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PCWARD 0 CIIANGS MARKET ~ THR CisTh OF | aNISTAN

by

¥ &s 3Behzad

introduction:

The study seeks to explors and explain the forward exchange
market in Takiston and to examine the extent to which a traditional
forward exchanse market oxists. Tho paper is divided into three
sections. First part deals with the institutional frameworlk on
forvard excharme market with commercizl banks playive a pivotal role.
seeond section throws 1irht on how iitate Bank acts and supervises the
forward wrket. The lasl scction analyses the sttitude of the traders

Ltowards nvailing the faocility of forvard cover.



1

Institutional Framework

Forward exchanye morket is o market in promises (contracts,

blirations) to trade at -sorme Future duate, specified today, one currency
o ; S . oy
for another currency at o rode stipulated today (the forward rate) .

S Importance of such a markot dncreasss manifild in the contort of

me rwtasz wekonzio L_ 5_7} Yinedns Zfbm7“and Dus / Pw7“have

< tuating excha

d h w a traditional wmaerietl

-dealt with the forwsrd

o warket snd cheow

] L

o desnlings are controellod by She

operatos.  In Tokiston forsimm oxebo
State Bank which holds forcign eichense raserves with cormercial banks

A
St oy . 5 \ . 1 . : . .
acting as authoriscd dealers” and providing forwsrd dover Lo the tradrs

in foreisn cwrrencios.

The rote structure on which the authorised dealers will purchose

S and soll forei:n erychange ic of Lwo kinds-- dollars and non-dollar trensa-

¥ [ad

ctiors, ™o diffzrcnc: Hot-ceon thr twa 18 that for U.S3 dollars transcction

2ith v 18 @ st rebo which 1s not suhd ¢t to cay to day fluctua-.

tiene whils ir tho cace of #11 on-dollar transactions. the rates are prone
to fluctustiors. b Y bolloy provides rats structure for the dollar

transaction,

As ovidont frem teohle T that rates vreovid od Hy the State Jank to

the authoriscd dealors for enot ond forward tr-nsactions ars arrived at by

LA e e e o I ] q% - . 1 gl
Lng nosprond on oither 2400 of parity 10 = #3.9,90.  This sproad ie

o idlow for comniueion to the comseroicl Benks fn lien of fhedy

or providing covering facilitics. [urthormora ithe rupee price

eases or dsercoses depending on th. nature of transastion.

A

7is the foet thut for coach transaction of the same nature

i
'1‘”! . ‘3(‘?—3 cmn mmm o e
2. Tor 4
. Posner “:i_ /
3~ uthoriscd de:

ahpointmd'ﬁy tﬁg'ﬂta

i of mopetury cricvs soo ldllich/Torse /13 [/

arane Ll Z_?ﬁ_/;

wr to all thoso commercial banks/amoncies
ti sank to deal in foreipn oxchansc.
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Buvins p.or U.0. & R

T Cloun T,08 S .0.8788

A . C 0y N
Dol Decnrmntry 255,07 N5,9,8558

B.Co T529.9068 [t5.09 . 964

Tols Clean T - tolerpeeyhic teanafop

L T o . A A i traras v on o rodiretd o I .

ot Sdocumientry - cLoerivhile tronsdor on creduetion of coryrimnts

b, : e Crt dae nd (locwmcaty sent by Mol ) ;

Balle : - JA1) for colluction (avelicd for rotircaont
cf iwmort bhills).

“he rte structure for all ron-dollar tr-assachbions unlike the dollar

tronsaction 2 Qotorwina.d on the bosdzs of rotes auotsd dn thoe Now Yerk morket

o 1

on wirch dny. CStaboe Rl ot st oan oo Uades th=t quotes coxchange

rates {othor then 9.0, dollars).  hle in Mnne3e- rofloets the pattern

cheoon bhy the 'Rotos Comitt oot o warksd didforonce botwess the dolliar and 3
. ‘ &

nor—dollar exchontsr rateos in Fudetqa is thaet the former is cssentially fixed

Aarpitrary rotce while the TatTer arvs wrse mearked roates and the spread botween

snot md Torusrd ratos is inclusive of inturest rotos ddfforontiads. :
Fervard cover facilitiss arc ivailsbl: to all kinds of merchandise

i.0. all the imports and :yporta, Troility for booking forward forcign

exchznge in roeapect of anticipatcd froight colloctions is available only to

b Jormula, for calculatings exchange rates of currcncice quoted. in Nev York
marke¥s . :

i) For cualeulating roidy buying wmd sclling rotes: teke the mean rate of
New York buying and se2lling clevdng rates as advised my the Reuter and
on these use a cushiion »f /4% oither side ond cross the result with
corresyonding readr huyineg/s: ling (Fek rupee/U.S.dollar rate).

b)) For colyulating forverd buyin; and sclling-rates take the mean raote of i
Hew Yors buying/so'liag . rofes os advised by the Qeuter and on these use.
a cushion of /4% ither side add premium or deduct discount from them
and cross roswit vt correswonding Fak rupce/U.S.dollar forward
buying/selling rat s,




the foreimm o

[ ) POV
IO

for vupotristion of lind ot e

dine

C‘

COLRNG
if there 1o vy

non-dollr foy

ey forwerd o vies vioroa thoen the

in the monly workets abredl Tn thio cxe.veise ef non—-dollar State 3ank

drydag comprnics andt their asents for a period not cexceodin

:months.  Forward ceovir 1= alse availabhle to the authorised dolors

Uhore sioems on the nrrt of commereinl banks Lo meevi-
Torward 2over teo th) trolsrs bhut thoey e rosuivad to wdnb~in o onuare

S Y o , R .
rosition”. or fulfillins the recounire? condibticns the bunday hve 10l owing

wnicon:

a)  Loceal brnks
B) Moreipn moncy moarkeis

c)  Linte Banak

For all the forward coatracts ir dollors Couechesc/sale) the

el banmlks toy Lo wobeh ap tronscction” Cinter hewid in the first wlaee,

it oA turn & oover to the stot. Bank.  In case of a1l

+ . s v Jayqe- B S T ST ST PN 2y, o + e et
they 2 wrocodur: of int o bank husiness toakos

conet fird cufFiciont buye

aoor a nmrticular

Acve o cover up thors

avwey ol fron all suech forward eonte:ctioa

VIn - vicw of the forward fj?.'(,:].‘,-'in,f—i'j\: freilites availabile to thom,
avtharis g dealers cihould avoid bhecominsg ovoerwbousgit/over sold
in foreipn curvencics :nd should maintain squarce or Neor-Sgusre
exchange pesitiont () annal £V Lsdl,
Che Vep=16, '
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-ar s

oo of dtate Donk

S Ceuntry's ontirve spot and foruard oxchangse market in dollars is

e the 8tate Jank.  As 2 matber of fact there ore tun 2ot At ratos

structuren Tor U.b, Dollars in Tokiot me—— (ne botween the trodors ~nd

suthorised dealors cdiven nt beble T oand other boetweon authorised dealors

and Ttote Oank whdch 1s e folliwes:

Spnt Forward
(upto six months)

Fs. 9.8844

[

Buying per ULS. oelilar 28.9.90

Selling per U.S.Dollar %.9.9156 Ps, 9,9312

S

to ho the srme 1..¢, a reasonable

parity exists for the forwnrd purchase and sale

cumtion or
of dollors., An intorcstine festure is that Stoto Sank ourchasces »nd oales

irrespective of spot or forvard arc sirictly confined to U.S. dollars only...

Biate Bank!s repulations wake provisions for the Jeorvard cover

O k.

initinlly for six monthe. Thoro is howsver a specivl provision for the

dopoods they Tiue ldmdt of which could extond to two yorrs

iwnert of

wiile the cost of forward cover rom-aine . e (1.50 padnss por dollar).

so n pennity olause for traders (erncelintion cherge) if they

N

|

Thers is a
elose out the contract without fulfilling it. Tor instamce in case of T.T.
Clenn forward purchise (75.9.8688 per 3 ) could be closcd oub at Re.9.9%12

per dollar and differenc: be poid to the party providing cover.




Lot us exomin. in tnble - % the voluri: of forwsrd oxchange booking
nrovided by the Stote Dk to the cuthorised dealors and commission charged

Cfor tokdng ov Cthe rick,

FOR AD 1

{( in milldon )
Period Forward LOT arvaras Commission
‘ Furch su on forvuard sala on Forward

(dollurs)  purgh s

Qollors)  Sale

17tk Soptomber
1971 to June 7
167, & 119,64 B, .76 § 100412 Rse %512

July 1972 to
Jun: 1973 3 476,95 Bhe 7oM2 B 27 Rz, 8.85

f'_';‘ s
(20.71) - (30.08)

July 1973 to S
CJun 1074 5 86€ 27 Ps. 8.3% 5 15,35 ns. .41
* ($0.69) (40,14)

The commission h .o Hern vorksd out con the bosis of socrend between
forward aad spot rates for hoth buying nd sclling. The commission for

forward purchose has hecit cilenlated at 1.56 priss and Feor soles 3012

N

paisas per dollar.

The analysis of table ~3% would show that with a very trivial
charge on account of forvard hooking Stote Bank has hoen able to pock.:t
sizenble commission. Since State Roak thkes up thoe risk on forward hooking

of dollars, it is imperslivc to obsevve if it has goined or lost in the

— - - e £ ke A

“ 6~ Athough : pread butwesn spot 9.9156 and forward rates 9.9312 1is
- 1,56 for solling U.S. dolisrs but to nssuss the uet amount geing to
state Banle we have worked out the diffcronticl from pﬂrity(RSe9a9OOO:15)v




forwiard m:rk?é,‘ Keeping in.vicw the fixs& QXChJﬂEQ(rﬁPUé/déli{r> st
the ¢h e o5 of ﬂtﬁte-ﬂﬁnk losinm or goinin-deponds on du?nlulfion/
rovaluttion of rupeo or dollar and its reflection om forwsrd ~urchs ses
or cnlcas of doll-r.
?

Ther o hove hoen twice shdite i‘n the exchemse rates’ sinee 197 0
firet runso dov 1uwti$1 of vy 1072 mnd uimmnﬂ dﬂll%r foviaadstion dn
February 1977%.  Tn cive of rupes doveluation (iay 1072) as Ppparent from

table - 3 the offects of oxeens purchascs or onles spooar te hove canne-

P oo of b T8 millior

1led out oltheushe Vosoving: o morsdly of oxeoss vur

and thur cnabliod Swmk to = dn. owover on zccount of dollar dcvaluntion

(Fobe 1973), Soote Sonk ¥ nob o gecoi-el forward dell v vurchoses renul-

tins din'n of s 1,10y b, Tor dnstanes Dvon Jult 1072 Lo hiatry

1973 thor: wae mn cxcess wurqh;mc of 1 251,47 :nd henee oo to thf Dral-
rourhly comine to Ww.276,55 willion, COne thing in certain th?t cept of
booyinﬁ_ﬂ doll b forwurrd by the Sttt Bk 45 not the notund cont fur
COﬁ:rinq tho risk rothor 4t 1o more or less chorpo for handling tho
ousine s whidch ia turn ie aroitrary 00, ' _ :

Lt widllbe worthvhal. to obscrve the ortont of Forward, cover

provided by the Stete s ratio of our oxports and imwvoprts:
. N ¥ 4

Pahle - b oshows ot in 19771472 thers was not much difforcnce
betwern the swports nd imports. on forwsrd dollar bookine; howsver in

1972-73 and 1973-7h there 4o 2 marked change.  The percentage of exportors

snificontly 1. S8% nnd 55¢ while importers 5éeke

for covoering incre-soed si

ing covor for tho sawme pertod Pumlinwﬁ—ﬂtigﬁﬂnt At 3% lovel, Réﬁgoﬁ'buing_

?h,_E:Chwnﬁo rote uﬁto.10tH‘Mhy'1972 ,i RS;H.?G, Botween
Tith HMay 1972 to 13th % 1973 - 1 3 = Rs.11.00, 3ince
Wch.Fabruwry 197%. ' 1 = Hs, 9,90,

kil

O3
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that dollrr for most of the time floated under pressure vis=a-vis othor

importont Xurpocan curruneics this forcoed the oxportors to cover their

future contracts.

Trhle ~ b

4
3

Foryard Cover Yo Moruima Trode by stof

(in million )

Period % M oFa ToSa F.Co  as  F.Ca
% of as % of
~ e kb e ‘ AX.- T
1 2 3 b 5 6 ”

19737

sentu coverage in dollars it also roflects covir in

‘For

{over bought). Regulations regquire him to wmaintain

in donmestic moerket.

forcign money market

3 589,06 &

) 826;60 4 797 1C

51026.09 $137Q.67

638,60

‘+
o

it
W

B

161nob w

S

'#76015 »

3 566,21 »

e AT A L iy A8 8 e e VW LR e e AR A, o - P

e b

27% 2%%

274 585 3%
h5.35 555 2%

Sourc:: Hconomic Sus:y/ZT'9 w7and Stote Bank snn. 1)

1. X= Bxports F.P= Forward
M= Imvorts F,5.:Forward

¥,Co= Forward Cover.

M inportant clorific

instonce -

authoris. d denler h

B

&

urchnse (For

oxrorts)

Snles (Por Imvorts)

_—

3

ation for table~bh ig

o oexcess of

:puféhuge and sale, The authoriscd declor would try

8-

that although it repro-
other currencies tod.
R ' 8
£ 10 lakh forward

position in

square

to match up transaction

Supposc it fails to match up, it has an option for

zay London and 3¢ll sterlings forward for dollars and

sce table in annexurc 6.0 Duc to imporfections of market even the.
same amount (Deconber 1973) is rot mitobed,



eot covir far, the sold ©ollurs in the home market to squarc uw his

v sold it will buy equivalint dollar from State

=

=onition. If it is o
Bank ~nd convert thom inte sturling to match up purchase and stle. In

fact in the wvhole excercisg. there is double cost involved when thoe for-

ward cover hows to be-in non-dellir currimiecies.

anothor aﬁpect"of tnblg-Q is thet it is not roflective of fotal
forward covor provided to our foreimn trade. Understandably the intor
hanke business” has not 'buen rénorted due to nopneavailobility of data,

,Wcudon‘tnknowwthq-cxtent“or sizg of this wmrrkets Only that part of for-

o

werd cover is availadle whichiis podorted with the State Bank,

Ve

It ics obvious thit hull of our trnd9 ig in dollars but a probe
(June 1972 - July 1974) 554 the pntfhrn’of the letters of crcdit of a sample

bonk sua;osts thet rotionsle for forward cover in theshome wmarket for none-

dollnr curvensies doos, uviet,  Table below cxplains.much.of it:

Lable = 3

Tuport L/C's Curruncy - wisc.

UaSa o Bterling Deiiork Itolim - Yon Belgiwn Froancs™ Muiss Fronce Misc,
Pound S lirn L S Currency

55% 15,208 11,055 1.624 1. 875 T 06 o0 14024 12.57%

o = e L e A . PSSR o W T @ Y T s e hloee e oa i A L S N e e e s it ook s e A e+ LAk D
- e L

Sources Habib Banle Linitedd

e < e o s e Yh A Bt v R . A B e

T YA AR M 1 e e T S
R

9= There 40 = serious short woning ik-the/ wiy of détirnining tho totnl
forward covernge to the tradea There are vorious foréigﬁlexchnngc
wbroxers who.providé the commerciali banks with an opportunity to
unlond their excoss contracts, There i3 thus nced that State Bank
~must maintain the record ono-all- such busindss, There is one ‘monthly
report on forward contrrct roporting (Cooper & Co.) but it does not
. represonts country's ontire non~dollar tradeg o T

v
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00 the basis of table ~ 5 it seoms. justificd tHat State Bank

should provide ccvir in non-dollar currencies and:oenzble comacrcial honles

to avold double costing syotom, Althourh one hes to wop in wind that one

form of c¢xchap

d% to abolish the frorusrd market and that 1e what

th Statg Yank hes denc.e Lt W Ericd to i1l all chencos of svooul cbion

ut en its own - it mortsps doss Speavlate (scn toble 3)since t naine

Tains an open, nositions

. III o

Attitide of Traders

To as3ess, the attitud: of traders towards availing thoe facility

. N . - . L 0 i, .
of forward cover a surviy vas condust.d in gain wmarkets , Intervievs of
major exporters and importirs yvere taken and results arc tabulated and
sumnoris .4 ir annoxures iniwﬁf The peried involved in this study stretches
from august 1971 Lo March 1974. The survey shows that 904 of coiton fextile
and yarn cxporturs avall:d thoe forward cover facilitieo which is clearly
rofleoctive dn Atate Sank's Forward wurchascs of dollars {(so. table in

Annexure 2 ). 'The attitude of the traders was mainly bascd on the wealkness

3

or strength of dollar. In 1971-72 the gencral tendency of cxporters and
importc?s was to hedpc. But in subsequent years 1972-73 and 1973-74 (sce
table-4) duc to ovirsll weakness of dollars, cxporters fearcd possibl:
rupe eraluation ant hence covered their positions while imrorters watch-
ing thce same ftrond absteined from cov.or. DIxportirs by covering their
position became hedigers whoreas importers mostly remaining uncovered acted

as gneoculators.

o e it g s i A o e e — e s "

10 -~  Karachi, Lahore and Sialkot,



N

atzal/

Copeculator s,

(10 )

Conclusions

market -— Jellar and

Thore are two faccto of forward cxchango

ene-cdollor in [okdstan. The formor is ersentinlly a fixed

ahitrary while the lattor freo fluctunting exchange rates

State sonls folloﬁinj'btrict'uxchanga Controls deals with autho-

1
3

dutivrs dn dollars only thorchy killiag all chancos of

rised

spuenlation. On its ovn part by aaintaining opon position in
interaationn]l wesey markot State 2ank perhaps dous spoculate.

cxpertors feardn o anllar develaition or poucible rupcy revali-

ation hnve cover.d their centracts forward and thus bocamo

nedgers while dmorcters reastod in opnoaite monner and proved

This study his oiwensd up furthor venues for rescarch in the

Ctriding lof foroiim ourrenci-s. An interosting rescarch could

i

huodn matter of cost chargid (1.56 vaisa ver'$ ) is sufficiont
to coor State Bork's expenses of handling and rendoering

- ro ) .
SBLYVLICHRS .
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ANNLAURE ~ T

22 gt e

ﬂra Doll:

~ i A e

(Vin million )

17th Stptvmbvr 1971 to CL . o : :
30th Soptomh re 1977, - o T2.,20 1.70

Octob.r 1971 to ' ' ’ e
Decembor, 1971, o _ 21,40 CLL 23,28
January, i972 to . '
March, 1972, L o 4,19, : : CohyLe
Aprll, 97(7—> . o N
June, 1972. o - b3.85 . U 27,35
) ' -

* Sourcot STATE BANI OF PAZLSTAN,

EOStote 'nk 11C> provided cover in
ﬂcontlnu ng the past practice, »
July 19”1 to Dpoﬁnbxr 1971 io followu»

CForwird Snlo -

Feried Foryard Pulchij’v
’ (in'million)

e v

Septomber 1971, £ 13,20 (3 33,12} SR b9k (8 35,855
. . ' T L e (Exchénge Rate:

0.4166-1 ¢ )

Oztober 1977 e
Ducomhar, 1971, £oGLe (3 6.0 » N L AL



TABLE
- ANNEMUEE 2

Forward Purchase and Sale of Contract” bjr, State 3-uik

ot " o ' ', ' " ( in million )
Monthly ftowwd Jorword e Period ~fortrt" FoI~2d
(Period) Purchase "-Salo ! . . Purchase S|Lo
JJuly, .1972 ! 11 »26 1,63 July, 1973 p. 1 2y
August, .1972' 10.81 1.% - August, 1973 108v02 2,-37
September, 1972 4.53 6,24 September, 1973 .a 1173 2,93
October, 1972 3.99 1.95 October, 19/3 twv 17,02 2.34
November, 1972. ¢ 3<"™.28, 17521 ; November, 1973 m10.59 1.35
Decenter..,..-1972 P 112.6.1' -'3.04 December, 1973 11.13 2,59
January, 1973 53.54 0'-99 ' ' January, ' 1974 120.72" 6.81
February, 1973 3775 5.03'" vy February, 197*1 32.30 .. 7.57
March, 1973 . 7536 " ' 1.10 ' March, 1974 10.65 " 11.16"
April, 1973 ' *¢10.96 0.69 April, '1974 129.// 0.79
May, 1973 . 70.34 =it f May, 197*+ .8.99'- 4.11
June, 1973 44.70" 1.60. e June, 1974- 41.92™ ' .. 1.88

Source: State Bank of Pakistan.
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lowct
Sellines

L2

T,T.8% (/D

i

te: of Usanc:
thm the

T ARLE

AOANCXUT S 5

KSR

Foryrd
owonth

2 cooivad

Jar

E0RE 20, 1k Unreceived

LT - 21791092 Unrccelved

Forw~rd upto

2. menths 6 months_ '

Forwarc. upto
21,5206906
21,5504y

21.719226"

~(1300C For romaining forward

e dedret from the above
2N .

554848,
- b8l 36
83453

s

02

rindy column.

1.6681HC

1./ md Non-discéwitable bills are
tos for D/ia bills

cory snondins ot

Uth-T‘fkgfﬁﬁliifﬁLllﬁf Pak. RSQQOO/~: .

BeCo Rale

e

according toe the seal

Delivery Rendy T.To

buying rotod

rates warging
shown in.the,

L0130

Buying

DeDo

3.9591
Lo§
66,2890
51.18Ch
29,0883
66359
2999
Unrece
47,9093
32,8773
28,9743
69.,%384%
£.5838
52312
209
19,9460

iv

Crnnde
Belgium
Donenrk
Huencs
“0llwnd
Tialy
Japon

9.9:55
L&
(6,140
51100
29,0k25
6628
2944

443

6'70%
3027
Un

10,

66.
5T

29.372k

0460

0357

10,0757
g .
67.,21%2

51,3869
29,4897
6730 '
2039
i v e d

6306

e a Horway: recoe i _
L7y 82441 Sweden 48,3777 48,5704
32,8062 Switzerland 33,1991 33.3316
27.970h West Germany 28.2476 28,380
(92297 Zeylon 70,5130 70,1881 1

50573 Australia 6.6478 566
52.2243% Fronce (Finsneinl) 52,8245 53,0353
209 sustria 211 212 4
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Aunexure - 6

{(in million)

R . : BUVIS
Month { CLover

- ks e ettt o K

June 1972 -

VORI av.ar

PRSP FO 0 A W

July 1972 Vv - ' - - L . -
Augunt'1$?2f" - ”0.67j-.ggg ’ - ‘ _." . -
Sootomb. e 1672 L 0.1 ;_'O,ﬁ v - -~ . -
October 197« - o - - - - i -
Novowber 1972 - 0,05 ~ 0.1 »»¥ | . - o
December-ﬂQ?E E - . - | ~ S
J:—lﬁusifrj ;1 975 - - - - - ' -
Feﬁruary‘197§ - - - - - ' -
Maruh 1973 - - : - - - v —
April 1977 0.6 0.4 - . - L
Cmgy 1973 - D - L | - B
“Jurne 197% T - - - - -
July 1973
Chugust 1993 - - : » .07 . . - -
Septémber f??} - . ﬁﬁﬂﬁl - .- - : -
0c£5bor‘1973 0,9‘”'l A . . . L -
vacmbér 197% . . 3.7 - .. “ B
Tecembor 1973 0.1 001‘ R
January 1974 - - g - ~ . . -
February 194 0,2 - | . - - -
ﬁérch 1974 - 0.4 - . - -
April< 197} - 0.5 - - -

May 1974 0.3 0.2 - S - -

J#ne 1974 0.7 0.05 - - . -~

Source: Cooper Report (cooner & co. Ttd.) Karachi
Sign (=) used cignify nil reporting.
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