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The Foreign Exchange Market
i Size and Characteristics of the market

e — (New York)

ey A
(London)
(Los Angeles)
\/'? IEI{ﬂZ\U—I
/(Tokyo)\ (San Francisco)
7 its e end
/ (Ho g Kong) (Sydngy)
P} b, R 1]
M %ﬁbuiﬂz (Wellington)
I+ (Frankfurt) (Singapore) Start

(Zurich) (Bahrain)
LllLL MM iE G Ghr %



Tablel éfikﬁgli AT G Mg ir T iy H

B4, 10/23E 0T

1989 1992 1995 1998
FEGHIINCALS 5
R #H 350 400 520 590
176 HA FN 5 1 240 420 670 900
N 590 820 1,190 1,500
RTAESNLAT 5
BT AR - - 643 864
RmERR - - 4 10
IR - - 41 87
=87n 590 820 1,878 2.461
Frdi B4
R #H 59% 499% 28% 249%
176 HA FN 5 1 41 51 70 72
iR 0 0 0 0
HARL 0 0 2 4
STt 100%6 100%6 100%  100%

BRLRIE: EHEMERRIT: 1998F4 4 RIBIT R TINCHHMTET B S KR HE

{‘/{'Lf}? S bk



Exhibit 1 Global Foreign Exchange Market Turnover
(daily averages in April, billions of US dollars)
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G & (%) G A (%)
1. e [F $ 637.3 32.3 $170.8 36.0
2. 2H 350.9 17.8 90.9 19.2
3. HA& 148.6 7.5 42.1 8.9
4. Frhn3 139.0 7.1 11.3 2.3
5. [ 94.3 4.8 34.4 7.3
6. Bt 81.7 4.1 15.8 3.3
7. FH 78.6 4.0 3.8 0.8
8. £ H 71.9 3.6 <1.0
9. ¥ KF| I 46.6 2.4 < 1.0
10. faf = 41.0 2.1 <1.0
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12. B XA 28.2 1.4 <1.0
13. HAthE K 226.7 11.4 < 1.0
ISY $1,981.6 100.0% $474.0  100%
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Exhibit 2 Geographic Distribution of Foreign
Exchange Market Turnover (daily averages in April,
billions of US dollars)
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Exhibit 3 Currency Distribution of Global Foreign
Exchange Market Turnover (percentage shares
of average daily turnover in April)
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Functions of the Foreign
Exchange Market

The foreign exchange Market is the
mechanism by which participants:

« Transfer purchasing power between
countries

= Obtain or provide credit for international
trade transactions

= Minimize exposure to the risks of
exchange rate changes



i Market Participants

= The foreign exchange market consists of two tiers:

= The interbank or wholesale market (multiples of
$1MM US or equivalent in transaction size)

= The client or retail market (specific, smaller
amounts)

= Five broad categories of participants operate within
these two tiers; bank and nonbank foreign exchange
dealers, individuals and firms, speculators and
arbitragers, central banks and treasuries, and foreign

exchange brokers.
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Bank and Nonbank Foreign
Exchange Dealers

Banks and a few nonbank foreign exchange dealers
operate in both the interbank and client markets.

The profit from buying foreign exchange at a “bid”
price and reselling it at a slightly higher “offer” or “ask”
price.

Dealers in the foreign exchange department of large
International banks often function as “market makers.”

These dealers stand willing at all times to buy and sell
those currencies in which they specialize and thus
maintain an “inventory” position in those currencies.

Gl At 56r4



i Direct Trade:

A: HI BANK OF A CALLING SPOT DM FOR 3 USD PLS
B: 10/20

A: 3 YOURS
B: OK DONE

AT 1.8110 WE BUY USD 3 MIO AGAINST DM VALUE
MAY 19,1993

USD TO BANK OF TOKYO NEWYORK FOR OUR A/C
544-9-21236

A: DM TO DEUTSCHE BANK FRANKFURT FOR OUR A/C
5678901

Gl At 56r4



i Individuals and Firms

= Individuals (such as tourists) and firms (such as
Importers, exporters and MNEs) conduct
commercial and investment transactions in the
foreign exchange market.

= Their use of the foreign exchange market is
necessary but nevertheless incidental to their
underlying commercial or investment purpose.

= Some of the participants use the market to
“hedge” foreign exchange risk.
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i Speculators and Arbitragers

= Speculators and arbitragers seek to profit from
trading in the market itself.

= They operate in their own interest, without a need
or obligation to serve clients or ensure a
continuous market.

= While dealers seek the bid/ask spread, speculators
seek all the profit from exchange rate changes and
arbitragers try to profit from simultaneous
exchange rate differences in different markets.
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i Central Banks and Treasuries

Central banks and treasuries use the market to acquire or
spend their country’s foreign exchange reserves as well as
to influence the price at which their own currency is traded.

They may act to support the value of their own currency
because of policies adopted at the national level or because
of commitments entered into through membership in joint
agreements such as the European Monetary System.

The motive is not to earn a profit as such, but rather to
Influence the foreign exchange value of their currency in a
manner that will benefit the interests of their citicizens.

As willing loss takers, central banks and treasuries differ in
motive from all other market participants
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i Foreign Exchange Brokers

= Foreign exchange brokers are agents who
facilitate trading between dealers without |
themselves becoming principals in the transaction.

= For this service, they charge a commission.

= |t is a brokers business to know at any moment
exactly which dealers want to buy or sell any
currency.

= Dealers use brokers for their speed, and because
they want to remain anonymous since the identity
of the participants may influence short term
guotes.
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Type of Transactions
= Spot Transactions

Quotations

a. Direct and Indirect Quotes
b. European and American Terms

European Terms American Terms
Foreign currency price of U.S. dollar price of
one U.S. dollar. one unit of foreign currency
£0.5128/% $1.950/£

= Excluding two important exceptions, most interbank
quotations around the world are stated in Eurogganterms; . »
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pot Rate Quotations

Wednesday, January 8, 1997

EXCHANGE RATES

The New York foreign exchange selling rates below apply to
trading among banks in amounts of $1 million and more, as quoted
at 4 p.m. Eastern time by Dow Jones Telerate Inc. and other sources.
Retalil transactions provide fewer units of foreign currency per
dollar.

Currency
U.S. $ equiv. per US.' $

Country Wed. Tues. Wed. Tues.
Argentina (Peso) 1.0012 1.0012 .9988 .9988
Australia (Dollar) .7805 .7902 1.2812 1.2655
Austria (Schilling) .09043 .09101 11.058  10.988
Bahrain (Dinar) 2.6525 2.6525 .3770 .3770
Belgium (Franc) .03105 32.470 32.205
Brazil (Real) — .9615 1.0409 1.0401
Britain (Pound) 946 .5924 2

30-Day Forward

90-Day Forward 5937

180-Day Forward 1.6867 .5952
Canada (Dollar) .7399 .7370 1.3516
30-Day Forward .7414 .7386 1.3488
90-Day Forward 7442 .7413 1.3437
180-Day Forward — 7479 7450 1.3370
Chile (Peso) .002352 002356 425.25
China (Renminbi) .1201 .1201 8.3272
Colombia (Peso) .0009985  .0009985  1001.50
Czech. Rep (Krouna)
Commercial rate B — .03662 .03677 27.307
Denmark (Krone) .1663 .1677 6.0118
Ecuador (Sucre)
Floating rate .0002766  .0002787  3615.00
Finland (Markka) 2121 .2135 4.7150
France (Franc) .1879 .1893 5.3220
30-Day Forward — .1882 .1896 5.3126
90-Day Forward — .1889 .1903 5.2935
180-Day Forward - .1901 1914 5.2617
Germany (Mark) .6352 .6394 1.5744
30-Day Forward e .6364 .6407 1.5714
90-Day Forward — .6389 .6432 1.5652
180-Day Forward - .6430 6472 1.5552
Greece (Drachma) —— .004049 004068 246.98
Hong Kong (Dollar) — .1292 .1292 7.7390
Hungary (Forint) 006139 006164 162.89
India (Rupee) .02787 .02786 35.875
Indonesia (Rupiah) 0004233 0004233 2362.15
Ireland (Punt) —— 1.6664 1.6714 .6001
Israel (Shekel) — .3079 .3085 3.2474
Italy (LiraQ) —HHH— .0006483  .0006510  1542.50

1.3422
424.40
8.3276
1001.50

27.194
5.9633

3587.50
4.6841
5.2838
5.2741

Currency
U.S. $ equiv. per US. $

Country Wed. Tues. Wed. Tues.
Japan (Yen) .008639 .008681 115.75 115.20
30-Day Forward —— .008676 .008718 115.26 114.71
90-Day Forward .008750 .008791 114.28 113.76
180-Day Forward — .008865 .008907 112.80 112.28
Jordan (Dinar) 1.4075 1.4075 .7105 .7105
Kuwait (Dinar) 3.3367 3.3389 .2997 .2995
Lebanon (Pound) —— .0006445 .0006445 1551.50 1551.50
Malaysia (Ringgit) ——— 4018 .4002 2.4885 2.4990
Malta (Lira) 2.7624 2.7701 .3620 .3610
Mexico (Peso)
Floating rate = ——nw—— 1278 1277 7.8220 7.8330
Netherland (Guilder) — .5655 .5699 1.7685 1.7547
New Zealand (Dollar)  — 7072 .7106 1.4140 1.4073
Norway (Krone) .1540 .1548 6.4926 6.4599
Pakistan (Rupee) ——  .02529 .02529 39.540 39.540
Peru (new Sol) .3814 .3840 2.6218 2.6039
Philippines (Peso) ——  .03800 .03802 26.318 26.300
Poland (Zloty) .3460 .3475 2.8900 2.8780
0 006307 .006369 158.55 157.02
Russia (Ruble) (a 0001788 5595.00 5594.00
Saudi Arabia (Riyal) 3.7503 3.7502

Singapore (Dollar)

Slovak Rep. (Koruna) = .03259 30.688 :
South Africa (Rand) — 2141 .2142 4.6705 4.6690
South Korea (Won) — .001184 .001184 844.75 844.65
Spain (Peseta) — .007546 .007603 132.52 131.53
Sweden (Krona) — 1431 1435 6.9865 6.9697
Switzerland (Franc) — .7334 .7387 1.3635 1.3537
30-Day Forward 7357 7411 1.3593 1.3494
90-Day Forward - 7401 7454 1.3511 1.3416
180-Day Forward — 7470 .7523 1.3386 1.3293
Taiwan (Dollar) .03638 .03637 27.489 27.493
Thailand (Baht) .03902 .03906 25.625 25.605
Turkey (Lira) 00000911  .00000915 109755.00 109235.00
United Arab (Dirham) .2723 .2723 3.6720 3.6720
Uruguay (New Peso) =
Financial 1145 1145 8.7300 8.7300
Venezuela (Bolivar) — .002098 .002096 476.70 477.12
SDR 1.4315 1.4326 6986 .6980
ECU 1.2308 1.2404 e

Special Drawing Rights (SDR) are based on exchange rates for
the U.S., German, British, French, and Japanese currencies. Source:
International Monetary Fund.

European Currency Unit (ECU) is based on a basket of community
currencies.

a-fixing, Moscow Interbank Currency Exchange.

1.4037

The direct
quote for
British
pound 1is:

£1 =351.688



Spot Rate Quotations

Currenc
W U per U
Countr W T W T - -
EXCHANGE RA Japan(Y ____ .008639 .008681 115.75 115.20
30-Da — .008676 .008718 115.26 114.71 e
. 90-Da —— .008750 .008791 114.28 113.76
at4p 180-Da — .008865 .008907 112.80 112.28
Retail tr Jor —— 14075 1.4075 .7105 .7105
dollar K —  3.3367 3.3389 .2997 .2995
ednesdareg Cetenaes.  ed .g.bl%l%anon P — .0006445  .0006445 155150  1551.50 l I O e Or
% per U : [ Mala — 4018 .4002 2.4885 2.4990
Countf 8 Song banks in amoumsw 1 millionan& feore Malta (ir  ———— 27624 2.7701 3620 3610
e —_— L L]
A . )1,'3353 So08 Floating r - 11278 1277 7.8220 7.8330
A Netherland (Guilder)  — 5655 .5699 1.7685 1.7547 rl 1 S
Bahram l( Ne = 7072 .7106 1.4140 1.4073
Belgium Norwa - .1540 .1548 6.4926 6.4599
Brazil (R P — 02529 02529 39.540 39.540 o
Britain (P _ .3814 .3840 2.6218 2.6039 .
30-Da —— .03800 .03802 26.318 26.300 O l I I l 1 S
90-Da .3475 2.8900 2.8780 °
180-B (Lirate ) .006369 158.55 157.02
Canada (quﬂer) . Russia (Rub — 5595.00  5594.00
30-Da - . . Saudi Arabia (Riy — 3.7503 3.7502
90-Da - 7442 1.3489 Singapore (Dollar)  —— 7116 7124 a
180-Dal 7479 ela 1. 1.3422 Slo . - 03259 03259 30.688 30.
Chile (P .002352 002356 425.25 424.40 South Africa (Rand) —_ 2141 .2142 4.6705 4.6690 —_—
China (R ) 1201 1201, 83272 83276 gou.th (}f: — -88%2‘61 -88%3‘31 fligézl-;g ?glll-gg .
Colombia (P - [iT9/oNN ) pain — J . .
cz (e|) 0009985 i 00099&"_’""" Sr 100180 ¢ Fnnsweden (Krona) — 1431 11435 6.9865 6.9697
Combhercial r —— 03662 03677 W fesgnk Currergy Exghaegtz — 734 7387 13635  1.3537
Denmark (Krone) — — .1663 1677  6.0118  5.9633 30-Da —_ .7357 7411 1.3593 1.3494
Ecuador (Sucre) —_ 90-Da —_ .7401 7454 1.3511 1.3416
Floating r — 0002766 .0002787  3615.00 3587.50 180-Da — 7470 7523 1.3386 1.3293
Finland (Mar - 2121 2135 47150  4.6841 T .03638 .03637 27.489 27.493
France (F _ 1879 1893 53220 52838 Thailand (Baht) _____  .03902 .03906 25.625 25.605
30-Da _ 1882 1896 53126 52741 T 00000911  .00000915 109755.00 109235.00
90-Da - 1889 1903 5.2935 5.2558 United 2723 2723 3.6720 3.6720
180-Da - . . . 224 Urugua =
German _ _é%g% ,égéi i,é?ﬂ 5_5638 Financial — 1145 1145 8.7300 8.7300
30-Da - 6364 6407 15714 1.5607 \ — .002098 .002096 476.70 477.12
90-Da - .6389 6432 15652  1.5547 -
180-Da —_ .6430 6472 1.5552 1.5450 SDR = 14315 1.4326 .6986 .6980
Greece (Dr —  .004049 004068 246.98 245.80 ECU — 12308 1.2404 L e
Hong K -_ 1292 1292 7.7390  7.7390 )
Hungar —  .006139 .006164 162.89 162.23 Special Dr
India (Rupee) —— 02787 02786  35.875  35.890 the U
Indonesia (Rupiah) 0004233 0004233  2362.15 2362.63 Inter ) i
Ireland (Punt) —— 1.6664 1.6714 6001 5983 European Currency Unit (ECU) is based on a bask
Israel (Shek - .3079 3085  3.2474  3.2412 currencies
Ital 0006483  .0006510  1542.50  1536.00 a-fixing, Mosco




Spot Rate Quotations

W

EXCHANGE RA
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at4p
Retail tr
dollar ednesd
arES Y, C‘E‘f‘srénc“es' ed:
la@d ‘gnong banks in amounts of$1 million an re per U
Countr nsactlonsyro W ¢ oqu d w T
Ar Bt oIS 1'00s9und) 9983 o0ss
A R Uy X0 1.2812  1.2655
A 09,1 @a|andl 10.988
Bahrain (D 2 .3 .3770
Belgium § i thange. % eso)32 470  32.205
Brazil (Redl] — 615le) (3§.0409  1.0401
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90-Da ﬁ: — 7442 74y 1.3437 1.3489
180-Da; 7479 erszuela 1.3370 1.3422
Chile (P ma)— 002352 .002356 425 25 424.40
China (R inbr) .1201 g% 8.3276
Colombia (B .0009985 0009 Onahwwr 1001 &% com
Cz el) ... w Interbank Currency.Ex(
Commercial r B — .03662 .03677 27.30 27.194
Denmark (Krone) .1663 1677 6.0118 5.9633
Ecuador (Sucre)
Floating r .0002766 .0002787 3615.00 3587.50
Finland (Mar 2121 .2135 4.7150 4.6841
France (F .1879 .1893 5.3220 5.2838
30-Da — .1882 .1896 5.3126 5.2741
90-Da — .1889 .1903 5.2935 5.2558
180-Da —— .1901 1914 5.2617 5.2243
German .6352 .6394 1.5744 1.5639
30-Da — .6364 .6407 1.5714 1.5607
90-Da — .6389 .6432 1.5652 1.5547
180-Da —— .6430 .6472 1.5552 1.5450
Greece (Dr —  .004049 004068 246.98 245.80
Hong K — 1292 1292 7.7390 7.7390
Hungar 006139 006164 162.89 162.23
India (Rupee) .02787 .02786 35.875 35.890
Indonesia (Rupiah) 0004233 0004233 2362.15 2362.63
Ireland (Punt) 1.6664 1.6714 .6001 .5983
Israel (Shek .3079 .3085 3.2474 3.2412
Ital .0006483 .0006510 1542.50 1536.00
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South Africa (Rand)
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30 Da
90-Da
180-Da

T
Thailand (Baht)
T

United
Urugua
Financial

SDR
ECU

Special Dr
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Inter
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u
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.008639
.008676
.008750
.008865
1.4075
3.3367

.0006445

4018
2.7624

1278

.5655
7072
.1540
.02529

103902

00000911

.2723

1145
.002098
1.4315
1.2308

.00000915

.2723

1145

.002096

1.4326
1.2404

European Currency Unit (ECU) is based on a bask

Currenc
per U

W T
115.75 115.20
115.26 114.71
114.28 113.76
112.80 112.28
.7105 .7105
.2997 .2995
1551.50 1551.50
2.4885 2.4990
.3620 .3610
7.8220 7.8330
1.7685 1.7547
1.4140 1.4073
6.4926 6.4599
39.540 39.540
2.6218 2.6039
26.318 26.300
2.8900 2.8780
158.5 157.02
5595.00 5594.00
3.7503 3.7502
1.4053 1.4037
30.688 30.688
4.6705 4.6690
844.75 844.65
132.52 131.53
6.9865 6.9697
1.3635 1.3537
1.3593 1.3494
1.3511 1.3416
1.3386 1.3293
27.489 27.493
25.625 25.605
109755.00 109235.00
3.6720 3.6720
8.7300 8.7300
476.70 477.12

.6986

.6980

Note that
the direct
quote 1s the
reciprocal
of the

indirect



Foreign Exchange Rates

i and Quotations

= As mentioned, several exceptions exist to the
use of European terms quotes.

= The two most important are quotes for the euro
and U.K. pound sterling which are both
normally quoted in American terms.

= American terms are also utilized in quoting rates
for most foreign currency options and futures,
as well as in retail markets that deal with
toursists.

Gl At 56r4



Foreign Exchange Rates
and Quotations

Interbank quotations are given as a bid and ask (also
referred to as offer).

A bidis the price (i.e. exchange rate) in one currency at
which a dealer will buy another currency.

An ask is the price (i.e. exchange rate) at which a
dealer will sell the other currency.

Dealers bid (buy) at one price and ask (sell) at a slightly
higher price, making their profit from the spread
between the buying and selling prices.

A bid for one currency Is also the offer for the opposite
currency.

Gl At 56r4



Cross-rate of Spot and Arbitrage
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Cross-rate of Spot and

i Arbitrage

= Many currency pairs are only inactively traded, so
their exchange rate is determined through their
relationship to a widely traded third currency (cross
rate).

= Cross rates can be used to check on opportunities
for intermarket arbitrage.

= This situation arose because one bank’s (Dresdner)
guotation on €/£ Is not the same a calculated cross
rate between $/£ (Barclay’s) and $/€ (Citibank).

IIIII’/.-;'._-\-I - & - £ ey o I.*.
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Cross-rate of Spot and

i Arbitrage

= Citibank quote - $/€ $0.9045/€
= Barclays quote - $/£ $1.4443/%

= Dresdner quote - €/£ @620@
+

s Cross rate calculation:
$1.4443/£
=€ 1.5968/L
$0.9045/€

Wi Masgahry




Exhibit 4A Triangular Arbitrage

Citibank

End with $1,014,533 ‘ ‘ Start with $1,000,000

(6) Receive $1,014,533 (1) Sell $1,000,000 to
Barclays Bank at $1.4443/£

Barclays Bank
(2) Receive £692,377

Dresdner Bank

(5) Sell €1,121,651 to

Citibank at $0.9045/€ @ (3) Sell £692,377 to Dresnder Bank

- t €1.6200/8 -2
4R 1,121,651 a B g
(4) Receive €1,121,65 Eﬁl /ﬁériﬁgﬁﬁ%ﬁ%



i Forward (Exchange) Transactions
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i Appreciation and Devaluation

= Measuring a change In the spot rate for
guotations expressed in home currency terms
(direct quotations):

= %A = Ending rate — Beginning Rate , 1o
Beginning Rate

= Quotations expressed In foreign currency
terms (indirect quotations):

s %A = Beclinnin]g1 Rate — Ending Rate 100
j nding Rate x

Gl At 56r4



i Appreciation and Devaluation
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i Premium and Discount

= Forward premium (discount)

Forward — Spot 12
= d P x — % 100 %
Spot n

AN AZIHE L HR (BAHBERR)
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i Premium and Discount

Fig VR BB A R AT 2 4 SF1.5035/$, 30zt iy
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1 1 |
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i Premium and Discount

U2 FE 30 K 2 yous B /K Bl iG 7K, Ay
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SF1.4975/$~SFL5035/$ 12 0 4 500

SF1.5035/% 1
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Foreign Exchange Rates

i and Quotes

= Forward rates are typically quoted In terms
of points.

= A forward guotation Is expressed In points
IS not a foreign exchange rate as such.

s Rather, It Is the difference between the
forward rate and the spot rate.




Foreign Exchange Rates

i and Quotes

a. Outright rate

b. Points rate or Swap rate
Forward rate=Spot rate+Forward premium (—discount)

USD/ GBP DEM/ USD FRF/ USD
Spot 1.5060/70 1.4330/740 4.1200/50
1IMTH 35/30 49/44 10/30
SMTHS 94/89 99/94 20/70
6MTHS 168/153 285/270 70/160
12MTHS 270/240 575/550 120/200

L{L_ Ht15a5hrK



i Forward Quotations
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i Forward Quotations

mESHIHAIC®E  1.5060 1.5070

— 94 89

3 HIB T

2% TG {10 2

—

61~ H < iz

L& 1.4966 1.4981

4.1200 4.1250
+ /0 160
LR 4.1270 4.1410
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i The case analyses for forward
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i Bk DAY 3% BR AN #e 4

e AR NS B¢ 5>t T %2 I e St . i LN )

84-03-07 $10,000,000 216.00  84-09-10
S H

84-07-05  $5,000,000 237.50  84-09-10
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i 3 AR 3T B AN 4

WHEIEREN T
BH5E, E#1,000hE &y, 2HAH], HITEAN:
$1,000 /7 X¥216/$ = ¥216,0007

Hk, HEmEIEIT500F%E5T, HolAR:
$500 /7 X¥237.50/$ =¥ 118,750/

)G, ZERIEA e 50053% 0, HItlA K.
$500/7 X¥244.10/% = ¥122,05007

R, LSEEHH:
¥122050+¥118750—¥216000=¥24,800%
X 24,8007 H JT IF A2 38 13 50z 37 i 3R 8 e as o

'l'/.;._;- = . | «# ;‘_-_ ‘.:‘\ " I.*‘
Gl At 56r4



L
L]

@ P

EHABOBRELEDOSREREEZHETT,
SEH &

I
4 HH

/

84-02-01 $2,000,000

3H7H, #:

S ei

84-03-07 $2,000,000

XHE, SH2HIRE\IMNLEM

oM

iz BRI 2R
232.00

2 HuiTiF BT RIble

219.50

A

— P

H

RIT

84-05-02

(232.00—219.50) X 2007 Hyt=2500J; HJt

Lr{L f';’ t12

H AR SR

211 H #A
84-05-02

wh 1k



i I

AN

AT oyt

AT IMCEAL

— R S BB — P T 7 A% 2

BT

S

Bj7

7L):bk’ %
=R

/////'
\\\\\

S*4E3E f5 3K

E PR v 2 T B

S* S5k




i ZEFIC T 5 EHEAL

S=FF5.6535
SEH105%KITE
S *=FF5.6525=S
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i 76 AN T 3 E 8L
/7 1/8 1/9 1/10

F3=SF1.6230 F1=SF1.5230
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i ) 7 B 2 S b B e 2 B R 25

B, WETRE, MEEI0%KIWEE, 180K

IEEIECE

£5,000 (1+10% X180/360) = £ 5,250

B=20: RUBIH S B [m

XIG, XEFVCERNA

$1.97 £ , WIBIRIS=ZTTHCA -
£ 5250X%$1.9/ £ =$9,975

WRRF LTI R ICH B

-3

T

, 180KLLE, A1

$10,000 (1+6% X180/360) =3%$410 ,300., .,

SUEIE '“" 1914



i ) B 7 58 2 e B S B 25
TEHAFAME L T B8R 17

KTURAH  JTRAEE  RIuFHHH

180K/GHIEAICE $2.04/E  $2/E£ $1.9/£

KBIZETT  5250x$2.04/£ 5250x$2/£ 5250x$1.9/£
=$10,710 =$10,500 =$9,975

BEA R 14.2% 10.0%6 -0.5%
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EIHAAAME O T B -

£E RN HATE 378 1 7 32 o i B HAVE R ¥ ji 5,000 3 8%

7] i 7R SN T 3 EAETT 180K Y K 26 Jriz 3
52y, 180 KK E N$1.98/E, XH 2| E
TEY), FBEHER S TA 0 R Tk -

£5,250X$1.98/7£ =%$10,395
FWRERN

(10,395—10,000)/10,000X360/180X100%=7.9%0
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i A FH 2z B 5 240 322 S ) e ) 2% i %

A company wishes to borrow 10 million Finnish
Markka for two years, but can only borrow on a six-
month floating rate basis. Forward contract can be
used to create a liability on a fixed basis.

The company borrows 2 million Eurodollars for two
years at 6% per annum.

Spot exchange rate: FM 5.00/$
two-year forward: FM 5.10/$

Please show how and calculate FM cost of
financing.

Gl At 56r4
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1) To borrow FM 10 million: LIBOR + Margin
2) To borrow $2 million

$2,000,000 6% S,=$2,000,000(1+6%)?
=$2,247,200
S[t)=FM5.00/  2-year F2EFM5.10/
\ 4
FM10,000,000 2% FM107000,000(1+?%)?

=FM11.,460,/720

?%=7.05%



i Swap Transaction
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i Interest Rate Parity—IRP

The theory of Interest Rate Parity (IRP) provides
the linkage between the foreign exchange markets

and the international money markets.

The theory states: The difference in the national
Interest rates for securities of similar risk and

maturity should be equal to, but opposite in sign
to, the forward rate discount or premium for the
foreign currency, except for transaction costs.

'I'/.;IF;" = @l 4. g W
U= Y DI Lk Y



i Interest Rate Parity—IRP

I |

t t+T
S(t) —the spot rate of exchange
F (t, T)—the forward rate of exchange
| —domestic Interest rate

| * —foreign interest rate
Quotation: $/£




Interest Rate Parity—IRP

1) t: toborrow $1atiinUS: $1
t+T: to repay $(1+iXT/360); (1)
2) to covert it to £ at 1/5(t);
3) to invest in UK at i* for T days:
1/S()[1+ 1*T/360];
4)t+T: tosell £ for T days at F(t,T)

i[1+ i*L] F(t,T) (2)
S(t) 360
=@y [1+i*l01|:(t,T)
360 S(t)" 36



‘L Interest Rate Parity— IRP

1 + 1 T—
F (. T) _ 360
> (1) U LI
360
1+ ig-go
F(t,T)=S5(1) T (no transaction cost)
1+i
360

G Matsaghrt



i Interest Rate Parity— IRP

- F(t,T)—S(t)x@ 1+i*L]
) S(t) T 360

L F(L,T)-S(1) 360
TSt T

-.-.-"I:_." . L & ot ry e I
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i Covered Interest Arbitrage— CIA

= The spot and forward exchange rates are not,
however, constantly in the state of equilibrium
described by interest rate parity.

= When the market is not in equilibrium, the
potential for “risk-less” or arbitrage profit exists.

= The arbitrager will exploit the imbalance by
Investing in whichever currency offers the higher
return on a covered basis.

= This Is known as covered interest arbitrage (CIA).

'I'/.;_;" A 1 £ g W
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Covered Interest Arbitrage— CIA

Start
$1,000,000

S =¥ 106.00/$

Eurodollar rate = 8.00 % per annum

> x 1.04 >

Dollar money market

— 180 days ——

Yen money market

¥ 106,000,000

» x 1.02 >

Euroyen rate = 4.00 % per annum

End

$1,040,000 Arbitrage
$1,044,638 Potential

|

Fie0 = ¥ 103.50/%

¥ 108,120,000
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