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ExchangeExchange--TradedTraded FX ContractsFX Contracts

 FX contracts which are issued FX contracts which are issued 
and traded on regulated public and traded on regulated public 
exchangesexchanges

 Two types of exchangeTwo types of exchange--traded traded 
contractscontracts

•• FX futuresFX futures

•• FX optionsFX options 11korthkorth

ExchangeExchange--Traded FX ContractsTraded FX Contracts

 There are no exchangeThere are no exchange--traded:traded:

•• SpotSpot--market contractsmarket contracts
oror

•• ForwardForward--market contracts.market contracts.
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ExchangeExchange--Traded FX ContractsTraded FX Contracts

 NegotiableNegotiable

•• Secondary marketSecondary market

 StandardizedStandardized

•• Amount (i.e., size)Amount (i.e., size)

•• Settlement datesSettlement dates
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ExchangeExchange--Traded FX Markets: Traded FX Markets: 
ParticipantsParticipants

 FX brokersFX brokers––bringing buyers &bringing buyers &
sellers togethersellers togethersellers togethersellers together

•• CommissionsCommissions––paid by both buyer & paid by both buyer & 
sellerseller

44korthkorth

ExchangeExchange--Traded FX Markets: Traded FX Markets: 
ParticipantsParticipants

 Customers are similar to those in Customers are similar to those in 
the OTC market, except: the OTC market, except: 

•• There is There is no government interventionno government intervention..

•• Small companies & individualSmall companies & individual
speculators can trade.speculators can trade.
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ExchangeExchange--Traded FX Markets: Traded FX Markets: 
ParticipantsParticipants

 The actual counterparty to allThe actual counterparty to all
exchangeexchange--traded FX contracts is traded FX contracts is 
the FXthe FX--exchange exchange clearinghouseclearinghouse..

•• The clearinghouse is the The clearinghouse is the guarantorguarantor of of 
the transaction.the transaction.

 The buyer and seller do The buyer and seller do notnot know know 
each other.each other. 66korthkorth
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ExchangeExchange--Traded FX Traded FX FuturesFutures

 StandardizedStandardized FX contracts for FX contracts for 
future delivery which sell on future delivery which sell on 
public exchangespublic exchangespublic exchangespublic exchanges

 Serve same purposes as FX Serve same purposes as FX 
forward marketsforward markets
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ExchangeExchange--Traded FX FuturesTraded FX Futures

 Movements in the futures market Movements in the futures market 
mirror those in the FX forward mirror those in the FX forward 
marketmarketmarket.market.

 There is There is nono exchangeexchange--traded traded spotspot
market.market.
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ExchangeExchange--Traded FX FuturesTraded FX Futures

 Forwards are derivatives of the Forwards are derivatives of the 
spot market.spot market.

 Futures are derivatives of the Futures are derivatives of the 
forward market.forward market.
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ExchangeExchange--Traded FX FuturesTraded FX Futures

 Margin accountsMargin accounts are required toare required to
provide security.provide security.

•• Initial marginInitial margin

•• Maintenance marginMaintenance margin

 ““Mark to marketMark to market””
1010korthkorth

ExchangeExchange--Traded FX FuturesTraded FX Futures

 Quotations of exchangeQuotations of exchange--traded traded 
futuresfutures

A i  tA i  t•• American termsAmerican terms

•• Single price: buy price = sell priceSingle price: buy price = sell price

 FX futures exist in only a fewFX futures exist in only a few
currencies:  currencies:  €€, £, ¥, C$, SF, , £, ¥, C$, SF, 
A$ & M$A$ & M$ 1111korthkorth

FX Futures: Contract SizesFX Futures: Contract Sizes

 Sizes are fixed and much smaller Sizes are fixed and much smaller 
than in the OTC market.than in the OTC market.

•• £ 62 500£ 62 500•• £ 62,500£ 62,500
•• CAD 100,000  CAD 100,000  [Canadian $][Canadian $]
•• AUD 100,000  AUD 100,000  [Australian $][Australian $]
•• CHF 125,000  CHF 125,000  [Swiss franc][Swiss franc]
•• €€ 125,000125,000
•• MXN 500,000  MXN 500,000  [Mexican peso][Mexican peso]
•• ¥ 12,500,000¥ 12,500,000 1212korthkorth
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FX Forwards vs. FuturesFX Forwards vs. Futures

FX ForwardsFX Forwards FX FuturesFX Futures

Trading siteTrading site BankBank ExchangeExchangeTrading siteTrading site BankBank ExchangeExchange

CustomerCustomer WholesaleWholesale Wholesale;Wholesale;
retailretail

CurrenciesCurrencies 15 15 –– 2020 5 5 -- 88
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FX Forwards vs. FuturesFX Forwards vs. Futures

FX ForwardsFX Forwards FX FuturesFX Futures

Customer Customer 
deals w/  deals w/  FX traderFX trader BrokerBroker

(for bank)(for bank)

CounterpartyCounterparty BankBank Clearinghouse Clearinghouse 


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FX Forwards vs. FuturesFX Forwards vs. Futures

FX ForwardsFX Forwards FX FuturesFX Futures

Trading dayTrading day 2424--hours     Normal Hourshours     Normal Hours
of exchange of exchange 

Customer’s costCustomer’s cost SpreadSpread CommissionCommission
(to broker)(to broker)
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FX Forwards vs. FuturesFX Forwards vs. Futures

FX ForwardsFX Forwards FX FuturesFX Futures

Contract sizeContract size CustomizedCustomized FixedFixed

MaturityMaturity CustomizedCustomized 8 / year8 / year

PricingPricing Bid & offerBid & offer AuctionAuction
(1 price)(1 price)
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FX Forwards vs. FuturesFX Forwards vs. Futures

FX ForwardsFX Forwards FX FuturesFX Futures

CollateralCollateral Usually       Usually       Margin Margin 
nonenone requirementsrequirementsnonenone requirementsrequirements

MarketableMarketable NoNo YesYes

DeliveryDelivery UsuallyUsually SeldomSeldom
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ExchangeExchange--Traded FX Traded FX OptionsOptions

 Contracts that give the Contracts that give the buyerbuyer the the 
right (i.e., the option), not the right (i.e., the option), not the 
obligation, to buy or to sell the obligation, to buy or to sell the 
currencycurrency

 But the But the writerwriter of the option has no of the option has no 
option!option!
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ExchangeExchange--Traded FX OptionsTraded FX Options

 More than 90% of options are More than 90% of options are 
never never exercisedexercised (i.e., they die).(i.e., they die).

 Options only exist for a few Options only exist for a few 
currenciescurrencies––even fewer thaneven fewer than
with futures.with futures.
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FX Options: FX Options: PurposePurpose

 Options are first differentiated Options are first differentiated 
according to their according to their purposepurpose::

•• Call optionCall option:  Option to buy:  Option to buy

•• Put optionPut option:  Option to sell:  Option to sell
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FX Options: FX Options: ExercisingExercising
 Options are also differentiated Options are also differentiated 

according to according to whenwhen the option can the option can 
be be exercisedexercised::

•• European optionEuropean option:  can be exercised :  can be exercised 
only on its only on its expiration date expiration date 

•• American optionAmerican option:  can be exercised on :  can be exercised on 
any date while the contract is validany date while the contract is valid
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ExchangeExchange--Traded FX OptionsTraded FX Options

 The cost of the option, the The cost of the option, the 
premiumpremium, varies according to:, varies according to:

•• Type of option (e g  Type of option (e g  American callAmerican call))•• Type of option (e.g., Type of option (e.g., American callAmerican call))

•• The The strike price strike price 

•• The The expiration dateexpiration date, and, and

•• Market conditionsMarket conditions 2222korthkorth

ExchangeExchange--Traded FX OptionsTraded FX Options

 Purchaser of an option gains:Purchaser of an option gains:

•• FlexibilityFlexibility

 To To exerciseexercise the optionthe option

 (Or) let it (Or) let it expireexpire

•• InsuranceInsurance

•• SpeculationSpeculation
2323korthkorth

ExchangeExchange--Traded FX OptionsTraded FX Options

 Maximum loss of the Maximum loss of the purchaserpurchaser
equals the transaction costsequals the transaction costs

P i  id t  P i  id t  itit•• Premium: paid to Premium: paid to writerwriter
++

•• Broker’s commissionBroker’s commission
++

•• Exercise price of the call optionExercise price of the call option——
but only if buyer opts to exercisebut only if buyer opts to exercise
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WriterWriter of the Optionof the Option

 Has Has nono optionoption

•• Has an Has an obligationobligation to the buyer, who to the buyer, who 
has complete controlhas complete controlpp

•• Receives the premium for the riskReceives the premium for the risk

 Most options are never exercised!Most options are never exercised!
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Writer of the Option: Writer of the Option: RiskRisk

•• Covered optionsCovered options

•• Naked optionsNaked options

2626korthkorth

OTC vs. ExchangeOTC vs. Exchange--TradedTraded
ContractsContracts

OTC (i.e., Bank)OTC (i.e., Bank) ExchangeExchange

SpotSpot YesYes NoNo

ForwardForward YesYes NoNo

FutureFuture [Yes][Yes] YesYes

OptionOption YesYes YesYeskorthkorth
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OTC vs. ExchangeOTC vs. Exchange--TradedTraded
ContractsContracts

OTC (i.e., Bank)OTC (i.e., Bank) ExchangeExchange

SecondarySecondary
marketmarket NoNo YesYes

CounterpartyCounterparty Bank   ClearinghouseBank   Clearinghouse
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