq will have a higher price than an 0D-—
tion with the same strike price futures price relationship and

gith oply two monthsg until exp irztion., The time component of an
phion's value tends.uo he largest when the underlying Tutures
contract is trading near the exercise price of the option-that
ig, when an option 1is ngt-the-money". An opbion is a wasting
asset. As the option amnroachec its maturity, the time value is

only ite in-the-money amount.
3, Volatilisty

The more the underlying fubures price tends to fluctuate, the
higher the po%ential prefit on the option. Volatility is a mea-
sure*of_the degree.of-fluctuation;in the futures price. I vo-
latitity increases,,withrall else remaining the same, the opti~-
on price will rise; and if it declines, the option price will
Tall.

Uow should an investor choose which call option to purchase 7
An option with a longer time antil expiration senerally will
cost more thaen one with & shorfer time until pxpiration. Howe-
ver, the opbtion with a longer maturity obviously will give the
investor more times to be correct in his forecast of market di-
rechbion and, hence, more time Tor the opbtion to become profi-
table.

The investor who aatlclpates 2 falling exchange rate, and cor-
reSpondingly Lower futures DI“CPS may purchase puts to'reali—
profit., Recalling thet the purchase of & currency vut op-
tion carries with 1t the right to take a short futures po$1t1~
dn, the wvalue of a put option can be expected to increase with
f2lling priceg for the futurss contract. '

The writer (seller) of a call option receives payment (the pre-

pium) in return -for the obligation of tazing a short position

in the Tutures contract at the exerciss orice if the cptlon 1is
exerciged. IF the writer of the option does nolt have a 1long po-

sition in the futures merket, he is called an wncovered {or na-

porgt i we)
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ked) writer, The principsl resson for writine call options, then
ig to earn the premivm, The writer of a call -option hopes that,
st expiration, ths settle=ent price of the Tutures contract will
he et or below the exercise price of The ontion, The option will

then eﬁﬁire worthlsss, and the call writer will keep the sntire
premivm. I, on the other hand, the futures price at expiration’
is above the exercise vrice of the call opbtion, the call writer
will be forced to assume 2 short position in the Tutures cont-
ract ot the striks ;ricé, The writer of a2 call opbion should ke-
ep in mind that the holdex may exercise at any time during the
life of the option, and exercise becomes more likely if an opti
on hag z large intrinsic value and little time wvalue. Therefors
in these cases, the call writer who does not wish To take a,fuﬂ

tures position should consider closing his coptions position,

As in writing csll options, the primary motivation For writing
put options iz to zarn the premium. ﬂowever, the put writér is
subject to gtentizl risk in order to earn the premium, Beca-
use ths aut writer is obligated to take a long fTutures positlon,

he nopes that the futures price at explration will be at- or abo-
ve the exercise price of the put. The putb option would then ex-
pire worthless, and the writer would keep the entire premium re-
ceived for the sale of the pub. The risk is that the fuiturses
price of the pubt orticn by an amount exceeding Tthe premivm rece-
ived.

Profitable options sitr
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signed to meet nearly an
forecast of marikst conditions. With the choice of gtrike price
and of buyinz or writing puts or calls, the degree of exposure

fo the market cen be varied to reflect the rela®tive cerfainty

of = given forecast of markel conditions. The trading decision

w
=

can be relined from . absolute timing decision to one in which

ihe commitment czn be limited and guantified.
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SECTION VI

OTHER #¥ MARXKET'S PRODUCTS
A/ CURRENCY BORROWINGS

Currency borrowings are closely related to forward contracts,

we are due to receive dollars from a customer in 12 months,

and our costs are in sterling, let us sssume that the intersst

4 12 months Sterling is 5% higher than that of 12

months Furodollars., In that case we could normally sxpect

to sell the dollars forward Tor 12 months et a 5% gain
againet %today's spot rate.ilternatively, we could borrow

~Burodolligrs for-i2 imonths,  to be~repaid.ouﬁ.ofﬂtheﬂreceipt,a¢

from the customer at the end of the 12 months, and this

would give us an interest saving 5%, Subject to any tax

or accounting complications, we: should be adiffersnt

petween the two courses of azctionw Yor that we have done

by borvrowing instead of covaring forward, is what the

bank would have done To cover its own DOSlthﬁ after buying

pur dollars forward from us instead,

In practice we may well not be indifferent, Quite apart

from any different tax and accounting effects, we might be

in surplus cash with no need for borrowings: in that cese

our seving would be the gap between the rates of intersst

we cen earn on sterling deposits-and the Burodollar rate,

hAgain, if we did have sterling debt, this might be at vari-

“able overdraft rates, and not at a fixed rate for the 12

months, and we might havs reason to expect that The average

cogt of overdrsfts over the period will fall short of the

fixed rate for 12 months. In any case, the forwardprehlum

is caleulated from the Burosterling rate, which 1is likely

o differ from our domestic sterling cest of funds. But all

these reservetions have intact the fundamental point that

foruard cover and currency borrowing are closely related

and financially not very different operations.
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Gprrency Horrovwings can be more Tlexible as an &XPOSHLe managemnent
device than forward cover;j for if market conditions permit, we
can horroW TOr s1exible pericds, thet ig, with easy prepayment

S

or rollover conditlons, and if we desire, with varisblie rather
the length

tnen Tixed wetes of interest. And the limitetions on
orwerd cover s availeble, are often

of cericd for which T
limifations on fixed interest funds. Variable interest rate
funds may well be svailable for much longer neriods. Obviously
where = currency 1.8 not freely traded, & thin market or exchange
control regulations may well make that currency unavailable
both for forward contracts and for worrowings. The restrictions

which this places on both devices are likely To be similar.

Borrowings, however, are more &ifficul® for a combany which

is close to its borroving limits because it 1s already heavily
geared; apd as we have S8en, they are likely to be unattractive
to a company 890 liguid that 1t does not need Lo borTowW for-
fipancial reasong, HoweveT, where borrowings are practicable
they are an answer to the risk caused by an excess of assets,

over lisbilities in the currency concerned.

Tor example an American cOmRDAENY, Golumbia, which has. an
xcegs of stexling sasebs over sterling debt in its conso-
1idsted balance sheet, By borrowing an extra STG 10 million=

¢ 20 million, it can remedy this, provided it immediately

converts the newly borrowed sterling into dollars and repays

dollar debts, Lf it kept the o7 10 million sterling as &

steriing zsset (for exemple, investing in sterling securities),
the mismatch wonld remaln mdiminished,

(Golumbia (consclidated balance sheet) § millions before and
after 97¢ 10 million sterling drawdown )

_ Before After
Dollar net operating assets 150 1.50
gterling net operating assets | ~ 50 50

e R

200 200
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Share capiial and reserves ‘ 130 130
Dolizrs owed 0 banks : AQ 20
:zwetlng gterling debt {57¢ 1% million) 30 30
Hew sterling vorrowing (ST¢ 10 million) - 20

200 200
et stzrling aszets ) 20 nil

It shown by example; after drzwdown the total sterling debt.
is now P50 million, which covers the sterling net operating
agzets, The sterling exposure is now fully bedged, subject
to any tax or accounting effects.

B/ BAC OR-TO-BACK LOANS: AND PA LEL LOAN@

Both of them differ from currency borrowings and the other rigk
manegement tools, because they are essentially between two com-—.
mercial parbties, not betveen a commercial party and a financial
institution, Technically one of these deals may he so arranged
that a bank intermediates between two commer01al parties. This
is sometbimes done to deal with the credit risk, But in such
cases Tthe deal gtill not come a2bout until two commercial par-

tieg are found who have an equal and opposite interest in
concluding the deal,

For Example;

English Industries DLtd agrees with Wallaby Industries Lid of
Sydney, New South Wales, that Znglish will lehd'ﬁallaby STG
5 million and walleby will lend English Aust. $ 10 million
for 7 years, This is a back-to-back loan. Alternatively each
of them agrees to make the loazn to the other's gubgidiary in

his own (%he lender's) country. That ig 2 parallel loan.

Thirdly the agreement could be that English will pay to dallaby
ST¢ 5 million and Wallaby Aust %10 million to English now,
snd that each hes an option at seme future date To require

hwoth payments to be reversed at that same rate of exchange

of Aust. g2 = 8TGL, That wovuld be g _gurrency swap, A swap
differs from a forward contract hecause there is an initial
mutual eash payment. '
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sorther element that the subsequent

o? the transaction is merely an optiocn, not a definite
commintment. rinally the twe parties may agree %o make no initi-
=1 cegh ezchange, but merely 1O sxchenge currencisg at maturity
at the prearrenged exchanse ~ate, This is a bilateral forward
contract end differs from othexr forward contracts becausg it 18

hetween Two commercizl parties Tor an unusually long period,

Wowever, the examples which are found in resl 1ife show that
nost of them come about to overcome the problems ol exchange
contrele in one or other of the countries. There are very

few examples where a currency hedge was the main motive, Back-~
to-back and swap deals enable one party to invest outside

ite ovn covmtry and the other to finance -its local subsidlary
without remitting fresh convertible iunds into the exchange
control net.

G/ YARRANTS

Werrarts confer on the holder the right but not the cbligatilon,
to purchase or sell a fixéd smount of an underlying asset at
a fixed price and at & Tixed future date. They are similar
to opbions in many respects, but have the following distin-

guishing characteristics:

Optiong, particularly traded options, are generally Tor a
ghorter term than warrants.

Cptions usually grant rights over assels which are curronuly
available, For cxampl

the exercise of 2 traded TﬂT 0871

(D

option reguires the wri iten of *the option to purchase DXLSulnﬁ
shares on the open market to satisfy the contract; it does
not lead to the creaticn of new egquity, The exercise of
warrants issued by & company will usually lead to the creztion
of new equity capital irn that company.

in recent years there has Deen a considerable in crease in the
range oi murubond warrants which are svailable.Burobond warrants
can be immediately exercisable in which case they can be similar
to either Zuropean opuvions (exercisable only at one specifie
time) oy American options (exercisabls at any time). They

can also have delayed exercise terms where the investor
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is prevented from exercising the warrant until a specified
dete—-a Zurovean exercise period followed by & perioed of

Americen exaercise,

a) Detachable warrants : detachable eguity and debt warranis

n type of warrant. They are originally

Y
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h 2 host bord and are immediately detachable,
They are trzded in the secondary market as separate inst-
ruments. These werranbs entitle the holder to purchase

new eagulty or debt of the issuer and act as a sweetener

to bthe investor %o reduce the cost of debt. These are

deaft with further in the debt instruments and equity

and ecouity linked instruments sections,
q :

L) Harmless warrants : are exercisable into debt of the
isguer and have & period during their life when exercise
will regult in a call of an egual amcunt of the existing

debt igsue, This limits the outstanding debt of the

isguer,
¢} Puttable werrant : give the investor the right to put
(or sell) the warrant back to the issuer at a fixed price

engbling him to limit his risk,

d) Covered wartans : All the above instruments create

claims on the issuers of the underlying assels if exer-

‘ciged, Covered warrants, on the other hand, are insued

by banks which grant the investor the right to purchase
equity or debt in a third party. The investment bank
quarantees to the investor that the assets will be mede
available on evercise of the warrant., The consent of the
third perty will not necessarily have been obtained by Tthe
invegtment banks, |



e) lizted vmvrants : are issued separately and not  as part
of thea otoand issu They may be exercisable intc the debt
or enulty of the issuer or some other asset (eg shares

of ancther company, currency governmenit gecu wwities),

il Uu::encgfiﬁberes% rate warrants : do not represent clazims

orn the iszuer's owa capitel., They entitle the holder to

scquire = curzency at a fixed rale or a fixed interest

security (wsually goverment securities) at a fulure date.

ﬁ"ﬂ

These werrents are similar to traded optlons in that
17

they heve siandardised terms premiums strike prices and
expiry veriods, In asddition, they. generally hdave longer

periods to expiry then conventional options.

o warrant can reduce the cogts of a debt
1 by vroviding the investor with a ”sweﬂuener

and from the proceeds recevied from the warrants,

The issuer cen raise additional funds by granting
0 n% right which can either be hedged with other
ingtruments or satisfied by an issue of debt or eguity

in the Duture.

Warrsnts are bearer instruments, which gives the investor

he adventage of anonymity.

darrants give investors a high dezgree of leverage, LAg
with ovntions, the investor limits downside risk Yo the
amount paid for the warrant bubt. his upside, Potential
profit following favourable price movements is very

large.

Yerrents are highty geared instforments, as the profit
potentizl if the warrants move into the money can be
a larze multiple of the initial capital outlay, This
can meke warrants very attractive to anvestory as a

-

spegulative tool,

58




Jarrants are bearer instruments and therefore potential
vredators could use equity warrants to build up a2 large
5 .

indisclosed stake in the enterprise issuing the warrants
prior to & takeover bid.

The risgks with warrants particularly currency and interest

rate warrants may not be easy Tto hedge.

sadvantages and risks of investors is the volatility

once out of the money.



SECTION VIT

CONCLUBTON AUD QUTLOOK

The importence of the FX market producets' funcition incerea—

sed after TO's, Along with the prowth of the market the ava-

rege gize of transactions has incereased, As the deal gige
incereases the risks too continue grow for as long as there
i8 no singles world currency and for.as long a3 exchanze ra-
bea float there will be a need for d@alihg in P4 money mar-
ket in order thet the banks snd canpondes may profit Trom
FL and intereat rates movements and protect their exposura,

Banks are the intermediary in the money syatem in so far as

they accept intereast bearing deposits {either demand or time
P A I

from customers and then use these deposits to make loans or
other deposits with other banks, or %o purchass investmentas,
At the same time they are the intsrmediary in internatlonal
tomers o buy and sell the FX which they resuire, The banks
algo enable their customers to invest their surplas funds

in FX currency deposits with them., The customers and ener

banks themself may look for hesdging against risks in PX ra-—

trade since they enable their financial and commercial eus-

&0

)

tes fluctations. There are broadly 3  classes of implemssis

for FX risk management: Avoid risk, hedge it and reduce the

task of management. The objectivues of the dealing departuent

(- §

are to satisty these unesds in a satisfachory manner for both

cugtomer and banker, The banks and investors use some tools

and products for hedging. They are also useful for making

profit. But daaling in the FX money markets 12 not without

risk; Credit risk, transfer risk, operational risk, ligui~
dity risk, exchange control risk etc. Tharefore an exirems

care 18 nesded in dealing,
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TURKCE OZET

& ULUSLARARASI DOVIZ PIYASASI

 ALIM-SATIM YONTEMLERI

M.HAYATL ERiS
14 SUBAT 1991




Para piyasalari, DBanka ve Biyik ticari kurvuluglarin gecgicl
pare. ihtiyaclarind karsiladiklary piyasgadar. Bu ihtiyes kar-
1lams, borglanma geklinde olabildiZil gibl ces gitli para birim-
erini birbiriyle degigtirme seklinde de olabilir. BPu piyasa-
alinip satilan para hirimnlerinin yani s1ra Zene belli paxa?
jar: temgil eden bir takim degerli kagitlar vardirkl unlars

wars plvegesl araclari denir. Para. piyesasinin Hermaye Piya-

sosandan farklilify esas itibariyle burada iglemlerin daha ki~

as vadeli olmssindan kaynaklanmakitadir. Uluslararasl Para Pi-

vasgsl, oilli sqnirlarl asan iglemlerip vanllma%lyTa olusan
plyasadlit,. Burada farkly Glkelere a2it para birimlerinin tica-
reti soz&onusudu,, Tluslararagli para piyvasasina Doviz Pivasa-

sida diyebiliriz.

Doviz Piyasasinda iglemlex vadegiz (spot) ve vadeli {(Forward)
olarak vapirlabilirler. Bu aligsverigler gesitli teknikler kul-
lanilarsk @eroekleﬁtlrﬁleblilr i bu tekniklers yada usullere;
Grin (product) deha isabetld bir deyimle alim-satim yvintemi

denir. Pu tez gallgmamlzda? bu yontemlerin nasil ve hengi a-

maclaxrls ullanildagl ele 5linmaktadir, TO'1i y1llarda altin
camgina ve szbit kur egasing dayalyr Bretion Woods para sisteni
coldlince ginlilk kux dalgalanmalarl Tisk clusturmaya bagladi.
Tur riskinden 101Lﬂmak igin ve 2ynl zomanda kur dalgalanmala-—
nden kazang saglamak igim bankelerce ve buylk girketlerce
veni vontemler g0113t1v1]d Bunlar; Swaps (degigﬂtokug),
Fotures (gelecek zaman SﬁzlegmeQ1) Options (firsat stzleg-
pegi), Warrants (kefalet sizlegmesi), Corrency Borrowing
(abviz borglanm351), Currency Depcsits (dovizli teediat),
Back-to-Back Loans (karsilikly borglanma), Parallel Loans
(paralel borglanma) gibi vintemlerdir. Déviz alim—satimla-
rinda kullanilan bu vontemier kur riskinden korunmak ig¢in

oldufn kadar, yatirim ve kar amaclariyladsa ruilanilmaktadir.



BOTHM I / DOVIZ PIVASASININ TANITIMT =@

| Doviz piyasasinin fiziksel bir yerlegimi/yeri olmayip yeryiszim-
deki hir cok banka ve aracl kurumun haberlesme azZiyla clustur-—
] dufu, tum yerylizine yayilmig Dbir pivasadir. Alim-satimealax
gelismig haberlesne araclaraiyla anlasmalarinil yaparlar, anlag-—
malarinin gerefi colan Bdemeleri; deZigik yerlerdeki banka he-
saplari arasinds akfarme yapmak suretivie ya da muhabirlik 1-
ligkilerinden yararlanaral yerine getirirler. Bu piyasada Czel
bir yeri olan haberlesme sisbemi; SWIFT'tir. (The Society for

World wide Interbank Financizl Blecomunicshion) Bﬁ, Belcika'da

bulunen, kar amacl giitmeyen, Uye bhankalarin ve kurunluglarin
retkisiyla islem gfren bir sistem olup yaprlan iletigimin kisa

ve %esin olabilmesi igin belli formiiller getirmigtir,

Noviz alim-satimi yapan kuruluglarin yoZun olarak bulundugu
bazl merkezler (New York, Dondon, Zurich, Frankfurt, Tokyo,
Hongong gibi) piyasanin stivikleyicl ve belirleyici odak nokba-
larini olusturmaktadirlar,

D&viz ticareti yapaniar aynl zeamanda fiyatlarlda-(dbviz kuria-
vin1da) belirlerler. Sonugta doviz lkurlari bir arz—talep den—
gesinden kaynaklanmaktadir. Bazi Ulkelerde Merkez DBankalaraiyla
ticari bankalar, glinluk gorismelerle kurlary belirlerler. Bu
Ciglem zene piyasa gartlari, girismeler katilan bankalaran al-
mave vada satmaya hazir olduklari fiyatlar esas alinarak yapi-
l1ir, Saptanan kurlar belli alt-lst sapmalarla bankalarlﬁ wy g
layacaklar: kurlara baz alinix. '

Dezling diye de adlandarilan kémbiyo éll§ verigleri, hangi'dﬁ—
viz cinsinin, ne miktar lizerinden hangi dsviz karsiliZinda,
nangi fiyatla (kurls)alindifini veya sabildifini ifade eder,
Bu islemler Bankelarin arbitraj servislerinde / Dealing /
roomlarinda girev yapan Dealex'ler / kambistler tarafindan
yapllir.
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Baplralarin Kaynak Yonetimi Pirimleri/Treasury Departmentlari
Duny851nde ver alan bu servigslerde, Uluslararagl para piya-
salarinda olugan doviz fiatlarini ve gesitli Tiyatlardan

ars Ve taleplerl gosteren bilgisayar terminalleri; uzak me-
cafelerden mesa] aligverigini saglayanteleprlnterler, cek
Srellikli hesap makinalara gibi teknik donanlmda prlunmak-
tgdar, Bu servisler; her iglemden sonra bankanin yeni 40viz
pozisyonunn belirleyen Doviz Pozisyonu Servisi, yapllan
alisverislerin teyidini saglayan Fambiyoe Fohabirlik Servisi,

jglemlerd wayitlara geglren Kambiyo Muhasebe Servigi gibi

van servislerle desteklenmektedir,

PARA SISTEMI

Uluslararasy para alisverisinin iyi kavranabilmesl; para
birimlerinin kredi degerlerinin ve birbirine karsi deZi-
sim oranlarinin hangl esaslara gore pelirlendizinin bi-
linmesini gerektirmektedir. Sonucta her seyln arz-talep
dengesiyls belirlenmesine ragmen, bazi resmi anlasmalar
ve gayral reémi kabuller para degerieri Uzerinden etkin
olmaktadair. 1865 Ilatin Para Birliginden baglayan bazi u-
luglararasi anlagmalaria paralarin degerlerine altin stan-
dardi gibi bazli esaglar getirilmigtir. Fakat ikl buyik
dinye s8va51 dolay1Sly1a, ekopomllk ﬁfﬂnlerim azalmnasl, Sa-
a%lﬁ zltin karsiligini agan para emisyonu ile finanse e-
dilmegi ve 1kl savag arasindakl ek0nom1k kriz Glkelerin
paralarinin ﬂeﬁerlerﬂnl hizlae deFigbirdigi gibil yahanci
paralara olan ihtiyaclarinin karsylanmasinl zoriagfirdl.
By gurumda Ulkeler kendi paralarinin degerini ve 4UVigZ gtok-
larini korumak icin yasal kontrolleri gelwstlrdller. Dun—
va ticareti icin kot olan bu,gartlar ik 1n01 gavastan
sonra veni bir uwluslararasl para 51stem1 lzerinde anlagmayl

B

gerertirdl,
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Bretten Woods'ds yaprlan anlasmayla ilkelerin para pirimlerinin
degeri dolara, dolarin degeri de altin standardina baglandi.
Yeni para gleteminin iglerligini strdirmesi icgin ve ulkelerin

' et aciklarinin dilnya ticaretine ve kendi paralarinin
erine zararlarinl dnlemek icin yeni tedbirler getirildi.
By amacla IMF (The International Monevery Flnd) kuruldu, Boy-
tecae belirli sabit kurlara dayanan ve tim paralar igin konver-
tibilite olanaklarinl getiren bir sistem kurulmug oldu. Bir

ons 2ltinla, 35 Dolar arasinda deZisgim degeri kabul edildi.,
Bjylece iilkeler rezerv olarak altin yerine dolax tutabilir ve
punun faizinden yararisnabiliv duruma geldiler. Ayrica, Ulkele-
rin cdeme dengesi bozulmalarinin tnlenmesi icin IMF'le yeni
bir kredi sistemi: normal cekme haklky getirildi. Bretton Woods'
u izleyen 1950 EPU (Avrupa Odeme Birligi) ve 1958 EMA (Avrupa
Para AnlagmaSL} esag itibariyle diinya ticareti 6demeierini ko-
laylagtiran ve paralara konvertibilite'getiren anlagmalar oldu.
Fakst, 70'1i yillarin baglarinda Amerikan tdemeler dengesi a-
glg1; Birlegik devletlerin dis taahhiitlerinin altin rezervinin
ikl Iz2t1 kadar biyimesi Dolara duyvplan glvenl ve dolarin dege—
rini'dugﬁrdﬁ, 1971 de dolar develile edildi., Washingtonda yapllen
Spithsonisn anlasmasiyla yeni deZisim karlari belirlendi. Ne
varici artik paralarin deZerinin ve deflisim oranlarinin gikea
degicedbilecezi bunlari belirlemenin ve izlemenin en sagZlilkly
yolunun pivasalarin dalgalanmalsra birekilmasl olduzu anlasil-

mis ve Avrupa ds uygulanmaya baglanmigtir.’

IVF kredi mahiyetindeki normal ‘cekme haklkinin yanl sira tlke
TRTE rezervlerinin‘bir pargésl olarak tutulan ve gerektifinde
Merier Bankalarincs istenilen tilr déviz Cdemelsrinde lkullanil-
malk Hmere nazirlanan ozmel cekme hakki (SDR) gibi fonksiyonla-
riyiz uwluslararasi ticaret ve para degerleriniﬁ Korunmasing,
hizmet veren en “nemli kurulusg olarak varligfiniy siirduiriirken
Avrupa'da Skonomik Topluluk esprisinin bir parcasi olarak

HiMS (The Europen Monetery System) Avrupa Para Sistemi olustu-
ruldd, .



Bu sigtem kur dalsalanmalarina genlg 51t ve st 1imitler tani-
yordu. Bu yizden Spmithsonian Anlasmasi tizel olarak adlandiri-

lairken bu yilan olarak sdlandirilmigti. Fakat bu sistemde Av-
rypa Fara Birimleri rendi aralarinda sablt bir kura gore a-
yarlanmiglardi, Aviupa paralarl igin pelirli limitierle si-

nirly capras kurlar olugmustu.

Pu sisteminde fonksiyonel sonucu EDU {(Avrups Para Birimi/The
Turopean Curency Unit) seklinde 9 Avrupall paranin belli o-—

ranlarda bir sepet olusturmasiyla ortaya cikmasl olmustur,
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.

i Uluslararas: Lum Sdeme araclari doviz kapsamina girmektedir,
: Yolniz bBunum icinden nakit para birimlerini efektlf olarak

ayrica bir alt tanimla belirtiyoruz.

Dévizler efzr sahipleri tarafindan kolayca bir diZeriyle deZig-
tirilebiliyorlarsa bu onlarin konvertible olduvFun gostermekte-
dir, |

filkeier peralarinin deferini korumak, ddviz stoklaranl korumak
zibi digtncelerle uluslararasl tlcaret ve para hareketlerine
bazi vasal kontroller getirirler, Uluslararasi Iislemler bu ya-
sal cergeve i¢inde yapalar. Tirkiyede*dée—807 -Ii yillarda yapi-
lan ge@ltll degigikliklerle kambiyo iglemlerine genis bir ser-

bestlik getirilmisgtir. Hatta cegitli asamalarla yapilan duzen—
lemeler sonuchk L. konvertibls ilan edilmigtir. Fakat xonverti-
bilite fiilen bir kabul gbrme clayidir, Meveut yasal cerceve;
zerinde yaﬁllan degisikliklerle 1567 sayila TPEK (Tirk Paragi-
nin Eivametini Koruma) Yasasi ve 32 sayila Bakanlar Kurulu Ka-
rar1 ile buna bagli HDTM nin 32/4 genelgesiyle TCMM nin 1-A

ve sirsgelen teblifleridir, Hepside 1989 tarihlidimr,

Bankalar esas iitibarivlie dig ticaret yapan misterilerinin ih-
i duyduklar: para birimlerini bulmak lgin doviz ticareti
yaparlar, Bu ticarete Dealing denilmektedir, Dealing islemleri;
z) Pegin/Spot veya b) Vadeli/Forwart olabilir. ¢) Bir dizer

iglem farzida Swap olabilir,

&/ SPOT ISLEMIER : % e ayrilir

0/7 Overnight Ooeraulons : Iglem bugln yapilir. Lur ve miktar
bugin belirlenir, dovizler yarln sabah (bu gece gectikten sonra)

hesaba bore veya alacak geger.

2— Spot Operations : Isier bugin yapilar, valdzr 2'i§gﬁnﬁ sonrasl—

~i1ir, Yani dédvizlerin hesaplers gecmesi 2 isglind sonra o-
Tur, Pratikbe 7 gin sonraki valdrlie yapilan spo% iglemiere de
ragtlanmaktadir,




l' B TOM/WRXT Tomorrow/Next Operations; islem bugin yapilar, Doviz-

ler hesaba yarindan sonrakl gun gecger.

Dovim iglemlerinin vaprlmasi igin Oneelilkle dovizlerin birbirine
doniiglim oranlarinin yani birbirine karsa fiyatlarinin ve yaygin
deyimiyle kurlarin belirlenmis olmasi serekmektedir, Xurlar Him
paralarin belli bir paraya kargl deferini gdsterecek gekilade
vapilir. Soyleki; 2) Yo tim paralarin fiyati yerel para ile
belirlenir. (1 SRG = 6.068,~ L., L 3 = 3,190,, L. gibi) bu
durumda difeK/Amerikan/enserten kur kotasyonu stzkonusudur.

b) vada yerel para biriminin fiyati diZer paralarla ifade
edilir. (1§ = 2,2 DBEM , 1 § = 0.645 SRG gibi) Bu durunda en-
di:ek/ﬁvrupa/serten kur kotasycnu stz konusudur.

Ulkemizde ve uwluslararasli para piya8381nda'endirek/serten me-—.

tod kullsnilir, ancak esas para birimi olarak $ alinir.

Mum islemler alig ve satig geklinde 2 fiyat igerir,Ve dogal o-
larak 2 ayrl para sbzkonusudur. Ornegins $ / DEM 2,3697 / 2.3725
seklindeki bir kur verildifinde lkiglk rakeam alisg, bilyik rakam

satrg kurudur. Arada bir kur marji vardir.
Cavraz kurlarin hesaplanmasil | aynl esas paraya g8re alis ve

satigl verilen iki paranin birbiri ile deZisim lurunu alim ve-
va satim igin ayri ayri bulunabllir,

Orneging § / DEM  2.3697 ~ 2.3725 =
arg /B 1.5525 « 1.55%5  kur kotasyonundan

S0G / DEM capraz kurvnu bulmak icin Sterling’in Mark'a

kersi &l

[
i

o lpyamy bulmemiz gerelkmektedir, Bu da siyle yanilirs

LS E Lol (U VR o S T DR

( DEM 2.3697/8 ) . { # 1.5525/8T¢ ) = DEM 3.6789/8T¢ bulunur.
Grneging 1.8379 DEM = 1 2 '

L

If

1 ¢ = 1.5484 SFR Ortalama kur kotasyonundan
? 8FR = 1 DEM capraz Xurunu bulmak igin
zincirlene oranti kullaniriz, .
‘ 1 DEM = M_J_-_}_E_}_S_gﬁ_lf:__}_mm: 0.8424 SFR
1.8373.1

bulunur,.
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Spot kurlarin degigmeéiyle bankalarin Doviz Pozisyonlari daha
karls veys daha zararli durume gegebilir, p0vlekiys Bankanin
mevcut've alacaklariniy olusturan paralarin deger kazanmasi kan,
taahbhiit ve borclarini olusturan paralarin defer RKazanmss: za-—

rar zevlrecektir,

Banlkalarin pozisyonlary basabas (Squere), uzun (long) ve kisa
(short) olabilir.

2]

pot slig—verisierde kar ; Ya defigik plyasalarda zaman zaman
yvakslangbilecek ayni paraiarln farklly kurlarindan yararlanmak
vada deZeri ylikselen paralards uzun pozisyon olugturup bundan
yarariznmak geklinde saflanabilir. Butim sorun piyasalari iyi

iplemek ve ginlik kur trendlerini iyi bilmektir,

B/ FORVWARD (VADELI) ISLEMIER : Burada ddviz belli bir vade iti-
bariyle hesaba gecmek izere allnmakfa, karglilglnl tegkil eden
dovizde ayni vadede Sdenmektedim, Ileri bir tarihte gergeklese-—
cek bir alig-verisin kurlari buginden saptandigz ig¢in risk dzha
bilyilktir, Porward lkurlarin belirlenmesi alis-verig konusu para-
larin degerleri hakkinda bir tahmin mahiyetindedir, Paralarin
deferierindeki artis veya diisiisin nedeniy; Ulkelerindeki enflas—
yon, gostergesl ise faiz fiyatlaradar, Bir pararin gelecelktekd
_degeri faiz oranl ile ters orantilidir. Iki paranin belli bir
gliredeli faiz fiyatlari arasindski fark o slire sonunda fTaizl
yiltsele olan para igin iskonto, faizi'dﬁgﬁk olan para ic¢inde
primdir, Yani paralerin forward fiyatlari, spot kurlarina
primin eklenmesi veya spot kurlarindan iskontonun digllmesiyle
palunur. - ‘ '

Forward iglemlerde vade, 2 glin — belli bir siire geklinde olup

5 yila kadar uzayabiliv. Pardlarin alis-saiils fiyat farklara

ise snot iglemlere gdre daha Tazla olup,

Tade uzadikea kar.
marii da o orands artar, Boylece yanilgilardan dogacak risk
aralmis olur.
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Vadeli iglemler deyimi genis kapsamli olup Swap ve Outright

iglemleritde esasi itibariyle kapsamaktadir,

Vadell iglemler sayesinde ithalasteilar ve ihracatgilar ileri

hir tarihte bdeyecekleri veya elde edecekleri dovizleri gim—

diden belldi kurlars baflayarsk veya istedikleri paraya cevi-

rip kullanarak zamanin petlrebllece 73 belirsiz kur risklerin-—
den korunabilirler.

Vedeli iglem kurlaraniy hesaplamak ¢ok kolaydir, Banun igin
Klesik faiz Tormili { F= AxWzT / 36000 ) kullanilir.Xapital
yerine Spot Furu, faiz orani yerine de iki paramin falz o~

ranlarinin farka kullanlllr,

Orneging # / DEM igin 3 aylak vadell iglem kurunu,bulallm.
Bu ayn: zamanda Swap oranidir,

Veriler : ¥ / DEM Spot Kuru : 1.8288-1.8471
# faizi 3 aylik : 6.6875
DEM faizi 3 aylik @ 4.1250
Paiz Farkw LT 2,%625

}1;}

= e S S R S S S e = 00,0115 = 115% puan

Bu 115 puan faiz oranl yaksog 3 icin Lskonto, digik DEM 1§1n

primdir, Cumkii, paralarin gictl faiz craniariyla ters oranti-

Tovle bir forward kur lullensrak korunmanin % kac malivetli
bir korunms oldwg’ agagidaki Formiille bulunabilir

— ST ' wap Fark: (Orn.115) x 360
Toranms Maliyeti (%) = =522 p_¥arkr (Orn.115) x 380

n % Spot Kur x 100

Forward islemlerin karlilify veya maliveti paralarin belli

vadelerds sagliiyacaBi Taizlerle kiyaslanarak saptenabilir.,



Ayricas vadeli iglemlerin spekiliatif kullanimi igin trzellikle
ABD'de formile edilmig vadeli islem sdzlegmeleri hazirlanmig
ve para piya8351ISUﬁulmu§tur, Bunlar farkls tzelliklieri olan

vadell iglem stzlegmeleridir,

Vadeli doviz islemlerine ilging bir trnek outrights izlemler-
dir. Bunlar tek ¥onlu ve vadeli bir iglemdir, Nakit fon gerek-
tirmefen ileri bir vade icin girisilen bir alim-satim olmasi
dolayisiylia spekilatif amagla kullanllmaya ok uygundﬁr, Spe-
kKilatér prim yapzcalfini umdugu bir parayi, baska zayif bir pa-
ra karsiligfinds forward olaralk satin alir, tahmini dogru ¢ikar-
sa vade giniindeki spot degerinin altinda bu dbvizi elde etmig

olur, o ginkli gpot fiyattan satarak kar eder.
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| BOLUM ITT / SWAP

Uluslaerarasy parz plyasalarindan ¢ok sermayé piyasalarinds
giderek yaygzinlagan bir yeniliktir. Swap, degig-tokug yap-
mek anlamina gelmektedir, Uzellikle bilylk girketlerin dedi-
sen mali kogullardan yararlanmalérlna veya farkli para birim-
lerine olan ihtiyaclarin: kolayca karsilamalarina yaranakia-
d1r., Reas olarak iki tarafan para birimlerini veya bor¢larini
veya vabtirim gelirlerini birbiriyle defistirmelerine yarayan

anlasmalardin,

Degigim konularina gire yapllari ve tiplerl farklilasan swap
tirlerinin baglicalari asafida aciklanmistir.

a) Tails Swap

Bu uysulanada ikl ayrlrborglu,eg tutardaki borglarinin faiz
ddemelerini birbiriyle degigtirmektedirler, Boylece Talz
sdemelerinin niteligi degisince borcun yaplsl degigmis olmalk-
ta, her iki tarafta kendine daha aﬁantajll ¥osullar saglamak-
tadir. .

Eredi itibari dilsik olan borglu diZerine bir miktarn prim Sde-
mekte ama borg Gdemelerini sablt hale setbirmekte buna kargi-
11k kredibilitesi yiiksek borclu hen digerinden aldisl primle
fairz yikinid azaltmakia hemde defigken faiz ile portfiyine
geneklik kazandirmigs olmaktadir. |

Drnelks Sabit F. Sabit ¥,

e ek ¥
4 Boreclui €——1  Banka i B Boreclu
I ———
! Degisken F, Degisken F,

|
! |

Sabit ddemelil bore - Depfigken odemell boxrg




Celigne mekanlzmasini drnek olarak bir gekilde

- 1% -

A borclu % 10 ile sabit faizli kredi LIBOR + 1 puanla defig-
ren faizli kredi kullanabilmekte; B borglu ise % 13 ile sa-
bit, LIBOR + 2 ile defigken faizli kredi alabilmektediv. A'

nin B ye stinlilzl sabit faizde 3, degigken feimde 1 puan
olciigindedir,

Oncey herbiri kendine uygun krediyl alirlar. Sonra; araci
banks vasitasiyla trnefin 6 ayda bir yapacaklara faip tde-
melerini birbirivie deZigtiren sbzlegmeyl yaparlar. Buman
igin B, A'ya % 2 prim-Sdesin., Bu durumda; A'nin degisken
faigli kredl maliyeti sadece LIRBCR dizeyinde kalmakts bi-

rim sabit faizlil kredi maliyeti % 12 dizeyine inmektedir,

b) Para Swapi :

Bu deyim Doviz Piyasasinda ba@ka; Sermayé Piyesasinda bagka
bir yontemi ifede ettiZi igin bazen karigiklik yaratmaktédlr,
Diviz pivasasinda para swap'l; Spot alip, vadeli satmak veya
spot satip vadell almsk geklinde bir vadesiz, bir vadell iki
para aligveriginden olusan bir kombinasyondur, Yani swap bura-
da, bir paranin bagka bir para ile ayni gin iginde degigimidir,
Ancal, ilerdeki bir ginde ters bir iglemle satilsn para geri
alinir, Boylece swap bir pars cinsine duyulan krsa vadell bir
ihtiyacy kergilamak igin kullanilan bir yontem olmaktadir,
Bazanda kary veya korunma amaeivla'kullanlllr,'ESas itibariyle
zeyl? parayl spot alip faizinden vararianmak amaciyla kuvvet-

11 vani prim yapan paraya kargl vadeli satmak lzere kullanil-

=
e
m
1“55
(ﬁ

asyoneldir,

e Piyasasinda ise, para swapl iki ayri borglunun fark-
11 para birimlerinden borg¢larini veya nakitlerini faiz ylk-

lemeleriyle birlikte belli bir siire icin birbirlerine devret-

ziagteriTseks



# Ana para . . $ Ana pars
ve Talz . ve faiz
A Sirketi '[ ““““ ? Arasci T B Sirketi
G — Em—m
— it nka N
DEM Ana Pa. £ DEM ‘
ve Faiz t
v v
DEM g

Pars swap:r faiz bdemelerinin sabit veya defigken olmasina
C

zore cegitlenir; Sabitten sabite, sabitten defigkene vb,
gibi,
} Aktif ¥aymet Swapi

Buradsa. defisim konusu yapilan sey para veya faiz yerine,
foiz veyve gelir saglayan menkul kiymetlerdir., Belll bir

siire gonra geri alinmek lzere degigtirilmektedirler,
Swap iglemlerinde risk :

Baas itibariyle bir risk ybneltlim araci olmasina ragmen gwap
iglemleride bazl riskler dofurabilmektedir. Bunlardan; 2)
Kredi riski aradaki banka tarafindan yiklenilen bir risk-
tir, bh) Pozisyon riski ise faig cranijarainin ve deglgim o-
ranlarinin zamanla sistereceZi yeni rakamlarla bagta belir-
lenen rakamlarin olumsuz farklarinin vereceZi zarar olacak-

tir., Lyrice Bankalarin avantajlaris

Swap iglemleriBenkalar bilangolarini etkileyen ve etkileme-

yven tlrden aventajlar saglamaktadir, Stylekis aktiflerinden
havhanyl bir sev Mullanmadan zeliry sellamakiadirisr, Biylk

miigterilerin dvnemsel ihtiyaclara banka imkanlarini zorlama—
dan kargilenabllmektedir.
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BOLHM TV / FUTUR SOZIESHE SENETLERL :

Bunlar belli dovizleri temsil eden standardize edilmis men-
rul kiymetlerdir. Acik arttirmayla borsada alim-satim Xonu-
gu yapirlirlsr. DBelli miktarlarda ve belli vadeler (Mart,
Haziran, Bylil, Aralik seklinde vi1l iginde 3 aylik dokiimler)
icin dizenlenmiglerdir, Bu standart tzellikleri dolayisiyla
ve belli borsslarda islem gfrmeleri deolayisiyla vadelil 4do-

viz 2lim—sabiml dglemlerinden ayrilirlar,

Putur Senet alan bir kimse déviz kurunun yukselmesi durumundz
war, digmesi duruminds zarax eder. Bir misterek bahis bileti-
ne bensetilebilir bu vizden. Vade basinda Fo fiyati ddeyersk
alinen bir Futur Stzlesme Senedi, izleyen ginler, hangl ddviz
dzerine ﬁuzeﬁlenmigse o dovizin kur deZisimine gbre alan kim-
genin pomisyonunu wzun veya kisa duruma d@nﬁgtﬁrecektir, Bu
pozisyon defigikligl her gliniki duruma gre clumlu veya olumsuz
clabileceltir,

Futur sbzlesme senetlerinin alinip set1ldrgr baglica iki pi-
yasa vardir, Bunlardan birisil Chicago Ticaret Bankasindaki
IMM (International Monsy harket/UlusTarava51 Para flyasa51)
diZeri Londra Ulusglararasi Mali Futur Borsasi LIFFE { The
London International rlnaﬁolal Futures Exchange) dir::
Burslarda Brokerlex VaSltaSljla belli komisyonlar bdenerek
alim—gatimlary yapilir, ' |

Forward islemlerie Futur Sdzlegne Tglemleri arasinda farklar;

wrierde senedin deger kazanip yitirmesine gore cinluk
nakit harel et1erl sozkonusuvdur, Oysakl vedell 1slemlef vade
doluncaya wadar hareketslzdirler.

~ (nlilk para hareketlerinin olu%turacavl + veya - fonlara
faiz uyeulandifindan tdemeler veya tahsilatlar yapilacsil
1~

redar senedin deferinin yeni sira nakit hareketin faiznl

itibariylede faiz kazanci veya kaybi sOzkonusu olacaktir
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- F@tmrlar borszda iglem girdlifi halde Forward iglenier fimik-
‘sel vazar disinda haberlegmeyle alinip-satalabilir,

~ Forward islemler igin Hunlak fiyat dalgalanmalarinda 1imit
voktur, Oysakl futur iglemlerinde borsanin limitleri sbzkonu-
sudur,

- Forward iglemler genel yasal ¢ergeve iginde yuriitilirler,
Oysali futvr islemieri dezel urallara bagladir.

Futur stzlesme senetleriyle kur riskinden korunma ;

By korunmanin nasil gerceklegtirildifZini bir Srnekle agiklaya-
bilirizn. Bger bir bankada BTG hesabimiz varsa, Sterlingin deger
yitirmesine kargilik futur pivasasinda Sterling igin bizi ka1 gs,
duruma dugurecek buna karslllk Brnegin Dolarta yatirim yapmami-
71 saflayacak bir stzlegme senedi alarak bir taraftan kaybet-
mempdizm halinde. Sbiir taraftan kazanacagimizdan dalga slanmalardan

etkilenmeyiz. Yani meveut dovizimizin aksine bir migterek bah-

m
)

girmis oluruz, Divizimizdekl degisgiklige (z), futur fiyatin-
dali degigiklige (v} pozisyonumuzdaki defisgikliklere (u} dersek:

Lioe

v = x - ¥y olacaktir.




POL0M v/ OPBIYONTAR :

Opsiyonlar, satin alanlara belll bir mali (kxommuzda ddviz )
helli bir tarihe ksdar, belli bir fiyattan satma veya alma
haklrint veren Takat herhangi bir yikiimlUlik getirmeyen sbz—

legmelerdir,
Sggladiklar: haklara gbre 3 tlrs ayrilirlar;

1— Satinalma opsiyonlari @ 3u tar opsiyoniar belli bir tarihe
kadar, belll bir dgvizi, belli bir fiyattan satin alma hakki
vermektedir, ZZer dovigz fiyatlari hizli yikselme strecine

girmigse boyle bir opsiyen almak yararli olur,. Cinkl, piyasa -

fiyztinin aitinda bir ddvizi almak firsaty dcogabilecektir,

2. Satma opsiyonlara : Bu tiir opsiyonlarda belll bir tarihe
dar, belli bir ddvizi, bellil bir fiyata satma hakkl vermek-
tir, Uzellikle dvizlerin deger kaybettigi slireglerde bu op-
giyon eldeki dovizin alb fivatl icin bir sainar garanti eltiZi
icin yararlidir.

-

3. Gift ybnld opsiyenlar : Hem sstinalma, hem satma haklki tani-

d1gar icin ¢ok yararlidir.

Opsivonlar bir sigorta pelicesl gibl iglev girirlier. Opsiyonu

jrab) re1.sebiglarda her belge ilzerinden old-

51k sebeplerle kil
2) Yatirim amaciyla kullanam,
b) Spekiilatif kezang amacliyla kullanim,

c) 8izorts amaciyla lllanaim,
d) Gelir saglamak anmaciyla lkullanim,
Opsivonlarin Hereti Uzerinde yazila fiyat olmakla beraber

nivde zZamsn deferine sahiptir. Vadesi yaklagtikga doviz xur—
£ P J 3 ca

lerinin brendine gore artan yada azalan bir defere sahlp ola-

caktir, Opsiyonlarin fiyatlari esas itibariyle 1lgili olduklar:

4vviz biriminin kur trendine bagliadir,




Ayrica, alternatif Urun olan futur stzlegmelerinin durumuy-
lada dodal olarzk bajlantali olacakiir, Uzellikle zaman fak-
tori fiyat belirlemeds dnemlidir. G(unkil opsiyonun vadesine ;

vakinlik ve &oviz kurlarinin dalgalanmasi arasinda iligkiler

L

fivat igin belirleyici bir kompozisyon olugturacaktir.

Hem opgiyon g¢ikaraniar, hem lkullananlar ig¢in karliy sirate]i
piyasa kogsullaranin iyl tahmin edilmesi sayesinde olusturuls-

biliz, ' ;




BOLOM VT / DIGER DOVIZ PIVASASI UYGULAMA YONTEMLERI :

- 19 -

4/ DEVIZ BORGTLANMALARL: Bu islem forward islemlere ¢ok
benzemektedir. Ornefin 12 ay sonraya bir misterimizden
faizli § alacaZimiz sizkonusu olacaksa ve Bterling daha
diisiik faizli bir para ise yil sonunds alacaZimizls kapat-
mak iizere bir baska yere Sterlingle borglanmak daha ras-
yenel olacaktar, )

Ancak, bu yola gitmeden tnce forward kurlarinin daha u-
cuza gelip gelmeyeceZinin kontrol edilmesi, ayrica berglan-
ma imkanlarinin da bulunmasi gerekir, ’

B/_KARﬁILIKLI VE PARARLEL BORGLANMA : Bu islemler difer
yontemlerden farklidir. Glnki, olay iki girket arasinda
cereyan etmekite olup, bankalar devre digi kelmaktadir,
Ornezin Ingilteredeki bir sirketle Avusturalyadaki bir
girket birbirlerine borc veriyorlar. Bu karsilikls bore—
lanmadir, Ayraica, herbiri kendi Ulkeginde faaliyet giste-
feﬁ diZerinin yan kurulusuna borg veriyor; Bu da paralel
borglanmadir,

Bu uygulamayle oOzellikle yerel para birimine duyulan
ihtiyaclar pratik bir sekilde c¢ozlilmekte ve kur riski ko-
runmasl saflanmakbtadir,

¢/ VARANT : Bunlarda tipki opsiyonlar gibi sahiplerine
yilkiimlilik getirmeden hak saglayan belgelerdir. Temel a-—

‘yiriel dzellikleri daha uzun vadell alam veya satim hak-

kx saglamalaridir,

Garanti altina slinan menkul kiymetle birlikte satilan
veye clkaran firma tarafindsn belirli fiyatla gerl ali~

nebilen tirleri vardir.




BULUM VII / SONUQ :

Doviz piyasa islemlerinin Snemi 7O'Li yaillardan baglayarak

giderek artmslktadir, Piyasanin blyimesivle birlikte iglem

boyutlariy da biiylmekte; bunlara paralel olarak risklerds

artmaktadir. Eur dalgalanmalari devam ettikee banka ve fir- ;
malarin hem kar etmeleri, hem d8viz varliklarint korumalara :
igin doviz iglemlerine ihtiyag duyulacakiin,

ankalar divizli mevduat toplaylp kredi verens uvluslararasi

3
ticarete aracilik eden, milsterilerinin ve kendilerinin ihti-

1

yaci olan ddvizleri alip satan uruluglardir, Dolayisiyla
kur dalgalanmzlarindan korunmanin caresine bakmak zorunda-

dirlar, Déviz kur riski konusunda g tane Snemli akbtivite
sOzkonusu olabilir; Riski Snlemek, riskiten korunmak ve risk
yonetimini kolaylastirmalk., Bunlar Bankslarin dealing bdlim-
lerinin gdrevi ve amacidir,

Bankalar ve sirketler riskten korunmak veﬁveya kar etmek
icin bir takam araq¢ ve yonbtemler kullanzrsk doviz alim-gati-—
m1 yaparlar, Fakat doviz piya5381 iglemlerinde de; kredi
riski, transfer riski, operasyon rigki, likidite riski wve
yasal siniriamalar gibi bazi riskler vardir. Bunlarads dik-

kst etmek gerekir,

i
i




