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Foreign Exchange Market Background



The Foreign Currency Market

 Decentralized market where prices are determined by individual banks’ 
willingness to buy or sell at a given price.

 Linked by electronic dealing systems
−Reuters
−EBS
−Bloomberg
−Voice Brokers

 Exchange Rate: The price of one currency against another currency. Think of 
it as a commodity price.
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Market Quotations

 International conventions determine how a currency price is quoted

 American style quote - dollars per foreign currency (EUR, GBP, AUD, NZD)
−EUR 1.00 = US $1.1750 
−GBP 1.00 = US $1.3150
−AUD 1.00 = US $0.7980
−NZD 1.00 = US $0.7500

 European style quote - foreign currency per dollar (CAD, JPY, CHF, MXN)
−CAD  1.2450= US $1.00 
−JPY  110.70 = US $1.00
−CHF  0.9700 = US $1.00
−MXN 17.80 = US $1.00
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Exchange Rate Determination
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Market Terminology

 The two most popular methods to forecast future price movements are 
fundamental analysis and technical analysis.

 Fundamental Analysis
−The use of economic data to forecast the price of a currency
−Trade deficit, GDP, Interest rates, Inflation

 Technical Analysis
−Forecasting method using historical price graphs to predict the future price 

of a currency
−Using charting tools to forecast movements
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Technical Analysis of the Euro

 Trend - The overall 
direction of a currency or 
the general market in a 
given period

 Resistance - A price 
level at which there is 
sufficient selling 
pressure to halt price 
further price 
appreciation.
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 Support - A price level 
at which there is 
sufficient buying 
pressure to halt further 
price declines.

Source: Bloomberg
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Spot

 The Spot rate is the ratio at which one currency is exchanged for another for 
settlement in two business days (value date), except Canada which is one 
business day.
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Business Day: 0 Business Day: 1 Business Day: 2

Trade Date

Agreed Trade
(Price and Amount)

Value Date

Settlement 
(Exchange Currency Payments)



Forward Contract

 A Forward Contract is a transaction executed today in which one currency is 
bought or sold against another for delivery on a specified date that is not the 
spot date.
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Forward Spot Forward

Today Tomorrow LaterIn 3 DaysDay After Tomorrow



Forward Points

 Forward points reflect relative interest rate differentials between the two 
currencies

 Forward contract prices are determined by two main factors:
−The current spot price between the two currencies
−The prevailing interest rate differential between the two currencies 

 Forward rates are not determined by where the market expects the currency 
to be in the future, but strictly by the interest rate differential between the two 
currencies
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Derivation of a Forward Rate

 Assumptions:
−You have 1MM USD to invest for one year 
−Your alternatives are a 1 year 2% US Dollar CD or a 1 year 1% Euro CD 
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1,000,000 USD 1.1000 spot rate 909,091 EUR

1,020,000/918,182 = 1.1109 forward rate

1.1109 – 1.1000 = .0109 forward points 

Invest at 2%

After 1 year:

1,020,000 USD

Invest at 1%

After 1 year:

918,182 EUR

OR



Why Hedge?



Why Hedge?

 Reduce Volatility
−Uncertainty in future exchange rates

 Protect profit margins
−Negative implications to losses
−Budgets are fixed
−Forecasting FX rates with perfect accuracy is impossible

 Ensure Product Focus
−Financial performance should reflect performance of underlying business 

and not FX movements
−“I sell widgets”
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Foreign Exchange Risks

 Transaction Risk - resulting from known or accounted for currency cash flow, 
purchases, sales, financing transactions, intra-group dividend payments, etc.

 Economic Risk - created by changes in a foreign country relative to market 
changes, competitors and/or consumer preferences.  Impact on future cash 
flows and profitability

 Translation Risk - arising from the translation of overseas income, assets and 
liabilities into domestic currency for accounting purposes  

 Contingent Risk - arising through bidding on contracts, merger & acquisition 
plans (good communication from other business areas such as the 
procurement department to treasury is crucial)
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Effects of Market Volatility on EUR Receivable

Hypothetical exchange rates in 6 months and its effect on the value of the receivable
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Exchange Rate EUR Receivable USD Equivalent USD Change in Value
1.2320 1,000,000 $1,232,000 $132,000
1.1660 1,000,000 $1,166,000 $66,000
1.1000 1,000,000 $1,100,000 $0 
1.0340 1,000,000 $1,034,000 ($66,000)
0.9680 1,000,000 $968,000 ($132,000)

Scenario Analysis
− Assume you will receive 1MM EUR in 6 

months
− Implied 6-month EUR volatility is 12%
− Reference spot rate is 1.10 which is 

equivalent to 1,100,000 USD
− In 6 months with 95% confidence the USD 

equivalent of the receivable will be 
between $968,000 USD  and $1,232,000 
USD

Value of the 1MM EUR in 6 months



EUR/USD Spot Exchange Rate Has Been Volatile 
Over the Last Several Years
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A strong US dollar and 
divergence in monetary 
policies between the Fed 
and the ECB resulted in 
a 24.64% drop during 
the last 6 months of 
2014

The euro was extremely 
volatile in 2015 due to 
uncertainties in Greece, 
the looming US interest 
rate hike which finally 
occurred in December, 
and global growth 
concerns. 

The euro has been under 
pressure since the UK exited 
the EU in June, Trump won 
the US presidential election, 
and as expectations for the 
next US Fed interest rate hike 
have been increasing.

The presidential 
elections in 
French have 
caused the Euro 
to rally, as 
centrist 
candidate, 
Emmanuel 
Macron defeated 
anti-EU 
candidate, 
Marine La Pen.



Hedging Methods



Corporate FX Hedging Policy

 Hedging policy - a streamlined document that provides a framework for 
corporate decision making, while providing specific guidelines for 
Implementing FX risk management.

 Benefits of having a written hedging policy:
−Establish clear guidelines and avoid misunderstandings
− Integrated policy making through involvement of the executive management
−Establish more realistic long-run strategies
−Ensure consistent performance across subsidiaries
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Hedging Tools

 Forward Contract
−A firm obligation to buy or sell foreign currency for delivery more than two 

business days from the trade date
−A forward contract fixes the US dollar value of the purchase or sale of 

foreign currency for some date in the future
−All exchange rate fluctuations after the fixing, positive and negative, are 

eliminated

 Forward Window Contract
−Same as the forward contract but with a maturity that spans a range of 

dates (e.g. 1 month) 
−Allows for flexibility in timing when the exact date of the payment or receipt 

cannot be pinpointed
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Hedging Tools

 Non-Deliverable Forward
−Used to hedge currencies with illiquid or non-existent forward markets
−Accomplish same hedging objective as a forward contract with no physical 

delivery

Options
−Provide protection from adverse rate fluctuations
−Allow opportunity to benefit from favorable market movements
−Offer flexibility and are suitable for contingent situations
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PNC Capabilities



Online Foreign Exchange Offers Powerful Solutions

 PINACLE FX is a comprehensive web-based foreign exchange platform.  The system offers a full array of 
foreign exchange payment alternatives and hedging instruments to conveniently and effectively manage your 
foreign exchange needs.

 PINACLE FX allows you to:
− Initiate spot, forward, and window-

forward trades
− Same day and next day payments
− Send payments via wire transfer 

or create drafts from your printer
− Export current and historical 

reports
− Upload payment files for straight-

thru-processing
− Maintain repetitive settlement 

instructions
− Access PNC foreign currency 

accounts
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Foreign Exchange
Capability Overview

Foreign Exchange Group Highlights International Risk Management Overview
 45 Foreign Exchange (FX) advisors situated in 10 offices
 Direct liquidity provider in 41 currencies
 Payment provider in 25 additional currencies
 FX Risk Management centralized in Pittsburgh office

Expertise and Exceptional Customer Service
 High-level of currency risk management expertise
 Experienced and efficient operations staff
 Individualized attention and quality service delivery
 Access to FX market movements 24 hours a day
 Emphasis on building lasting relationships

 Consultative approach to risk management
 In-depth analysis of FX exposure
 Customized hedging and international hedge management 

solutions
 Assist with establishing an FX risk management policy

Comprehensive FX Risk Management Tools

Automated Solutions

 Forward contracts: deliverable, non-deliverable, window forwards
 Option structures: puts, calls, average rate options, collars, 

enhanced collars, participating forwards, forward-extras
 Swaps / cross-currency swaps
 Orderbook for 24-hour trading

 International solutions
− FX Netting
− File Transmission 

Processing

 Web-based
− PINACLE® FX
− MISYS CMS

Value-Add Research
 Daily FX commentary
 Monthly economic highlights

 Currency forecasts and market 
outlooks

FX Contact Information

Coverage Map

FX Sales Office Location

PNC Retail or Corporate Location

Bruce Celek
(704) 571-0692
Bruce.Celek@pnc.com



Swap Dealer Activities Standard Disclaimer 

The information contained herein was generated by an employee of PNC Bank’s swaps trading unit. Such information is 
not a “research report” nor is it intended to constitute a “research report” (as defined by applicable regulations). The 
information contained herein is of general market, economic, and political conditions or statistical summaries of financial 
data and is not an analysis of the price or market for any derivative.

PNC is a registered service mark of The PNC Financial Services Group, Inc. (“PNC”). Foreign exchange and derivative products 
are obligations of PNC Bank, National Association (“PNC Bank”), Member FDIC and a wholly owned subsidiary of PNC. Foreign 
exchange and derivative products are not bank deposits and are not FDIC insured, nor are they insured or guaranteed by PNC 
Bank or any of its subsidiaries or affiliates. This document is intended for informational purposes only, and should not be construed 
as legal, accounting, tax, trading or other professional advice. You should consult with your own independent legal, accounting, tax 
and other professional advisors before taking any action based on this information. Under no circumstances should this document 
or any information contained herein be considered a recommendation or solicitation to sell or sell any products or services or a
commitment to enter into any transaction. Eligibility for particular products or services is subject to PNC Bank’s subsequent formal 
agreement, which will be subject to internal approvals and binding transaction documents. The information contained herein on
exchange and interest rates and market indices are gathered from sources PNC Bank believes to be reliable and accurate at the
time of publication. Markets do and will change. Therefore, PNC Bank makes no representations or warranties regarding the 
information’s accuracy, timeliness, or completeness. Further, all performance, returns, prices, or rates are for illustrative purposes 
only, may not be achievable or indicative of future performance, actual results will vary, and may be adversely affected by exchange 
rates, interest rates or other factors. Any information, values, estimates, or opinions expressed or implied herein are subject to 
change without notice. Under no circumstances is PNC Bank liable for any lost profits, lost opportunities, or any indirect, 
consequential, incidental, special, punitive, or exemplary damages arising out of any use, reliance, or any opinion, estimate or
information contained herein or any omission therefrom. PNC Bank, its predecessors, and affiliated companies may, within the 
previous three years or currently, serve as underwriter, placement agent, market maker, manager, initial purchaser, broker, or deal 
as principal in any security, derivative or other instruments mentioned in this document. Any such relationship may differ materially 
from transactions contemplated herein. In addition, PNC Bank, its affiliated companies, shareholders, directors, officers, or
employees may at any time acquire, hold or dispose of positions similar or contrary to the positions contemplated herein (including 
hedging and trading positions) which may impact the performance of a product described in this document. Early termination by the 
client would require payment of a termination value to or from PNC Bank depending on market rates at the time of termination. The 
information contained herein is confidential and may not be disclosed, duplicated, copied, disseminated or distributed by any means 
to any other person or entity without PNC Bank’s prior written consent. 

©2017 The PNC Financial Services Group, Inc. All rights reserved.
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