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Currency Regime Choices for Emerging Countries
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Capital Flight
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Lecture Agenda

Foreign exchange market FOREX cMaall Jolis (89w
Foreign Exchange Market Participants eI CMasdl Ggw (3 Jolal N
Spot Transaction Sy el Jglud!
Outright Forward Transaction 7ol Jgla]

Swap Transaction Qaw\ Joladl
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Lecture Objectives
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Lzl OMeadl J9lus (g iy
Foreign Exchange Market

dabail 30,1 (ye dimd Meall Jslis @iy A (o I (uasalls (Sala)l Sl 9o

Reuters, Telerate, EBS, Bloomberg :W, gy 459 A3V Jgladl zel g
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Geographic Extent of the Market

T8od=o Byl (§ Joludl ey Jo

T gl UM OMaadl Jgladd B gs ol 92 L

Jocl

o Jeel — dbgaze @gaxl i WY



4ol 1 rdol | rdol |

2940l M= Lealle Moald Jslally Jslud 48,
Foreign Exchange Dealing Times Worldwide

Foreign Exchange Dealing Times: GMT Tokyo, Sydney, and Hong Kong Overlap
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iz OMlaadl Bgw dad599 duanl
Foreign Exchange Market Functions

Ol o 4812l 8gall Jas .1

Bl o Lo Bole ddlol I Molaadly &gl 8ylxdl O0Y (§)9 2o yal Idarg
dalizo dubg Oee W3 Olaby (§ LS (&

49l &yl WMelaall OlesdNl 1843\ (e Jgua=ll .2

J9l o Lehals @iy (a1 Ll slgally a8l 031 gatl) pd g3l el

Hedging < ~all jlal bl (o,ail Julas .3

Ialaianl AST QBT ) Sblsall a5 o1 "bgmill" (§ dodsvinnall @9l )5l Blgal 483
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Ll Mol Bgw Bl Lol
Foreign Exchange Market Participants

59| =
{ 21,83 } { Interbank or wholesale }

Client or retail market
market

EOMaadl Bgao S5-I J9ladl 983 duwl) Sl juas Sl

1. Bank and non bank foreign exchange dealers Al Oluwgally oyl Sl 1
2. Individuals and firms conducting transactions jlaitwl of 8yl o5 &8adlg 51,891 2
3. Speculators and arbitragers Og=>yallg Ogylasll .3
4. Central banks and treasuries dio3ly Al 8yli99 43Syl Hesdl 4
5. Foreign exchange brokers J9lad! 8 awlaw .5
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Ll Mol Bgw Bl Lol
Foreign Exchange Market Participants

el Oliwsally duylt)) gl 1
lawd Sl Sy Olgiue die EMaadl o Lgig3e Whgtun de Blasdl Jl o o
Hoidl Jz @le wgis o0 %20 -%10 o paluy b Wk g csye cDloall Jolis - @
Hladieed! o1 8)lxdl oy S adlg 81,81 2
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LVl Mol Bgw Bl Lol
Foreign Exchange Market Participants

Ogbasl 1.3
Joladl ddans 1909839 cGgund! )l ol Olova) Aol (393 Ao ) egiduasd O glany
Bye S 3 8a>lg g S

Og>yall .o 3
dioljiadl MY o Bolaiwl glgl (g Ll Lol agizlinn) G glany
dalizeall Blgudl (3 B pall jlawl (3
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LVl Mol Bgw Bl Lol
Foreign Exchange Market Participants

osadlg ALl Byl99 43Sl 2gidl 4
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L Mol Bgw Lol
Foreign Exchange Market Participants

Jglodl 5 elose 5

slasll e LS Ggedl 3 0l da Jbo sz 58 Lol jlinowe
.Registered representative Jawedl Jiosll ol (Y dso) gl )l (8,23 U3

Technical Analysis WSU FIVESN] LﬁwJ\ Jalodl malon ddle s (de 090 Ol oo
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Transactions in the Interbank market

Currency Traditional Symbol

U.S. dollar (USD) S

European euro (EUR) €

British pound (GBP) £

Japanese yen (JPY) ¥

i Joasl — dbgaze Gobxl ppexr

S (oYYl
€ 994

£ ediw)l

¥ LW
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Transactions in the Interbank market

@Price C@ P oIl des :Direct Quote bl yaw oy @

LYl dlas :Indirect Quote folw Ae yaw jo,c
$1.2174 = €1  Ju ;
l Ml dlae (o)l dacy cduizl dac (2

Foreign / Unit Currency
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dpoany )l Cazuall (39 5L,391 1) S Bt)) Sgiane de s
First: FX Rates on Individual level and official newspaper

Meall ol (28] iy drg

95l bl Ao g ¢ oyl Yol (o (peluadl Alac 14505001 @

S1.2174 = €1

S Y9l eliddl Aaes cgy94l (2 ool dlos 14595991

€0.8214 = S1

AW Aslaall e lgindad Jrlie daall yau e Jgmasdl oS A3 Aol A83e Login 23D

Unit Currency = 1/Base Currency
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49991 s, lall Tadg Jams LT o108
994 (2 eldl dlas (9SS

1) Euro 0.8632= USD 1, Euro1=....USD
- =l
Furo=1/0.8632 = USD 1.1584

2) Euro 0.8888 = USD 1, Euro1=...USD
: =)
Euro=1/0.8888= USD 1.1251

401 1 Fdol | rdol |

Practical Examples

3o, At lal) 39 Jand Ll (218
oI Yol (2 el dlas 0555

1) USD 1.2551 = Euro 1, USD = ....Euro
:J=d)
USD =1/1.2551 = Euro 0.7967

2)USD 1.1789 = Euro 1, USD = .... Euro
:J=d)
USD =1/1.1789 = Euro 0.8482
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Interbank M= s 4zl el Bgeo 310 &alal! ’Lub

Second: FX Rates through Interbank

W T‘LLQ..C R 5J>\3 5J.>3 ;\JwJ uoj).’uov” M\ :Bid f—!;w °

USD / SAR USD / SAR = 3.75/ 3.79 3.75/79
Bid:
Ask:
Swzio)l Aondl  Aoogiuedl Alandl sl e 2 o
Quote Target blae Vo1 hlae Ve 1
Currency Currency S92« dby  Gdgaw JUy)
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Transactions in the Interbank market

ddiiiwe dlolas dJols dlelas dy)gd dlolao
Outright Forward Transaction Swap Transaction Spot Transaction
Laad Cdlll Jumudy B! e &9 =L ades (e Hle (2 plesly doladl jaww e BV iy
Aelaall dpas3 o (N9 €699 S ) Aaall oo digas dpeS Aoy Jr925 @iy cdlolaoll (5)53ll
I3 Stitne Jagonills i g oyl dgadl Guat) Y1 e pgr IS dinYl Alaa)
s 0812419,6,3,2,1 Tl Byag cdlolandl 7o)l (10

Value Date 5 Lgud! / Jsg=i!
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1. Swap Transitions

)5 dlolao Sl 5813 UM (Sosel 5Y95 a1 40 s> o5 I zliss duplas] &S 1 s
ol Yl e Ale (o181 CaJBS Jaxs 09
1. Sells £ 20,00 , 2 Month Forward contract at $1.8420/£
Cadgtl) e (39
2. Buys £ 20,00 , 3 Month Forward contract at $1.8400/£
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2. Forward Currency Exchange Contracts

“"l. CN ” ‘) . ]! SQF}J\ M %M}
Sorel Y5 oo GLL ¢ el e

-

.

=h
H<

Indirect Quote
Y dwinl dee (2 wled dlac
Spot: ¥ 105.65 = USD 1.00
Forward 3 months: ¥ 105.04 =USD 1.00

A g Direct Quote A

$ ald) dlas (o olud) dac
Spot: USD 0.009465125=¥% 1.00
Forward 3 months: USD 0.009520183 =¥ 1.00

FC _ Spot- Foward 360
fr~= X x 100
Foward days
105.65 - 105.04 360

= 10504 X 30 X100 =+2.32% p.a

i Jeasl — dbgase Gobl ppexr

J - /
H Forward - Spot 360
f'' = X x 100
Spot days
¢ _ 0.009520183 -0.009465125 360 .
fr = 0 009465125 X 30 x 100 =+2.32% p.a
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Cross Rates

A3 Al AS5adl LagilBMe (1o bgwmo copidas (1 G po yau 9o aboliiall o pall jau o
EMoladl Gl 8 o lawel dpdss @y g cdasd i Lgde Jolaadl ai Y @dlaall o S o
blady Jolas (6531 ey Lghayy da

OLWI - 5:55b (3 &8 &le olas Sl pgid (b () Flizes SaunSo 3)yiame s ke

Japanese Yen ¥ /110.73 S
Mexican Peso MXP /11.4456 S

Japanese Yen ¥ /S y 110.73
Mexican Peso MXP /S 11.4456

¥ /MXP = =¥9.6745 / MXP
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Intermarket arbitrage

EMaadl Z1931 B po lawel (s B9,801 Ao Blgwd) ( oyall DM Coug @l edleladl (&
ool s o) Adslall G pall Hlad alusoisl @iy cud gl uds (§ Azl

o ) ~ N
Citibank $1.2223/£ — Barclays / Citibank =€/ £
Barclays Bank $1.8410/€ B -

Dresdner Bank €1.5100/£ €1.5061/f

- / -

[ Dresdner €1.5100/£ J [ Jolao J [ Cross Rate € 1.5061/ £ J
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s )/ ddaaadl SMelaol!

Intermarket arbitrage
Jle

Citibank New York

(6) Trader receives (1) Trader sells USD 1,000,000 to Barclays
uUsSD1,000,112 Bank at USD1 5585/GBP
Dresdner Bank Barclays Bank, London

(5) Trader sells EUR752,133 to (2) Trader receives GBP641,643

Citibank at USD1.3297/EUR
(4) Trader receives EUR752,133 —= (3) Trader sells GBP641,643 to

from Dresdner Bank Dresdner Bank at EUR1.1722/GBP
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Foreign Exchange Rate Determination
and Forecasting

i Joasl — dbgaze Gobxl ppexr

asolalsl

U_ se £
U Jooo
ML AN A ACACE MY



401 1 Fdol | rdol |

8 o oeal| ]

Lecture Agenda

Exchange Rate Approaches,
Its Importance and Characteristics

First Approach: Purchasing Power Parity

Second Approach: Balance Of Payments -
Cash Flow

Third Approach: Asset Market Approach
(Bonds Prices)

Monetary Approaches:
Controlling Banknote

i Joasl — dbgaze Gobxl ppexr
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Lecture Agenda

Currency Market Intervention
Disequilibria: in Emerging Market

Global Crisis (Asia - Russia -

Prime Mortgage 2008)

Predicting the exchange rate

i Joasl — dbgaze Gobxl ppexr
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- gy - L) dadladl colopMl
(2008 syl o))
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Lecture Objectives
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Exchange Rate Approaches, Its Importance and
Characteristics

48 gudl doutll Lgid)ling OMeadl oy dlslall dagdl slo] 1 B pall prw i 3yl By
4 91ied!

(23 B pall Hlawl it LS 4y Gyl D Llia

Parity conditions Joldl bbg & @

Balance of Payments «legduadl Olno o

Asset market &bl g0Vl Blgwl o

pmnizead) daasat)l Ly ¢ Joll (gulend) sLatdy) Oliddias egd slaedl 3 A3 ) Loyl

52 G pall Blgul ) adl tie Ggllas 1dgh ddlytdl duelazzVlg dalendl eolaslg cdslazdYls
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dpnlandly 3Lz ol gall B nall yau oy 36 e Jlie
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Example on specifying the Exchange rate through
Economic and Political factors

S8l (3 Bl Blewdl § G pall Hland Sl &)l Oladl o e duimatl 4l (§ Caasd)

4828l pe dmzrlyell 3 Axall Blgwdl wlol (3 TS lolgw) Speculation dyladl caalu
O 3 Ll dassall 5lall Hlawd (e dax Wl 8151 Hleud Secured Arbitrage
O ldawd! (3 ASCad Busuadl GLY ol 8 Addsdl 3051l elasyl il )

B3V oy UM Al
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Purchasing Power Parity

2o 3] bolae o dland G pall pa piy d81adl Sl ol gin $L3I IS (10
oo e gazma) dowd) Hlawdl (e 00pudss wing caded) Hlawd duwdll Ol sl e
FAWA]

Big Mac Index _wlas

B o dadee 459SJ DI oz (3 Big Mac e (S9lud (o ($olaidl julide
ol ke o G pall e dods) fMngJLc
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Big Mac Index b
Big Mac Index Scale

BMI plaianl $o,e91 Y5l sl Olgdl o 3 pall yane dyidss

=PI - Yu a n 1 3 . 2

5=
é USD 3.73

T 39l G pall yaw e BMI oy

i Joasl — dbgaze Gobxl ppexr

PPP exchange rate = Yuan 3.54/5.
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Big Mac Index b
Big Mac Index Scale

ASTGgdl Y515 G pall o
Yuan 6.75/S Vs PPP Yuan 3.45/S
L9l @iy dlasd) Of s PPP yaaa B guad)] yas d3)lie Lie
48% duwdo Jol W yaw y0 OL-CTM

Undervalued

J31 Ggudl S5 B nall yau
Yuan 2.75/S Vs PPP Yuan 3.45/S
Leg15 iy dlaall Of grisitesd PPP o Bgad) yaww d3yla0 dic
20.29% deus Jodl b pao o J5T yaaao

i Joasl — dbgaze Gobxl ppexr
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Big Mac Index wlés
Big Mac Index Scale

(1) (2) (5)
Big Mac Actual Dollar (3) (4) Under/over
Price in Local Exchange Rate Big Mac Implied PPP Valuation against

Country and Currency Currency on July 1 Price in Dollars of the Dollar Dollar
United States $ 3.73 — 3.73 — —
Britain e 2.29 1.52 3.48" 1.63" —7%
Canada C$ 417 1.04 4.01 1.12 7%
China Yuan 13.2 6.78 1.95 3.54 —48%
Denmark DK 28.50 5.81 4.91 7.64 32%
Euro area € 3.38 1.28 4.33" 110” 16%
Japan ¥ 320 87.2 3.67 85.8 —2%
Russia Rouble 71.0 30.4 2.34 19.0 —37%
Switzerland SFr 6.50 1.05 6.19 1.74 66%
Thailand Baht 70.0 32.3 217 18.8 —42%

*These exchange rates are stated in US$ per unit of local currency, $/€ and $/€.

"Percentage under/over valuation against the dollar is calculated as (Implied — Actual)/(Actual), except for the Britain and Euro area calculations, which are
(Actual—Implied)/{implied)

Source: Data drawn from “The Big Mac Index," The Economist, July 22, 2010.
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Balance Of Payments - Cash Flow
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Asset Market Approach (Bonds Prices)

Il UgeoYl o de gazmal Cllally (o, ladg (8 pall yaw ass ok grgired U adg
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AWl Bl (3o S (@ 3995l e @l (@ latied oo dums Lad dioully (53LasdYl godll
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Challenges Facing Asset Market Approach

e o
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Challenges Facing Asset Market Approach

Bl uid (de el e d5)u3 Ue ogo 50 Lo W ducloandlg diolaidl duall dadl e
sl s e el A3liatdl B (3 )W)l dadgiall_ag Al Oleiall e
2945l e ALl Jadlall (6 paiiuna) dage OB ASg> lulon ddlauan @

Y e el 86 Judas ] 4Sad ) 8l dSy> oluylas (6385 Of (S
el 89,5 Calual e aSadl 1S 45> §ylus & ol

i Joasl — dbgaze Gobxl ppexr

aogalsl

J-o-c!



401 1 Fdol | rdol |

sl @Sl B9 (3 (Sl sl el
Monetary Approaches
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Comparing Approaches to Define Exchange Rate

Parity Conditions Joladl bog &
peat)l Hlawd 1

35l el |2

Al Mol Jols Hlawl 3

§dlosll |
= &/ 69!

Asset Approach 4JWl Jg0Yl
Al Jgaod daidly (25allg I 1
$3LaidVlg qwlew )yl 2
Al Dged! 3

B 9iall ($obaidVl geill 4
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Balance of wlegodall Ol
Payments
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Important Terminologies

Contagion Economic Crisis daiiell LabaidNl dejyl e
Ablas asbas @13 6,31 Olabg 4 85l gl I Lo Ay (§ dejl lacsl
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Important Terminologies
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Disequilibria: Exchange Rates in Emerging Markets
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The Asian Crisis, July 1997
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Causes of The Asian Crisis, July 1997
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The Russian Crisis 1998
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i Subprime Mortgage Crisis 2008

Housing
Boom
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Lecture Agenda

Currency Derivatives

Foreign Currency Futures

Foreign Currency Options

Cross Currency Interest Rate Swaps

Interest Rate Risk

i Joasl — dbgaze Gobxl ppexr

4l laie]l
dlidiwall 3 gdall
dyyLazl dgdall

ddoladl 5 gaall

53| e a5 ol

aogalsl

J-o<l
Ui

L ALY A AT Y



401 1 Fdol | rdol |

8 Aolxall Calun]
Lecture Objectives
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Currency Derivatives
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Future/Forward Contracts
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USD (Base Currency) = 1 Unit of Foreign Currency USD 0.27 = AED 1.00
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Future/Forward Contracts
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Future/Forward Contracts
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Long Position bk 35,
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When you open a
position with a
BUY command

-

Yow are LONG
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Maikke money when

PRICES RISE
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E Amount = MXP 500,00
Forward/Settle price: $0.10958/MXP
\ Spot at Maturity = $0.11000 /MXP

. Value at Maturity = Notional Principal x (Spot —
Forward)

Value= Ps 500,00 x ($ 0.11000 /Ps — S 0.10958/Ps)
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Future/Forward Contracts
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Amount = MXP 500,00
Forward/Settle price: $0.10958/MXP
Spot at Maturity = $0.09500/MXP

Value at Maturity = - Notional Principal x (Spot — Forward)
Value= - Ps 500,00 x ($0.09500/Ps — $ 0.10958/Ps) = S 7,290
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Options Contracts
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Options Contracts
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Options Contracts
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Interest Rate Swap
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Interest Rate Swap

.

Microsoft Company
Loan : USD 2,000,000
Interest Rate : Floating Libor + .05%
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Apple Company
Loan : USD 1,000,000
Interest Rate : Fixed Libor 3.2%
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Foreign Currency Exposure. .@»,35\ Al (o yasll e
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Foreign Currency Exposure
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Foreign Currency Exposure Examples

Transaction Exposure <elael (553!
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Foreign Currency Exposure Examples
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A) Current Rate Method
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The current rate
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Foreign Currency Exposure Measurement Methods
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Foreign Currency Exposure Measurement Methods
B) Temporal Method
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Economic / Operational exposure Measurement
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Matching currency cash flows
Risk-sharing agreements
Back-to-back or parallel loans

Currency swaps
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Debt and Equity Globally
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