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FOREWORD 
THERE is a fresco in the Royal Exchange depicting a transaction 
between Phrenicians and Ancient Britons. So much cloth for so 
much tin; there is no difficulty in understanding this picture. 
And in the everyday life which we all live we constantly buy things 
which we want with the money in our pockets, which is equally 
simple. Complications begin to come in when we buy what we 
want, but not with the money in our pockets, and the first thing 
which the young student of accounts has to learn is the two-fold 
character of a purchase, even for cash down. To buy a pencil is 
one thing; to pay for it is another. 

As commerce develops, so does it become more complicated; 
the public have very little idea of what a bank is, still less of what 
a foreign bank is. Some years ago the chairman of a great London 
joint-stock bank said in public that he could not define a bank. He 
may have been pulling our !egs; a bank is an office where deposits 
of money are received, repayable on demand, without limit of 
amount, whether small or large. A bank may, and in fact all banks 
do, undertake various other things, but the essence of a bank is 
as above stated. 

A foreign bank is an office where business is done with foreigners 
and foreign money, and the mystery of foreign exchange rears its 
sphinx-like head. 

Traders and manufacturers are apt to regard a bank as a concern 
whose business it is to lend them money, and it is a remarkable 
testimony to the care with which our banks have carried on their 
primary business, which is that of holding money repayable on 
demand, that our trading community never even give a thought 
to the possibility that a bank may fail. 

But banking business leads its students on to consider the in
tricacies of foreign banking, that is, of foreign exchange. Perhaps 
the classical books on these two subjects are Bagehot on Lomoard 
Street, and Goschen on the Exchanges; nor are these two books, 
though getting on for a century old, by any means obsolete, and 
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vi FOREWORD 

their doctrines are vital to any understanding of the theory of 
money, whether domestic or foreign. 

Mr. Evitt's book is a practical one, and will convey to its reader 
a vivid idea of the way in which foreign exchange is actually carried 
on; it may be heartily commended to any student who wishes to 
get a real grasp of the subject, which is not at all a simple one. 

ALFRED HOARE. 



PREFACE 
IN the early spring of 1932, the Council of the English Institute of 
Bankers did me the honour of inviting me to deliver a series of 
lectures (or" talks" as I prefer to call them) on Practical Foreign 
Exchange to the members of the Institute in London. These" talks" 
were eventually given during February and March, 1932, in the Fur 
Trade Sale Room of the Hudson's Bay Company and were each of 
about one hour's duration. 

A verbatim report subsequently appeared in the April and May 
issues of the Journal of the Institute of Bankers, and, having set an 
examination paper on this short course, marked the answers, and 
left it to the Institute to award such prizes as was thought fit, I 
regarded the matter as at an end. The time allotted to me had been 
so short and the field to be covered was so vast that I was acutely 
conscious of having dealt with a most important subjectjn a very 
inadequate fashion, giving only the barest outline of a few of the 
essential features. 

It was greatly to my surprise, therefore, that suggestions and 
requests that these talks should be published in book form came to 
me from the most unlooked-for quarters and this little volume is the 
result, though I am still only too keenly aware of the great gaps 
which it leaves in its presentation of a part of an extremely wide 
subject. It may, however, serve as an introduction to the practical 
side of foreign exchange for those who are fortunate enough not 
to be brought into actual contact with that unpleasant necessity; 
the original" talks" were, indeed, intended to act as a poor substitute 
for that hardest but best of schools-bitter experience! 

LEIGH-ON-SEA 

July, I932 
vii 
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AN INTRODUCTION TO THE 

PRACTICE OF 
FOREIGN EXCHANGE 

CHAPTER I 

CREDIT IXSTRnlEXTS AXD THEIR l:SES IX EXCHANGE WORK 

A FEW weeks after the temporary suspension of gold payments in 
this country on 21st September, 1931, a junior cashier at one of the 
Outer London branches of one of the big banks rang up the chief 
foreign exchange dealer at the foreign branch of the bank and said, 
.. I say, sir, I have a lady here with a letter of credit drawn on us by 
a bank in New York for twenty pounds sterling. I see the pound 
sterling is quoted in the newspapers as worth 14§. 21d. How much 
shall I give her?" This little story may be apocryphal, but there is 
little doubt that, to those who are not actually engaged in its practice, 
the principles of foreign exchange are something more than mysteri
ous-almost awesome in fact. The object of this revised reprint of 
a series of four lectures on Practical Foreign Exchange delivered by 
the author to the members of the Institute of Bankers in London 
in the early part of 1932, is to give, in as simple language as possible, 
a brief but clear explanation of some of the basic principles under
lying the practice of foreign exchange and to show that the elements 
of the subject are quite easy to grasp. 

The ground it is proposed to cover may be described as an outline 
of what the exchange dealer at a bank does and why, when, how, 
and where he does it, but, although this field is eminently practical, 
it will be necessary, in the first place, to repeat one or two definitions 
and axioms of the theory of the subject in order that the need for 
and the underlying object of these practical operations may be 
clearly understood. 

Theoretical Definitions and Axioms. 
The term .. foreign exchange" is applied to the means and methods 



INTRODUCTION TO THE PRACTICE OF FOREIGN EXCHANGE 

whereby the C'IllTency of one country is translated into the currency 
of another country. It is also somewhat loosely applied to· the 
actual curcencies themselves, whether in the form of coin or notes 
or of credit instruments. Foreign exchange arises because nations 
trade with' one another, exchanging goods and services, borrowing 
money from one another, paying interest on such borrowings and 
gradually repaying the capital, and generally indulging in operations 
which result in the creation of a debt due from a national of one 
country to a national of another. Because our modern social and 
economic development has grown so complex that the multitudinous 
wants of mankind can be satisfied only by a highly specialized 
international division of labour, the primitive method of .. barter" 
would be impossible to-day and debts, whether internal or inter
national, must be expressed in terms of money. Since money is not 
international because practically every nation, presumably to demon
strate its own individuality, has instituted its own national money 
or unit of account, and since every creditor will normally require 
the eventual payment to him of the amount owing not in terms of 
some foreign currency but in terms of his own home currency, 
which is the only money he can use for his own internal purposes, it 
follows that every international debt created means that, sooner or 
later, the money of the debtor country must be exchanged or trans
lated into the money of the creditor country. 

As long as the amounts owed by any country to any other are 
offset by the amounts owed to that country by the other, the 
question of exchanging the money of the one country for that of 
the other merely resolves itself into the establishment of some form 
of clearing house for the settlement of these mutual debts. If, 
however, the balance is decidedly in favour of one side or the other, 
some article or commodity of.value must be found which is available 
in both countries and which is acceptable to each as a means of 
di~harging indebtedness. The process of evolution made gold the 
generally accepted measure and store of value and, as such, it 
became the basis or standard for the un,it of account in most of the 
principal countries of the world. This meant that there was a 
common denominator in terms of which most units of account could 
be expressed and, through this common denominator, such units 
could also be expressed in terms of each other. If, for example, the 
laws of Holland prescribe that the Dutch florin shall contain a 
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stated weight of gold niI),C-tcnths fine and the laws of England 
prescribe that the sove!ign shall contain a stated weight of gold 
eleven-twelfths fine, it is merely a matter of arithmetical calculation 
to discover how many Dutch florins would contain the same weight 
of fine gold as that in an English sovereign. This provided' a theoreti
cal and arbitrary valuation of one unit in tenns of another (which 
is a "rate of exchange "), known as a "~fint Par of Exchange," while 
the generally acceptable basic commodity, gold could be used as 
a means of discharging any temporary balance of indebtedness 
either one way or the other. The value of one unit in tenns of 
another, or the "rate of exchange" between two countries, could 
therefore vary on either side of the Mint Par of Exchange to the 
extent of the cost per unit of moving gold from one country to the 
other. 

This point is best illustrated by considering the case, under normal 
conditions, of two countries both having gold as the basis of their 
currencies and both using the same unit of account as, for example, 
England and Australia when the gold standard was in full and free 
operation. In these two countries the sovereign was in common use 
on both sides, but the possession of a sovereign in London did not by 

/any means imply the possession of immediate purchasing power in 
Australia. One had to transfer the sovereign from London to 
Australia for it to be of practical use there, and similarly with a 
sovereign held in llelbourne which it was desired to use in umdon. 
The transfer of that sovereign from one side to the other obviously 
entailed expense, as postage and insurance would have to be paid 
on it whichever way it went. The payment of such expenses 
therefore reduced the eventually available amount of the sovereign. 
One could say either that it cost, say, twenty shillings and sixpence 
Australian to obtain useful possession of a sovereign in London or 
that a sovereign in llelboume or London was only equivalent to, 
say, nineteen shillings and sixpence by the time it had been trans
ferred from one centre to the other. There is also the" time factor" 
to be considered. The movement of the sovereign from one centre 
to the other could not be accomplished under a certain time, and the 
remitter of the sovereign was d.eprhred of the use of it while it was 
in transit. thus incurring a certain loc-5 of interest. Any person in 
London who wished immediatt:ly to have sovereigns in lleloourne 
had to find some one with sovereigns im.mediately a"ailable in 
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Melbourne, which he could dispose of by T.T. (Telegraphic Transfer), 
and at a price satisfactory both to the buyer and the seller. This 
price woqld vary with the relation between the demand for and the 
supply of A~stralian pounds, but the price of a sight draft on either 
centre could not rise above the result produced by sending a sovereign 
from one side to the other. In other words, if a sovereign sent from 
London to Melbourne realized IgS. 6d. Australian after allowing 
for the expenses of transport, no English buyer of Australian pounds 
would accept less thari IgS. 6d. Australian per English £ for a sight 
draft on Melbourne, since he could obtain at least this equivalent 
by shipping sovereigns. He might accept less in Australian money 
per English £ if he- needed the funds there urgently and wanted 
to buy a T.T., but even this price would be governed by the cost 
to him of obtaining an overdraft in Australian pounds so as to enable 
him to make an immediate payment there pending the arrival of 
his shipment of sovereigns. That is the theory of the gold points, 
and the gold points are the theoretical limits to the movements of 
the value of one unit of currency in t~rms of another where both 
units are based on gold. 

The reason why exchanges fluctuate, why they never maintain 
a stable relationship as between one unit of account and another, 
is because the balance of indebtedness as between on~ country and 
another continually fluctuates, and one can never say on any 
given day, say as between France and this country, that the 
amount of debts in France due to be settled here in sterling is 
equal to the amount of debts due for immediate settlement by 
persons in England to persons in France, in terms of French francs. 
International commerce and finance create debts and the differences 
in the respective units of account create the need for the trans
lation of one currency into another. The fact that the balan(;e 
of indebtedness _ continually varies, almost from hour to hour, 
prevents any exact and permanent comparison of the two units 
being made. The actual value of one unit of currency in terms of 
the other is continually being thrashed out between the hammer 
of demand for that currency and the anvil of supply of it. 

The Use of Credit Instruments; 
Now if we are to consider what an exchange dealer does, we 

must see what instruments he uses to do his work. That word 
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" instrument" is a very good word, because very largely he uses 
credit instruments. If you have a cheque handed to you by a 
debtor you do not walk about with that cheque in your .pocket to 
try to get some tradesman to exchange it for goods or services. You 
pay that cheque into your bank, and when you, in turn, have a 
debt to pay you issue a cheque on your bank against your credit 
balance. Therefore, you are using the bank as a temporary 
reservoir for your wealth. The bank collects for you the debts 
you are to receive, and pays out for you the debts you have to 
meet. The same process is applied to foreign debts, since every 
foreign debt can be expressed by means of a credit instrument in 
the same way as an internal debt. You may have a debtor remitting 
to his creditor by buying from his bank some credit instrument 
which he can send to his creditor; or you can have a creditor 
drawing on his debtor in the shape of a bill or a sight draft, and 
handing that instrument to his bank for purchase or collection. 
Where the debtor is a bank (as where a foreign bank or individual 
maintains a current account) the debt may be· claimed by the 
creditor drawing a cheque on the debtor bank. Therefore aU banks 
with international connections act as clearing houses for debts; they 
receive or collect or buy debts due in terms of a foreign currency 

. to persons to whom they are prepared to grant such facilities, and 
they sell, or issue, credit instruments to those people who wish 
to pay debts in some other currency. 

Foreign Accounts. 
If a bank has to ,act in this manner obviously it must be in a 

position to drawn on an account, and to pay into that account just 
in the same way that you must have a banking account if you 
are to pay in the cheques you receive ana draw cheques for the 
amounts you wish to pay away. Therefore, the first thing an 
exchange dealer must do is to see that he has the necessary current 
accounts with banks in every important centre. These accounts 
are run on more or less the same lines as any ordinary banking 
current account. A London bank will open accounts in its own 
name with banks in the principal foreign centres, on which it will 
operate in the same way as you operate on your private banking 
accounts, and these accounts will be credited with all the items in 
the local currency which the London bank sends there for its 
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credit, and will be debited with all the drawings which the London 
bank has to make. Obviously, any currency can circulate only 
in its OWl} country. In London you cannot have American dollars, 
or in France German marks, circulating as cttrrency. Anyone who 
has in his possession, or says that he owns, American dollars or 
French francs must possess them, or own them, in the appropriate 
centre. You can have useful possession of American dollars only 
in America; or of French francs only in France; or of pounds sterling 
only in the United. Kingdom. Please bear this well in mind. because 
it is vital in connection with foreign currency accounts. Thexefore, 
a London bank maintains its accounts in foreign centres in terms of 
the relative foreign currency, and these accounts are known as 
"Correspondents'" accounts or "Nostro" accounts. The account 

. which a foreign bank in return keeps with the London bank, that 
is,· an ordinary sterling account, is run on the same lines as current 
accounts for home customers, and it is known as it "Vostro" 
account. When speaking of the account of any third party, 
whether it is an account in a foreign currency or in home currency, 
it is very often spoken of as a "Loro" account. 

" N ostro" are accounts abroad, or "our account with you." 

" Yostro" are accounts at home, or "your account with us." 

" Loro" are "third party" accounts. 

The" Nostro" accounts are those with which. we are most con- . 
cerned. They are the accounts which the exchange . dealer uses, 
and which are credited with his purchases of foreign currency and 
debited with his sales. 

"Value Date" 
The date on which . an entry is passed to an account is some

times different from the date from which interest commences to 
run, and every entry to a "N ostro" account in the case of a 
London bank, and every entry to a "Vostro" account in the case 
of a foreign bank's account with London have what are known as 
"Value Dates." A value date is simply the date on which an entry or 
payment becomes effective and/or subject to interest, and a "true 
balance" is obtained by marshalling all the deb~t and credit items 
bearing the same value date, irrespective of the dates on which 
they were actually entered to the account. 
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Foreign Exchange Instruments-Telegraphic Transfer. 
We will now examine the instruments the foreign exchange 

dealer uses in his business of buying debts in foreign currencies 
from those who wish to sell, ind of selling amounts of foreign 
currencies to those who wish to pay debts in other countries. His 
main instrument for his larger transactions is the" T.T." (Tele
graphic Transfer) which is, of course, a form of credit instrument 
by which an order to pay is sent from one centre to another by 
telegram or cable or wireless. In the case of the ordinary credit 
instrument given in writing, it can be delivered by the issuer, and 
his signature compared by the eventual payer with a standard 
specimen signature, as in the case of our private cheques. \Vith 
a telegraphic transfer you cannot,of course, send an actual signature 
by telegram, and therefore you must have some method of checking 
the authenticity of the cables which transmit an order to pay. 
That presupposes a close relationship between the person issuing 
the telegraphic transfer, or giving the order to pay, and the person 
to whom the order is addressed. The actual ability to issue a 
telegraphic transfer depends entirely on the existence of a current 
account as between the issuer and payer, and the existence of some 
method of authenticating the cables, usually by means of a private 
code. Therefore telegraphic transfers or cable transfers are issued 
only between first-class banking and financial houses, or the largest 
commercial firms, because the normal, small private firms do not 
maintain a current account in other centres and have no method 
of authentication. T.T.s actually represent the truest value of one 
currency in terms of another at any given moment. There is no 
allowance for J:"isk because they are passed only as between .. gilt
edged" names, so that there is no risk of non-payment. There is 
no allowance for. interest because the money is sure to be .. here and 
there the same day," or "value compensated," or "valeur C01n

pensee." that is, the value date is the same in both centres. In other 
words, the day on which you payout sterling in London when 
buying, say a T.T. in American dollars, is the same day on which 
you receive credit in New York for your dollars. There is no risk 
or loss of interest, no stamp duties, and the cost of the cable is 
infinitesimal, while the brokerage, if any, is merely fractional. 
Therefore the" T.T." is the nearest approach to a true valuation at 
any moment of one currency in terms of another, and the price of 

2-('411) 
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T.T.s may be c()nsidered to be the basic ,ate of exchange bet-.;:een 
(lny iu'() c()UnlTies. 

Mail Transfer and Guaranteed Mail Transfer. 
The next most usual form of credit instrument for banking use 

is the Mail Transfer or Guaranteed Mail Transfer. TheMail Transfer 
is simply an order to pay sent by letter instead of by cable. being 
sent by the issuer and addressed. to the payer. Again the existence 
of a current account is essential to the use of such instruments. 
but the need for authentication does not arise since the letter bears 
the signature of the issuer. A G.1I.T .• or Guaranteed Mail Transfer 
is gua,anteed l»Ily in ,ega,d to the date of payment. If you send a 
Mail Transfer through the post. or if you remit a cheque or a sight 
draft. the time of its arrival is naturally uncertain and. as we shall 
see later. the difference between the basic T.T. rate and any other 
rate is primarily dependent on a loss of interest to the buyer and a 
gain of interest to the seller. If therefore you base your ideas of" 
a gain and loss of interest on a certain estimated mailing period 
and your estimate proves to be wrong. one party is benefiting 
unexpectedly. unwittingly. and even unwillingly. at the expense of 
the other. Therefore in order to avoid any dispute or mbllDder
standing as to the possible date of arrival of a Mail Transfer or cheque 
or sight draft. an instrument known as a Guaranteed Mail Transfer 
~ been introduced. by which the issuer instructs the payer. by 
deferred cable. to pay over on a certain fixed date-usuaIly approxi
Inating to the date of arrival of the next outgoing steamer. In the 
case of New York. it Inay be 7. 8. 9. or '10 days from the date of issue 
and in the case of Buenos Aires 18 to 28 days. and similarly with 
other centres which are dependent upon the presence or absence 
of a fast steamer. The difference between a G.1I.T. and an ordinary 
lLT. is that with the former instrument the date of payment is 
previously agreed between bnyer and seller instead of it being de
pendent on the uncertain date of arrival of the boat carrying the 
lLT. or cheque or sight draft. It may be mentioned. regarding all 
Mail Transfers. that there is no cover or collateral security other 
than the agreed contract between the two parties. while cheques 
or sight drafts are bought on the strength of the drawer's sig
nature. so that such instruments pass only between approved" 
names. 



C!wQ~s and Sl$.bt Drafts.. 
l~\l('$ \~ ~ht dnlts d~l Ik'l u."U.llly l"l..~ hct."~n hrs.t-<uS$. 

uurket mnn~ ~.1~ ,~ t~ tn'Uhl", itl\~ll\~ t>y th'" ~ 
h.l\"i~ hl dr .... a d~\l(' and MnJ it hl t~ hu~'ef ... 'hik t~ utter 
mu. .... ~hl it ,>ut f,~ ~ll.~"ti..\l\ anJ I,~hly ku tlw- "~ \~ th", 
f,'lI'\"~"1\ ~&ml\" flwoqU<'S and s4:,ht drafts ul..'O(' t\, .. n\~h ~ter 
C'~tmt In.'lu NnU\\('f\"W kNll('$$ thu m'lu fuWl\'w tr.m.'i1.."th,"-,,
~ hlnk C'xdw~~ ~l« .. "ill ~h.\....;;,e t~ tn)ll\ al'l~w\."J 
('U.4\'l\lCf'$ ,'llly. and th<-n ''l~. "\\1\h ~,~," Rml('ll\t.er tholt 
.. f,~u udw~~ ~("f' \\'ill 1~h;L'O(' &l\y lind ,~ ('x~t~~~ 
ill.4tum<'nt tne cw-h)lll<'N ')Ill~' ~"'th ~,~:. anJ ('\~. U, 

... ~~ d,'.\l('f ~ SUl,\~w-d t>y t~~"ttW U<-l\Utn\('nt .. 'th .. li.4 
\~ ,. s.£l'tCti..lM'" ,~ "linuts "-t~t l$. tlw- h'(~ ''U~'''lhlir~ lUhility 
hl tlw- b.mk ,'1\ tbe p.ut ,'If a cu.""h)ll\('r in ~l'('\"t ,'If his f,«~"l\ 
l":t~~~ "I'<'nti..'llS \\hkh tlw- hlnk ~ l«l~ hl all~)\\" anJ 
.. hkh the' ~~l« mu.--t ~ ~ 1l\'It C'~~"-

EnOlshn~llts t:ftdu T1'a'~~n· aDd Clmmucul CrNlts. 
Th(' n('~t fl.,"u ,'If ~ht t'~~~\t ~ t~t ,\I Etl;.~a.~\('n\s 

wlJ« T~wU<1"S' &no! (\~W Cl-Nits. ~~~l('nts \l.l\\kr 
tr ... \~· ~ts ~ u.~~' in thC' f,au ,'If C~~ ~ht \lnfu 
\'1\ f\'lI'\"ign Nol\b f,~ \\'!he thC' !h~ hmk ~ tb(' kX'~ ~~l\t anJ 
by .. lli.e a (~ ,~ ~r«w Utter ,'If UNit hu beom i.~ in 
bwur ,'If ,~ ," thdr C\L->t\lll\<1"$. ~ ho.~ ,'If t~ ktter ,'If CN'\lit 
~~\$ a ~ht dnft in t~ fI.«4,"1\ CUJ'Ml\'Y ,ll\ thC' i.~ aoo."d and 
\h~ is tUl'1l<\l into k)('M ('\ll1't'llCy b~' the 1'lyin; hmk.. The in.c->tnl' 

l\l('ut is actlWly 1'W\.~~ by t~ ('~h.\n..~ d~l« h<fto and 
stt.'fting ~ ~ ,'Ut f,~ it to thC' t\luh-aknt ,-'If t~ &m\'lW\t \~ f,ltt~" 
C\UTmCy f,~ '~"h t~ dntt ~ \tn,"'U. ~t in $U('h (,.l~ t~ 
u.n ~ ll;.l q\l('$ti..'1\ .. 'If t~ in.. .... nuntnt ~ tWn •• \\"ith ~,~." 
~~\lSle t~ I"~-i~ hlnk "ill Ik'l al-.~Y's h~\~ t~ bdliti<-s ,--.r the
~Nlity ti.) tr.\('(' thC' lli.~k't (I( tMt letter ,'If rn."Iiit. \\~ a ktter 
,~ ttI.'lit is ~ m)lll a.oo.'-ld but in t("f'l\\$ ,\I tl\(' C\lm'.oc~' ,'If tl\(' 
dr.l"~ ('\lW\try, it (\l~t('$ a.s &l\ a.utho.~tr l\) thC' ~~t ~nk \\) 
I"Y ,'Ut h..~ ('~~. t\l th~ d.:-hit .. 'If the "'\~nl" a~'\Ul\t \~ 
t~ ~ &no! no n\.~~ "l'<'nti..'1\ is (,,,UN f,~ by t~ l'l)'tt . 
• \ hank mU.~~ a l'l)'1\\'mt unJ« a 1«t« (I( crNit .. 'hi..-h hM ~'It 
int\) the Wl'\.~ twlJ." tht ~"""t\\t'e ,'If II\(' true ,)"1l'U«' ~--i~ fI.~~ 
UM\~ ~"'e t~ l'l)~t ~~--t t~ t.)rti~"l\ N.nk.. and $t.lOOs 
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but little chance of recovering the money paid out from the person 
committing the fraud. Encashments under credits must be con
sidered to be "without recourse" and on the sole responsibility 
of the cashing bank. Therefore, be very, very careful'under such 
conditions. The bank dealer will, on the other hand, be asked 
to sell Letters of Credit in terms of foreign currencies to his own 
customers, and payments made by his agents abroad under such 
instruments will be debited to his local accounts in foreign currency. 

Stock Draft. 
Another form of sight instrument is the" Stock Draft," which 

is simply a sight draft or cheque drawn by a stockbroker on some 
other stock-broking firm or on a bank in another centre in respect 
of the sale of stock by the home centre to the other centre, as 
securities are frequently bought and sold as between two centres. 
The purchasing centre ",ill sometimes be content for the stock 
purchased to remain lodged in the safe custody of a first-class 
bank in the selling centre, but often there arises a private buyer 
who wants to have the stock, locked up in his own safe, or an 
arbitrage operation in shares which calls for the physical delivery 

,of the securities. In that case a seller of stock has to deliver to 
the other centre the actual stock or shares. and a stock draft is 
drawn against the collateral security which these represent, the 
actual stock or shares being attached to or enclosed with the stock 
draft. In addition to the names on the draft of the drawer and 
drawee, who are usually more or less reputable firms of stock
brokers, the buyer of the draft has the security represented by the 
stock or shares which presumably could be sold should the draft be 
unpaid. But because the buyer incurs the expense and trouble 'of 
packing, posting, and insuring a parcel of securities, he must receive 
compensation in the price which he pays for the instrument. We 
shall later on see how he does that. 

Reverse Stock Draft. 
Then there is the operation known as buying "Reverse Stock 

Draft." A stock draft itself is a draft with stock attached to be 
sent abroad for payment in another centre. A reverse stock draft is 
a draft drawn from another centre on the home centre in the home 
currency, which the drawee wishes to have met on negotiation 



CREDIT INSTRUMENTS II 

in the foreign centre by a payment of the equivalent amount of 
foreign currency. The home exchange dealer is therefore selling 
foreign currency to be paid out at once, but he will get his sterling 
equivalent only when the draft arrives here and is presented 
to the customer for payment in sterling. With a stock draft the 
buyer pays out sterling at once and receives the foreign currency 
in a few days' time; with a reverse stock draft he pays out foreign 
currency at once and only receives sterling in a few days' time, so 
that a loss of interest is incurred in each case. 

Lon~ Bills. 
Then we have If Long Bills" which, perhaps unfortunately, one 

cannot now consider so important as formerly. There are many 
bankers who wish that the practice of drawing bills would again 
take deep root in the hearts of our industrialists. There is no doubt 
that a bill with several signatures on it is a much better and much 
more secure method of conveying a right to a debt than is a contract 
between a bank and a customer for the purchase and sale of a certain 
amount of foreign exchange either If spot" or If forward." The 
second operation is purely individual as between the bank and its 
cllstomer, while a bill can be made to serve several purposes. Every 
bill drawn on another centre has either to be collected for the 
creditor or purchased from him. The pound sterling being regarded 
even now as an international currency, more bills are drawn on 
this country in sterling than we draw in foreign currencies on 
other countries, as a foreign creditor of this country prefers to draw 
a bill on his English debtor in sterling because he knows he can 
always sell it to advantage, whereas if the English debtor obtains 
a bill in the currency of his foreign creditor and sends it to him in 
discharge of the debt, such a bill will not be so easily negotiable 
as would a bill in sterling. Therefore the demands on English banks 
to issue long bills in foreign currencies for account of customers 
here has almost entirely died out, but banks abroad draw many 
long bills on London in sterling in the course of financing foreign 
trade, not only ,,,ith this country but often between two foreign 
countries. 

The long bills offered to exchange dealers here for purchase are 
bills drawn by our exporters on their foreign debtors, but a foreign 
creditor will prefer to draw on his English debtor in sterling rather 
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than ask the latter to purchase from his bank a long bill in terms 
of a foreign currency, and· therefore the English banks do not sell 
long bills-'-they only buy them. 

"After Date " and "After Si~ht." 
We shall see later how the purchase price is adjusted to meet 

the particular instrument, whether it is an II after date" or an 
,; after sight" draft. The distinction is very important because the 
loss of interest in the case of an II after date" bill is less than in the 
case of an II after sight" bill. An II after date" bill has commenced 
to run towards its maturity as soon as it is issued. An II after sight" 
bill cannot begin to run to maturity until it is II sighted," so bear 
in mind that whenever you are dealing with an II after sight" draft, 
at 30, 60, go days or whatever it 'may be, the draft must be presented 
to the drawee for acceptance before it commences to run. Your loss 
of interest, if you are buying it, starts from the date on which 
you buy, and you must, therefore, allow for the time taken to reach. 
the drawee, as well as for the duration of its currency or tenor, 
because it does not commence to run until it has been II sighted." 

Foreign Coupons and Drawn Bonds. 
Other articles which the exchange dealer is asked only to buy 

and not to sell are Foreign Coupons and Drawn Bonds. Many 
international security issues have their interest coupons expressed 
as payable in one or other of the currencies of several centres, 
at the option of the holder, at a fixed rate of exchange. For 
example, some issues have coupons payable in London at the rate 
of £1, in New York at the rate of 4.861 U.S. dollars, and in 
Montreal at 4.861 Canadian dollars. 

If the rate of exchange between London and Montreal is $4.86, 
while the London-New York exchange is $4.85, and a coupon can 
be cashed in London for £1, in New York for $4.861 U.S., or in 
Montreal for $4.861 Canadian, a London holder would obtain only 
£1 per coupon in London, while by cashing it in Montreal he would 
receive h.86i Canadian which he could' sell and receive £1 for 
every $4.86, thus leaving himself with i cents in pocket for every £ 
purchased. If the coupons were cashed in New York, the holder 
would receive $4.861 U.S., and could turn these into pounds at 
the rate of £1 for every h.85 U.S. He would therefore be left 
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with 1 i cents in pocket on every £1 coupon. \\benever such coupons 
become payable, they are sent to the centre where the highest 
yield can be obtained, and if, owing to the current rates of exchange, 
a large number of such coupons go to New York this tends to make 
U.S. dollars cheaper owing to the offerings for sale against pounds 
of the U.S. dollar proceeds of such coupons. Similarly, if the 
Canadian exchange shows the largest return for cashing such coupons 
they would all go to llontreal and the resulting offerings of Canadian 
dollars against other currencies would cause a cheapening of 
Canadian dollars in the exchange markets of the world. 

As regards drawn bonds, many issues provide for capital re
demption (or repayment) by periodical dra\\ings of a certain number 
of bonds, as in a lottery. The bonds whose numbers are" drawn" 
fall due for immediate repayment and have to be sent forward for 
encashment to the paying centre or, in the case of a choice of 
centres, to that centre sho\\ing the highest return through the 
current rate of exchange. 

In both these cases, the buyer of the articles loses interest until 
he receives credit after their cncashment and he must also bear 
the cost of packing, posting, and insuring the parcels of coupons 
or bonds. 

Foreign Coin and Notes. 
Finally we have Foreign Coin and Notcs which are usually dealt 

with by a special department in a big bank, known as the" Foreign 
lloney Department." The cashier has to buy or sell foreign currency 
in the form of coin or notes and he maintains a small balance 
in his till of the principal foreign moneys for the convenience of 
travellers, but in the ordinary way the amounts involved are so 
small that the exchange dealer does not take very much notice 
of these balances. But if, as during the American tourist season, 
the amounts collected in the shape of American notes become 
fairly large, they will be sold by that department to the exchange 
dealer who will allow in his buying rate for the cost of insurance, 
packing, and the postage of the notes to New York. 



CHAPTER II 

PRINCIPLES OF DEALING IN EXCHANGES 

THE following is a summary of the basic principles of dealing in 
exchanges. The maxims and rules here set out are fundamental to 
a knowledge of the practice of foreign exchange, but it is hoped that 
they are presenteq. in such a form as to make them easily and clearly 
understood by any int~lligent reader. Once these rules have been 
fully grasped, the ordinary practical exchange problem should hold 
no terrors for the novitiate and the average examination paper 
should prove a "walk-over." This summary is followed by a few 
paragraphs of commentary which should serve to make quite clear 
any previously doubtful points. 

Maxims for the Selection of Rates. 
For" Currency" rates, a dealer must" Buy high and Sell low." 

For" Pence" rates, a dealer must" Buy low and Sell high." 

Maxims for Allowance of Profit. 
For" Currency" rates, a dealer must allow for his profit in the rate 

at which he deals by taking More Foreign Units per £ when Buying 
or by giving Fewer Foreign Units per £ when Selling. For "Pelice" 
rates, a dealer must allow for his profit in the rate at which he 
deals by giving Fewer Pence per Foreign Unit when Buying and by 
taking More Pence per Foreign Unit when Selling. 

Maxims for Allowance for Interest, Stamps, or Charges. 
, With the purchase and sale of an "undue" instrument such as a 
long bill, a loss of interest accrues to the buyer (who pays cash for 
the instrument), and a corresponding gain to the seller. A bank 
exchange dealer will usually charge interest at the Discount or Over
draft Rate in the foreign centre (according to the type of instrument 
purchased) when Buying, but will only allow interest at the Call 
Money or Deposit Rate in the foreign centre (according to the type 
of instrument sold) when Selling. Note again that English banks 

14 
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are seldom asked to sell tenor instruments, and their sales of II undue" 
instruments are usually of G.M.T.s, M.T.s, cheques, or sight drafts, 
or of the various forms of Letters of Credit. 

To allow for interest in the rate at which he is dealing, the dealer 
must, for II Currency" rates, receive interest when Buying by taking 
More Foreign Units per £ at the highest possible rate of interest, but 
will allow interest to a buyer when Selling by giving More Foreign 
Units per £ but only at the lowest possible rate of interest. When 
dealing in II Pence" rates, the dealer must allow for interest in his 
dealing rate by giving Fewer Pence per Foreign Unit at the highest 
possible rate of interest when Buying, but will allow interest to a buyer 
when Selling by taking Fewer Pence per Foreign Unit but only at 
the lowest possible rate of interest. 

The same principle applies to allowances in the dealing rate for 
out-of-pocket expenses, such as the cost of any foreign stamp or of 
any collection charge made by or commission due to the agent for 
collection to whom the instrument must be sent so that payment in 
the foreign centre may be obtained. A ny such charges are recouped 
by the bank dealer by taking More Fore.ign Units per £ when dealing 
in II Currency" rates or by giving Fewer Pence per Foreign Unit when 
dealing in" Pence" rates. In general, the maxim for a bank dealer, 
who will usually be asked to purchase instruments on which there is 
a loss of interest or ~undry expenses, is to cover such losses by taking 
More Foreign Units per £ in "Currency" rates or by giving Fewer 
Pence per Foreign Unit in "Pence" rates. 

The following examples will illustrate these principles. 

Examples. 
I. If a London bank dealer will deal in T.T. New York at 

$4.861-1 per £ and in Cheque on New York at a margin of t-Iir c. 
over T.T., while he takes a margin of profit of -h c. in each case, 
then he will-

Buy T.T. New York at h.861 per £, plus his profit of nc., making a net 
buying price for T.T. New York of h.86s\; 

Buy Cheque on New York at h.861, plus his buying margin for cheque over 
T.T. of nc., making h.86H, and plus his profit of nc., making a net 
buying rate for cheque on New York of h.86H per £; 

Sell T.T. New York at $4.861 per £, less his profit of -s\c., making a selling 
rate for T.T. New York of $4.86li\; 

Sell Cheque on New York at h.861 per £, pitts his selling margin for cheque 
over T.T. of te., making h.861, and less his profit of nc., making a 
net selling rate for cheque on New York of h.86H. 
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2. If a London bank dealer will deal in T.T. Buenos Aires at 
36~ld. per peso, and in Cheque on Buenos Aires at a margin of 
t-N. under the T.T. rate, while he takes a margin of profit of 
-hd. on each transaction, then he wiIl-

Buy T.T. on Buenos Aires at 361d. per peso, less his profit of lhd., making a 
net buying rate of 36ll'\d. ; 

Buy Cheque on Buenos Aires at 361d. per peso, less his margin under T.T. 
for buying cheque of id., making 35!d., and less his profit of s\d., 
making a net buying rate for cheque on Buenos Aires of 353'~d.; 

Sell T.T. on Buenos Aires at 36id. per peso; plus his profit of lhd., making a 
net selling rate of 36:i1.!d. ; 

Sell Cheque on Buenos Aires at 36id. per peso, less his margin under T.T. 
for selling cheque of id., making 35id., and plus his profit of s\d., 
making a net selling rate for cheque on Buenos Aires of 35Hd. 

Commentary. 
A cheque on New York represents a loss of interest to the buyer, 

since he pays out cash at once but receives credit in New York only 
after the cheque has been collected and credited to his account. 
and, therefore, he requires more foreign units per £ than he would 
if he were buying T.T. With a T.T. he pays his sterling on the 
same day that he receives his dollars in New York. With a cheque 
or Mail Transfer. or G.M.T., he pays his sterling on one day, and 
only receives credit in New York some days later, so he requires, 
to,. compensate himself, more foreign units per £. In the first 
example, the dealer will sell T.T. at 4.861 dollars for every £ you 
pay him, but he will give you only a £ for every $4.861 you give 
him. In other words he sells ic. higher to the £ than he buys. 
the difference of i being the "Market Turn." but he must also 
take an additional profit on top of the actual market price. To 
take a profit when buying currency, if the rate is in foreign cur
rency units to the £, he must take more foreign units to the £. 
so he adds his profit to the T.T. rate of $4.861, which, plus his 
margin of profit of -hc., m~es a total buying rate $4.86/y . If he 
is going to buy cheque he wants more foreign units per £ to com
pensate himself for loss of interest. To his buying rate for T.T of 
$4.86t, he adds -he. for the loss of interest, making $4.86tt, then 
he adds his profit of -hc., making a net buYing rate for cheque on 
New York of $4.86H- per £. If he is a seller. he sells as few foreign 
units to the £ as he can. He sells T.T. New York at $4.861, less 
his profit of -hc. ; he deducts his profit when he is selling because 
he wants to give as few foreign units to the £ as he can, making 
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a selling rate for T.T. New York of h.86i\r per £. If he sells 
cheque on New York, he sells at the smallest margin he can possibly 
give over his selling price for T.T.; therefore he sells cheque at 
$4.861 per £, plus his selling margin for cheque over T.T. of ic., 
making $4.861, and less his profit of ~c., making a net selling rate 
of $4.861%. 

Now with" Pence" rates you get the reverse-he buys as cheaply 
as possible. Take as an example the T.T. rate on Buenos Aires; 
he would pay only 361d. for every gold peso, less his margin of 
profit. If you want to buy from him gold pesos, he is going to 
charge J6id. per peso, and in addition he must allow for his profit. 
If he is prepared to buy T.T. at 361 he wants a profit of nd., 
making a net buying rate of 36-hd. If he is buying cheque he 
wants to give as few pence per foreign unit as he can; he first 
deducts from his buying rate for T.T. the buying margin of cheque 
under T.T. of id., and that makes his gross price 3sid., again less 
his profit of M., making his net buying rate 3S"hd. On the other 
hand he sells T.T. Buenos Aires at 36id. per peso, plus his profit 
of ~d. making a net selling rate of 36M. He sells cheques at 
his selling price for T.T. of 36id. per peso, less his margin under 
T.T. for selling cheque of id., making 3s1d., plus his profit of iYd., 
making a net selling rate of 3sM. Note specially here that, while 
he permits the buyer to pay fewer pence per foreign unit by way of 
compensation for loss of interest, he charges the buyer more pence 
per foreign unit to cover his own profit. 

" Currency" and "Pence" Rates. 
These expressions having been used several times in the preceding 

paragraphs, it may be explained that there are two methods of quoting 
exchange rates, either in terms of foreign units per £, or in terms of 
pence per foreign unit. The first method of quoting is known as a 
" Currency" rate and the second as a .. Pence" rate. .. Currency" 
rates, that is, so many foreign units per £, are also sometimes 
known as .. uncertain," .. indirect," or .. movable" rates, and the 
.. Pence" rates are also called "certain," .. direct," or .. fixed" ; 
but it is advisable to discard altogether those pre-war expressions 
because nowadays rates are uniformly spoken of as "Currency" 
rates or .. Pence" rates. If you deal in a .. Currency" rate you 
secure a certain quantity of foreign units per £. Just imagine 
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yourself dealing in oranges; you buy, say, 15 oranges for IS. and sell 
them at 12 for IS. "Buy High, Sell Low." You buy as many units 
to the £ as possible and sell as few tmits as you can. But if you are 
a boot factor and you buy a pair of boots for 5s., you try to sell 
them at lOS. 6d. You" Buy Low and Sell High." For" Currency" 
rates you "Buy High and Sell Low"; for" Pence" rates you" Buy 
Low and Sell High." This should be thoroughly tmderstood by 
students because in the heat of the moment it is easy to trip up, 
forgetting the kind of article you are buying or .selling. Therefore 
just remember these illustrations of oranges and boots. Buy as 
many oranges to the £. and sell as' few as possible to the £; give 
as few shillings and pence per pair of boots as possible and get as 
many as you cari when you re-sell. 

There is another point to which reference must be made and th'at 
is the old expression "The better the bill the better the rate." 
That again is a pre-war survival from the days when bills were 
ve:.:y largely the medium used by exchange dealers. The expression 
simply means that a better class bill obtained a better price than a 
lower class bill. Students may know from -experience that a bank 
bill commands a lower rate of discotmt than does a commercial bill, 
that is, the buyer will-give more for the former than for the latter 
instrument. "The better the bill the better the rate"; or, as 
regards exchange rates, "The better the instrument the better the 
rate." In this case, the better instrument means that it is payable 
at an earlier date than the other, so that a 30-day bill would 
command a better rate of exchange-a better price for the seller 
-than a 90-day bill, because the buyer would get his money sooner 
and does not have to lose so much by way of interest. Similarly, 
a bank bill at 30 days would command a better rate of exchange 
than would a commercial bill of the same tenor. 

In connection with the selection of rates for buying and selling 
and the "market turn," or the margin between buying and sell
ing prices, there are one or two further points which must be 
mentioned. 

The" Position Sheet." 
English banks will not allow speculation in exchange on the part 

of their dealers. Every dealer must go home very nearly with 
"a square book." A square book mean~ that he has both bought 
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and sold approximately the same amount of any given currency. 
If by chance during the day he finds he has bought more of a 
certain currency than he has sold, then he has an "Overbought .. 
or "Long" position. If he has sold more than he has bought, 
then he is short of that currency or "Oversold," and in order to 
prevent himself from getting into such a situation he maintains 
what is known as a "Position Sheet" or "Position Book." That 
is simply either a sheet or book ruled in columns to contain the 
details of his transactions in the various currencies. Every purchase 
of French francs goes on one side of his French franc page or column, 
and every sale of French francs goes on the opposite side, and thus 
he can see at a glance whether he is "overbought" or "oversold" 
ill any particular currency. Now it is by no means necessary that 
he should cover any particular transaction such as the sale of a 
cheque or T.T. by an exactly similar transaction. He may cover 
the sale of cheque by the purchase of T.T., or he may cover a 
purchase of a "Long Bill" in a foreign currency by an outright 
forward sale of T.T. The exact form of covering,is often the source 
of his largest profit, because by judicious dealing he can very often 
discover how to get out of perhaps an awkward tangle by dealing 
in some completely different form of credit instrument or even in a 
different exchange altogether. Therefore his Position Sheet is of 
very great importance to him, and every morning that sheet comes 
to him from the book-keeping department with the previous day's 
balances brought down for him. Usually he will have a credit 
balance. in the foreign currency-a credit balance on his Nostro 
account-because he must be able to feed his accounts abroad. 
He expects the foreign banks to keep balances in sterling with 
his bank in London, and so in turn he must keep balances in foreign 
currency with those banks abroad which he uses as agents for his 
receipts and payments in the various foreign centres. Therefore, 
normally, he will show a credit balance to his account, but quite 
conceivably he may have been forced to make a heavy forward 
purchase of currency against which he has sold "Spot" in the 
shape of T.T., which means that his account may be overdrawn 
for the time being until he can reverse the position by doing a 
"swap" in spot against forward T.T., an operation which will be 
dealt with later; but his spot overdraft will be shown as covered by 
his "overbought" forward position. On balance he must show 
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practically nothing due either to him from the foreign bank or by 
him to the foreign bank in the shape of. overdraft. If he is 
temporarily overdrawn it means he has sold short of spot and his 
superiors will want to know what he holds against that shortage 
of spot. He would probably say, .. that overdraft represents my 
sale of 'spot' as T.T. against an outright purchase of forward, or 
against a purchase of cheque or short bills or undue bills which 
have not yet been credited to my account, but which are shown 
in the book-keeping department on long and short bills account 
or on forward exchange account." Within a little he must keep 
his purchases and sales balanced, but obviously he cannot rely 
entirely on one customer coming along at the same time as another 
and each customer wanting to do the opposite thing-one customer 
wanting to buy cheque on New York and the other customer 
desiring to sell; one customer wanting to buy T.T. Paris, and 
another wanting to sell T.T. Paris, and each for similar amounts. 
There must always be a certain short gap between the conclusion 
of one transaction and the conclusion of the covering operation, 
but that cannot be considered as speculation. 

Speculation, or " Taking a Position." 
Banks abroad regard speculation in exchange as a quite legitimate 

form of banking enterprise. The heads of a bank or firm will call 
the expert exchange dealer into consultation and they will examine 
thoroughly the conditions prevailing in other countries. They may 
C0ro.e to a considered conclusion to go short or long of any particular 
-currency for perhaps two, three, or four months, or longer still. 
They deliberately .. take up a position" in a particular foreign 
currency. For example, in the case of the pound sterling, there 
was in May and June, I93I, a certain uneasiness abroad in regard 
to its future because of our commitments in Central Europe and 
Germany. Then the .. May Economy Committee" Report was 
issued which gave rather gloomy particulars of our internal finances. 
Foreigners began to say, .. Here is England living far beyond her 
income and spending a lot of money on unemployment doles and 
other social services which is only partly covered by her receipts; 
she has to borrow in order to maintain these payments, and that 
cannot go on. No one can keep on living beyond his income. 
Moreover, England has been extravagant and has lent large amounts 
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to countries which are not in a position to repay her, and countries 
owing her money, such as Australia, and the South American states, 
are not in a position to make payments of what is due. Further, 
her London Aocepting Houses have entered into commitments for 
foreign debtors, having accepted bills on behalf of foreign drawers, 
and those foreign debtors or drawers are not in a position to remit 
the funds necessary to meet these bills on maturity. Therefore, 
England is not in a sound position; she has outstanding liabilities 
according to the I May Report' of about £450 millions, against 
which she has between £150 to £160 millions in gold." Foreigners 
therefore began to think, .. If I am not the first to get my money 
out of England in gold, I may not get it Ot't at all," so everybody 
rushed pell-mell to get their money out of England, and because 
we had not the requisite foreign exchange resources immediately 
available, and because we had not sufficient free gold to cover 
these demands for foreign currency against sterling, we were 
pushed off the gold standard. But after a few months had passed, 
the foreigner began to say to himself, .. This is marvellous. England 
is off the gold standard but there is no panic and the banks function 
normally. There has been not a single failure. It appears that 
the budget will be balanced and that there may even be a surplus. 
There is a stable National Government, the national finances are 
being reconstructed, and the new tariff gives the country a new 
bargaining power. I do not know how it has been done, but 
within a short period the money has been found to payoff the 
enormous sum which was borrowed in the attempt to remain on 
gold." The foreigner therefore went on to say: .. The pound is too 
cheap, too few foreign units are being given per £, therefore let us 
hasten to buy pounds sterling, while they are so cheap." As a 
result, all those funds withdrawn from London, which by their 
withdrawal, pushed us off the gold standard, began to hasten 
back to London, and if such a movement had been allowed to'go 
unchecked, it might even have pushed us back on the gold standard 
before Vo'e were ready for it. The importance of tl>e speculative and 
investment factors in exchange movements cannot be over-estimated, 
for the enormous volume of credit money available completely 
overshadows the comparatively small figures of payments due in 
respect of varying trade balances. Contrary to continental and 
transatlantic practice, however, it has always been the considered 
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policy of banking opinion here never to allow an .. uncovered .. 
exchange position to exist. 

"Covering" in the" Market." 
The fact that uncovered positions are not allowed to exist means 

that the exchange dealer requires some field of demand and supply 
to which he can turn when he wishes to cover a transaction carried 
out with a customer. Remember that the exchange dealer is in 
touch, not only with the home customers of his own branch direct, 
but with every branch in the service of his bank, every one of which, 
in turn, may be in direct touch with numerous customers. From 
these come the internal business of the Foreign Exchange Depart
ment. More than that, the exchange dealer in a big London bank 
directly represents his bank in the course of numerous telephone 
conversations with representatives of banks abroad every hour of 
the day. A good exchange dealer, a man with a pleasing personality, 
may bring his bank an enonnous amount of business, not only in 
foreign exchange but in other classes of banking business, because 
he impresses favourably the exchange dealer of a bank abroad with 
whom he is in regular contact. The more each is impressed with 
the personality and ability of the other, the more likely is the 
recommendation to be passed upwards that such and such a bank 
has an exceptionally able exchange dealer and that business with 
that bank seems to be conducted efficiently and well. This often 
leads to an extension of relations in other directions of banking 
and financial business which might not have been suggested if the 
exchange dealer had not conveyed so favourable an impression. 

The exchange dealer then is faced with the necessity of making 
very rapid decisions as to the prices at which he will buy and sell, 
and he must know within a little how he can cover himself, because 
he is not allowed to run an uncovered position, and for his imme
diate needs he relies on the "market." Now, the market in any 
centre consists of members of the market, who are the persons, 
banks, and financial houses who nonnally trade in the market, 
some of whom wish to sell certain cUrrency and others to buy the 
same currency. They may be in direct touch with one another or 
they may work through an intennediary such as a broker. Any 
dealer in London who is temporarily a seller of a certain currency 
can ring up a London broker and say: .. I am a seller of francs, 
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marks, or dollars at such and such a price." \Ve will suppose 
that he is a seller of dollars at 3.66, and the broker then proceeds 
to find another dealer who is short of dollars because he has under
taken an operation for a customer at home or abroad which required 
a sale of dollars. The second dealer wants to buy dollars, but the 
first dealer wants to sell dollars', and it is the business of the broker 
to bring them together and to arrange a price to which each will 
agree. The margin between prices is kept fairly close by market 
custom, and the seller offering at 3.66 is. probably countered by 
the buyer bidding 3.661. This margin between the price offered 
by sellers and the price bid by buyers is the" market turn," but, 
while deals may actually be arranged in between these prices, a 
dealer can only be sure, at any moment, of selling at the bid price 
or of buying at the offered price. He must therefore take these 
prices as his basis for making quotations to customers and must 
allow for his margin of profit on these prices. Where a dealer 
sells to a customer at 3.661 and covers himself by buying in the 
market at 3.661, and so makes lc. profit, that is not a "market 
turn," it is the dealer's profit. The "market turn" or "market 
margin" is the margin as threshed out by the factors of supply 
and demand, and is the difference between the rate at which 
dealers in the market are prepared to buy a particular currency 
and the rate at which others are prepared to sell that currency. 
Therefore, if you sec in the newspapers that the close of dollars 
was 3.66 to 3.661, this means that there were members in the 
market prepared to sell at 3.66 and other members prepared to 
buy at 3.661. The actual price at which business takes place 
depends on the eagerness of one party or the other, but the fact 
that there isa market makes it possible for a dealer to quote rates 
to customers at any time, whether they are domestic or private 
customers, or foreign customers in the shape of foreign banks, 
and he quotes these customers on the basis of the ruling market 
rates. In all these examples I am giving you I want you to under
stand that the rate quoted is always the ruling "market" rate, 
and that if a dealer is short of a cttrrency he can btly it only at the 
market selling price. If he is "long" of currency he can sell to the 
market only at the market's buying price. Therefore, if a dealer is 
asked by a customer to take a T.T. in French francs from him, 
the dealer rings up a broker and asks: "What is Paris?" If the 

3-('411) 
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broker says, "Ninety-three to an eighth," the dealer then knows 
that he can sell to the market at 931, which is the market buying 
price, and, therefore, he fixes his price to his customer on this basis. 
The market rates, of course, continuously change from minute to 
minute according to supply and demand, especially in times like 
the present, and the dealer must have a certain "flair" for foreign 
exchange business to sense the strength of the market and to judge 
whether. he is safe to rely on the existing prices whilst making 
quotations to the customer. He will often allow for a market price 
higher or lower than that actually quoted at the moment, so as to 
give himself a margin of safeguard against the risk of the market 
moving before he has completed his transactions. 



CHAPTER III 

EXCHANGE ARITHMETIC AND THE CALCULATION OF DEMAND, 

LONG, AND "TEL QUEL" RATES OF EXCHANGE 

THE examples which follow may strike the reader as being a little 
complicated. They are n~There is no need for anyone to be a 
senior wrangler in order to ,:ope with the arithmetic of foreign 
exchanges. All that is needed i~ordinary ability to add, subtract, 
multiply, and divide, but it must 'be realized that the first thing to 
do is to be absolutely automatic in the working of decimals into 
fractions and of fractions into decimals. You should be able to 
decimalize sterling or reconvert decimals into sterling without a 
moment's hesitation. You should know the eighths perfectly; you 
should be sure of the sixtecntli, ave a working knowledge of the 
thirty-seconds, and a good idea of t sixty-fourths, as all foreign 
exchange fractions are multiples of one sixty'-fourth. Every transaction 
in foreign exchange demands the translation of one currency into 
another, and demands an automatic ability to work out mul
tiplication or division sums. The modern methods of multipli
cation and division, approximation and prediction are somewhat 
dangerous, as you may be tempted to work to too few places of 
decimals. For example, you may obtain, by a short method, a rate 
correct to four places of decimals of 4.8644, whereas the full answer 
should be 4.864375. If you apply the former rate to an amount of 
£roo,ooo, you obtain an.equivalent of $486,440, instead of the 
correct equivalent of $486.437.50, that is, you are $2.50 out on every 
£roo,ooo, or $25.00 on £I,OOO,ooo. Therefore you ml;lSt always 
work foreign exchange calctdations correct to at least five places of 
decimals. 

The simple nature of ordinary exchange calculations will be 
apparent from the working of the problems given below, and those 
which appear on subsequent pages. It will be seen that every 
calculation is nothing more than simple addition, subtraction, 
multiplication, or division. The method adopted to carry out these 
elementary calculations must be left to the individual but it must 
be emphasized that absolute aCCllracy is aI' essential in all foreign 

2S 
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exchange calculations. The old formula for the calculation of interest 
PxNxR . 

of I = 6 (where N IS the number of days) is also an 
100 X 3 5 

integral part of foreign exchange arithmetic. Special attention 
should be paid to the method of expressing interest as a decimal 
or fraction of a rate of exchange, by using the basic rate of exchange 
as the principal on which interest is to be worked. Students should 
practise the use of this formula and method almost ad nauseam, 
using each factor in turn as the unknown factor and so proving their 
results each time. It will be noticed that, in the examples given, 
whenever the denominator contains the factor 365, both numerator 
and denominator are multiplied by 2. This is in order to produce 
a denominator of 73,000, when the division of this figure into the 
numerator can be effected by means of the" third, tenth, and tenth" 
rule. Under this rule, the final numerator is set down and then 
divided by 100,000, i.e. the decimal point is moved five places to 
the left. To the resulting figure is added one-third of itself, then 
one-tenth of that result, and then one-tenth. of that. These four 
amounts are added together and from the result is deducted one 
ten-thousandth of itself, i.e. the total divided by 10,000, which 
means moving the decimal point four places to the left. The result, 
which is obtained in less time than it takes to read the description 
of the method, is the required amount of interest and is certainly 
quicker and easier than a long division sum with 365 as the divisor. 
The following, taken from example (c) below, shows the application 
of this rule. 

..fW\I\r by lrd, nth, and nth rule. 

Take IlJ1iinn, th of numerator 
" lrd of this . . 
" nth of this last figure 
" nth of this last figure 

Deduct from this n!mrth of itself. i.e .• move decimal 
point four places to the left 

Then required amount of interest is 

.02880 

.00960 

.~0096 

.000096 

.000004 (nearest) 

.039452 

Remember when dealing with currencies on the decimal system, 
e.g. U.S. dollars, French francs, German reichsmarks, etc., that the 
use of a normal rate of exchange as the principal, such as $4.86 per £. 
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123.90 fcs. per £, etc., means that the interest result will be in terms 
of decimals of the main foreign unit, the dollar, franc, reichsmark, 
etc. Multiplication of this result by 100 will therefore give a result 
expressed in a decimal or a fraction of the subsidiary unit, the cent, 
centime, pfennig, etc., and this is the way in which cheque against 
T.T. margins or the" forward" margin against T.T. (or" spot") 
is usually expressed. 

Calculation of Cheque, Sight, or Demand Rates. 
Exchange rates for the purchase and sale of instruments such as 

cheques, sight drafts, or demand drafts, which are payable only 
on presentation to the drawee in the foreign centre, are arrived at 
from the basic T.T. rate by making an allowance in the rate for the 
interest lost by the buyer from the date of purchase until the date 
when the draft is presented and paid and the proceeds credited to 
his account in the foreign centre, or, in the case of instruments 
drawn in sterling on foreign centres and expressed as being payable 
by means of a sight draft in sterling on London, for the interest 
lost from the date of purchase until the estimated date on which 
the .. return remittance" (as the sight draft in sterling on London 
which is sent home by the local agent for collection is called) will 
arrive and can be turned into cash here. Obviously, the buyer of 
such an instrument uses up funds in the purchase and is deprived 
of the use of those funds altogether until the instrument is paid 
and he has received the proceeds, either in a foreign currency or 
by a .. return remittance" in sterling, while the seller has enjoyed 
the use of the cash received for the sale of the instrument and will 
still have credit, in one form or another, of the funds against which 
the draft was drawn until the draft is presented and paid and the 
available funds thus utilized. This is in complete distinction to a 
purchase and sale of T.T. where, in nearly every case, there is a 
simultaneous paying over of funds in the two centres. If you buy 
a T.T. on New York against sterling in London', the "value date" 
of the transaction is almost sure to be .. compensated" so that you 
will receive credit for your dollars in New York on the same day 
that you pay over your sterling in London, and there is no loss of 
interest to either party. But if you, as a banker, buy a cheque on 
New York from a customer, you must pay him out sterling at once, 
while you will not receive credit for your dollars until !he cheque 



28 INTROPUCTION TO THE PRACTICE OF FOREIGN EXCHANGE 

arrives in New York and is collected and credited to your account, 
which may be anything from 7 to 12 days after the date of purchase. 

One of the best illustrations of the interest difference between 
the basic T.T. rate and the cheque, sight, or demand rate is to be 
found in the case of the Empire exchanges on Australia, New. 
Zealand, South Africa, and the Rhodesias. If you look in the papers, 
you will find that T.T. Capetown is quoted at, say, £76 lOS. South 
African per £100 English. This means that, if you are a seller of 
a T.T. on Capetown, the banker will give you £100 English for 
every £76 lOS. South African which you cause to be credited to his 
account in Capetown by means of a Telegraphic Transfer. The rate 
for sight drafts on Capetown, however, will be quoted in the same 
newspaper, as, say, £77 South African per £100 English. In other 
words, the London banker will give you only £100 English for £77 
South African in the shape of a sight draft instead of £76 lOS. for 
a T.T., as he wants lOS. South African more per boo because he is 
deprived of the use of his funds from the day he buys your instru
ment until the day he receives credit. It is analogous to the dis
counting of a bill. You naturally give fewer present pounds for an 
undue instrument for a certain sum of future pounds, because you 
are out of interest. If we consider the loss of interest as shown by 
quotations in "Pence" rates, the difference between cheque and 
cable, or between the price for a long bill and the price for T.T., 
is clearly shown by the fact that you give fewer pence per foreign 
unit for an undue instrument. If you give, for example, 39d. per. 
gold peso for a T.T. on Buenos Aires, you would give probably 
only 381 pence per gold peso for a cheque on Buenos Aires, because 
you will lose interest on your money for about 21 days. If you are 
asked to buy a long bill-a 90 days' bill-you will, probably, give 
only about 38d. or 37fd. per gold peso, because the instrument is 
not worth so much to you since it cannot be met for a certain time, 
and you will be out of interest on your money. With" currency" 
rates, instead of taking a discount in the amount of sterling paid 
out, we take it in the shape of more foreign units per £. The 
allowance is made by taking from the seller a larger number of 
foreign units per £ than if he were a seller of T.T., and the extent 
of that margin depends entirely on the rate of interest which you 
consider your funds should earn. 

The margin between cheque and cable o~ New York is an excellent 
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example of gain or loss of interest. If a dealer has bought cheque 
from a customer, and desires to cover himself at once, as he is 
supposed to do, he must sell something against it. There may not 
be a ready buyer of cheque either amongst his own customers or 
in the exchange market, but there is a ready buyer of T.T. There
fore, he sells T.T. against the cheque he has purchased, and so he 
bas,\s the price at which he will buy the cheque on the price at which 
he~an sell T.T. Further, if he has sold T.T. and bought cheque 
he/',las to payout dollars in New York at once against his sale of 
T.I'. while he has bought funds which will not be available until 
the instrument arrives and is credited to his account. Therefore, 
he must assume that he will be overdrawn in the foreign centre 
for that period, and that his interest loss is the overdraft rate in 
the foreign centre. 

If a cu~tomer asks a dealer to sell cheque, the dealer must then 
assume that he will cover his sale of cheque to the customer by 
buying T.T. in the market. Therefore, he must base his selling 
price for cheque on the market's selling price for T.T., and as he 
will have to payout sterling for the T.T., receiving dollars in 
exchange, while he receives sterling for the cheque he has sold, he 
will have dollars to his credit in New York until they are taken 
away from his account by the presentation for payment of the 
cheque. He will receive interest from his agent in New York on 
that particular balance, but only at current account rate or If call 
money" rate, and, as you know, the rate for advances or over
drafts in any banking centre is always considerably higher than 
the rate for deposits or for" call money" or the rate allowed on 
current accounts, In point of fact, if New York Bank Rate is 3 per 
cent the chances are that one would be charged 4 per cent for an 
overdraft, and paid only Ii per cent on any credit balance on 
current account. While the private buyer of cheque on New 
York from an exchange dealer is therefore entitled to some com
pensation for the interest he loses by paying sterling at once for 
a cheque for which he can obtain the funds only some days later, 
the exchange dealer can afford to allow him only a rate of interest 
somewhat lower than that which can be earned by the dollars 
purchased as cover. Therefore, the best rate of interest a private 
buyer of cheque can expect is the current account rate or ruling 
market rate of interest for .. call money" in the foreign centre, 
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over the selling price of T.T. On the other hand, the best rate of 
interest that a seller of cheque can expect to be charged is that 
ruling for an advance.in dollars in the foreign centre, over I the 
buying rate for T.T. i 

Now, in the market itself there must obviously be certain dealers 
who have bought cheque from customers and sold T.T. as cc.ver 
and who are anxious to do a "swap," that is to buy T.T. and Isell 
cheque in order to square up the transactions. Similarly, there 
are dealers who have sold cheque to customers and bought 11.T. 
against it, and who do not wish to leave too much money on th\eir 
foreign accounts. Therefore, they are ready to sell T.T. and bl:y 
cheque as a "swap." Taking the rates already mentioned for t~e 
purpose of an example, one party has based his rate for cheque 011 

4 per cent and the other on Ii per cent, and each will be read~ 
to take a profit on these rates, so that in the market, that difference 
will be threshed out and eventually a margin representing about 
2! to 3 per cent will be arrived at. The exchange dealer therefore ( 
can consider that the "cheque against cable" margin can be', 
dealt in to afford him cover in th,e same way as the market quotation \ 
for T.T. If T.T. in the market is 4.86 to 4.861 and the cheque i 
margin is if) to ic. over that, it means that a dealer can buy' 
T.T. at 4.86 from the market and can buy cheque from the market 
at is over T.T., or at 4.86is outright; while he can sell T.T. 
to the market at 4.861 and cheque at ic. over T.T., or atA.86! 
outright. Therefore, the outright cheque price in -the market 
would be 4.86is to 1, and a dealer could reasonably rely on being 
able to deal in the market at these prices. If he allows a margin 
of profit above and below these rates he should be fairly well covered. 
The actual margin concerned depends not only on the rate of 
interest but on the length of time for which you will be out of 
your money as a buyer of an undue instrument. If a mail boat 
to New York sails to-night, and it is a fast steamer such as the 
Europa, the Bremen, the Majestic, or the Aquitania, you 
can reckon that a cheque posted to-night will arrive in New 
York and be collected in seven days' time. But, on the other 
hand, if it is a slow boat, the length of time the boat takes to reach 
New York must obviously affect the amount of interest lost by the 
purchase d a cheque. The longer the boat takes the more interest 
you will lose. and the greater the number of days, the higher 
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the margin you will require for cheque over cable, when dealing 
in .. Currency" rates, or the fewer pence you will pay per foreign 
unit in the case of .. Pence" rates. 

As regards a customer, a bank dealer will base his calculation of 
the" spread" between T.T. and cheque (or ~I.T., or G.~I.T.), on 
the time allowed for mail period and on the rale charged for ot'er
drafts ill tile foreig1l cm/re, when bllying cheque, or oil the rate 
oUaillable Oil call mOlley in the foreig1l cenlre, when selling cheque. 

In practice, the dealer will frequently cover his purchases or 
sales of cheque by a .. forward" sale or purchase of T.T. in the 
foreign currency for a date to coincide with the agreed or estimated 
date of payment of the G.~I.T. or cheque. 

Examples of calculations in connection with the .. margin" of 
cheque, or G.~I.T., against T.T.-

(a) At what rate would you sell T.T. and buy G.~I.T. if the 
T.T. rate, London on New York, is $4.86 per £, if you wish to earn 
3 per cent per annum on the dollars used, and if the G.lI.T. is 
guardllteed for payment in 10 days' time from the date of sale of 
the T.T. and purchase of the G.~I.T.? (New York takes 360 days 
to the year.) 

AlIsu'('r-
. 4 86 x 3 x 10 .0486 

Interest = 60 = -- = '.0040 5 
100 X 3 I2 

:. :Margin for the G.~I.T. "ill be 401 points over T.T., i.e., T.T. \\ill be sold at 
$,f.86 and G.ll.T. purchased at $,f.86405 per £. 

(b) At what rate would you purchase a cheque on New York 
from a customer if the London market quotes h.85!-4.86 per £ 
for T. T.s, if you estimate that the cheque will not be credited to 
your account until 9 days after the date of purchase, if your agent 
in New York allows you Ii per cent per annum on credit balances 
and charges you 4 per cent per annum on overdrafts, and if you 
require a profit of ! per mille on the transaction? (New York 
allows 360 days to the year.) 

A t,s-u·cr. If the market quotes $4.85!-4.86 per £, the operator 
can sell to the market only at $+86, and must therefore base his 
price on this rate. Also, as he inust assume that he "ill sell T.T. 
as cover for his purchase and so \\ill be overdrawn on his account in 
New York until the cheque is collected and credited to him, he must 
allow for interest at the overdraft rate of 4 per cent per annum. 
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Then, 
4.86 X 9 X 4 4.86 

Interest = 6 = -- = $.00486 
100 X 3 0 1000 

:. Margin for cheque over T.T. is .486 of a cent. 
:. Buying rate for cheque is h.86, plus .486c.. . • 

Add Profit at iO/oo (operator must take more $s per £) • 

:. Operator will buy cheque from customer at- h.867292, or h.86U nearest, 
per £. _ 

(c) At what rate would you sell to a customer a cheque on Kobe 
for 5,000 yen if the London market quotes T.T.s on Kobe as 
IS. IIid. to 2S. pu yen, if the cheque will probably be presented 
and debited to your account 30 days after sale, and if . you are 
allowed interest on credit balances with your agent at 2 per cent 
per annum, and if you require a profit of nd. per yen? -

Answer. The operator can buy T.T. Kobe from the market only 
at 2S. per yen, and so must base his rate on this price, while he 
must assume that he will cover the sale by a purchase of T.T. on 
which he will receive interest only at the rate of 2 per cent per 
annum. 

Then, 
Interest = 24 (pence) X 30 X 2 X 2 

100 X 365 X 2 
2880 

73000 
= .03945 

(Note use of lrd, nth, and nth rule.) 

:. Margin for cheque against T.T. is .03945d., or ';~d. nearest (as dealer is 
selling in pence), cheaper than T.T. 

:. Operator will sell cheque to customer at 2S. less nd .• 
making. . . . . . . . IS. lIUd. per yen 

Add Profit (as customer must pay more pence per yen) nd. per yen 

Making IS. IIUd. per yen 

:. Operator's net rate for selling cheque Kobe to his customer will be IS. I IUd. 
per yen. 

(d) If cheque against T.T. New York is quoted at a margin of 
30 points in the London market. with a T.T. rate of $4.86 per £. 
and the time of mailing is taken as 10 days, what rate of interest 
does this show to an operator who sells T.T. and buys cheque? 
(New York allows 360 days to the year.) 
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Answer. 
Using the usual formula, 

4.86 x 10 X R 
Interest $.0030 = .!.--...,...,..---;--
. 100 X 360 

48.6R = 108 

R = 1080 
486 

= 2.222 

33 

:. Rate of interest represented by a margin of 30 points for a 10 day's run on a 
T..T. rate of 54.86 per £ is 2.222% per annum. 

" Lon~ " and "1 el Quel " Rates. 
We can now proceed to discuss the construction of "long" and 

"tel quel" rates. A "long" rate was the term originally applied 
to the special market quotation for bills at 90 days' date, but it 
has subsequently come to be applied to any bill having more than 
a few days to run. A" tel quel" rate is literally a rate for a bill 
"such as it is," i.e. a rate specially made to fit the unexpired 
portion of an undue bill. In point of fact any rate other than 
the basic T.T. rate is a "tel quel" rate since it invariably has to 
be compiled so as to make an exact allowance for the amount of 
interest lost by the buyer from the date of purchase of any other 
form of instrument until the estimated date of payment and credit 
of proceeds. 

The allowance for loss of interest on undue instruments is dealt 
with in exactly the same way as in the case of cheques or demand 
drafts, that is, more foreign units per £ are taken in the case of 
" currency" rates or fewer pence per foreign unit are given in the 
case of "pence" rates. Taking again the example of the South 
African Exchange where we saw that an exchange dealer would 
give £IOO English for £77 South African in the shape of a T.T. 
but would require £77 lOS. South African in the shape of a sight 
draft, he would require still more South African pounds per £IOO 
English for instruments which would have some time to run even 
after their arrival in South Africa, and so would require, say, 
£78 5S. South African for a 30 dis draft, £78 17s. 6d. South African 
for a 60 dis draft, £79 lOS. South African for a 90 dis draft. and so 
on in exchange for each £100 English which he paid out at once. 
The difference in each case is due to his needing more South 
African pounds per £IOO English by way of compensation for the 
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extra loss of interest on the longer-dated instruments, together 
with the cost of South African bill stamps and agent's charges. 

Stamps and Charges. 
In the case of M.T.s, G.M.T.s, cheques, and sight drafts, either 

no stamp duty is levied in the foreign centre on which they are 
drawn or any duty payable is so 'small as to be negligible, while 
there is seldom any charge for collection made by the agents abroad 
except in the case of drafts on secondary places or drafts with 
documents attached. In the case of undue instruments, however, 
there is usually an ad valorem foreign stamp duty to be paid, while 
the foreign agent will frequently make a small charge for the trouble 
involved by obtaining acceptance of the instrument, holding it in 
portfolio until maturity and then collecting the proceeds. When 
building up a "long" or a .. tel quel" rate we must, therefore, allow 
for the loss incurred by the buyer in paying these charges, which 
is effected in the same way as is the allowance for loss of interest 
either by taking more foreign units per £ or by giving fewer pence 
per foreign unit. The allowance for dealer's profit must also be taken 
into account in the same way. 

The examples given below should now be fairly easy to under
stand. Remember that in all cases the bank deaIer must assume that 
he will cover any operation by buying from or selling to the market 
a T.T. at the current rate. If, therefore, he is buying an undue 
instrument, he must base his "all-in" rate on the price at which 
he would be prepared to buy T.t., without allowing for profit, 
which is, of course, the price at which he could sell T.T. to the 
market. Remember that, in the case of an "after sight" instrument, 
it must be presented to the drawee for "sighting" before it can 
commence to run towards its maturity and the buyer of such an 
instrument must, therefore, allow for a total loss of interest from 
the date of purchase until the estimated date of maturity, which 
includes the time taken in obtaining the drawee's acceptance. Thus, 
in the first of the examples which follow, the total period over which 
interest will be lost is actually lIO days although the draft is only 
at 90 days' sight. Attention is again drawn to the method of calcu
lating interest on the T,T. rate as the principal sum, so that the 
decimal or fraction ota 'unit so obtained represents the amount of 
interest lost on each £ used, and ultimate conversion of the face 
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amount of th(} bill at the final" all-in" rate will result in interest, at 
the required rate and for the necessary period, having been charged 
on the full amount of the bill. The same applies to the allowances 
for stamps, charges, and profits, and the method of expressing a 
rate per cent per annum for a given period as a decimal or a fraction 
of a given rate of exchange, and vice versa, is also of the greatest 
importance, particularly when we come to the consideration of 
"forward" rates. 

The second example is of the calculation of a "long" rate in a 
" pence" quotation while the third shows the calculation of a pure 
"tel quel" rate. Many continental and transatlantic countries have 
the habit of basing interest calculations on a '30-day month or a 
360-day year and illustrations of this practice are included. In an 
examination paper you should be told by the question what basis of 
calculation you are to use, but, in practice, only experience will. teach 
you the varying customs as regards the basis of interest working, 
stamp duties, and other local manners and customs. All the 
examples given are intended to illustrate a principle or a method 
and are not necessarily in accordance with actual current practice. 

"London Draws Few Bills but Accepts Many." 
Reference must again be made to the importance of the sterling 

biII, even during the suspension of the gold standard by this country, 
as a form of international currency. Consequently, a foreign 
creditor of an English debtor will usually prefer to dra,w in sterling 
on his debtor rather than to ask the latter to remit a bill payable in 
the currency of the creditor's country, since a good-class sterling 
bill is ordinarily discountable with absolute ease and at a favourable 
rate of discount. while "long" bills in a foreign currency may have 
only a limited market for sale, i.e. discount, and then only at a 
comparatively high discount rate. This means that English debtors 
become the cb:awees of bills drawn on them in sterling and have no 
occasion to endeavour to purchase" long" biIIs in foreign currencies, 
and it may be taken that London banks are never asked by their 
customers to manufacture and sell "long" bills on other centres. 
Therefore, London banks are asked by their customers only to 
purchase "long" bills in foreign currencies and any examples of a 
sale of such a bill by a London bank would be purely theoretical. 

In the fimi.l example an instance is given of the purchase by a 
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New York bank of a "long" bill in sterling on London. As will be 
seen, the calculation involved is on the same lines as that made 
by a London bank for the purchase of a "long" bill in a "pence" 
quotation. 

Calculation of .. Lon~ " and .. Tel Quel" Rates. 
Allowance for loss of interest must be made at the current rale at 

which the instrument could be re-discounted in the foreign centre. 
The bank dealer will always charge against the seUer the cost of 

any foreign stamps, taxes, agent's charges, etc., and these must 
be allowed for in the rate by taking more foreign units per £ when 
dealing in currency rates or by giving fewer pence per foreign unit 
when dealing in pence rales. 

London banks seldom, if ever, seU tenor instruments. 

Examples. 
(a) At what rate would you purchase from a customer a 90 dis 

draft, with documents attached, on San Francisco, if the T.T. rate 
London on New York is $4.851-4.86 per £, if the time of mailing 
from London to New York is 10 days, from New York to San 
Francisco 5 days, and the return journey the same, if market discount 
rates for commercial paper are 3 per cent in London and 4 per 
cent per annum in New York, if the stamp duty in the U.S.A. is 
1 per mille ad valorem, if your agent makes a charge for collecting 
documentary drafts of 1 per mille ad valorem, and if you require 
a profit of nco in the rate? (U.S.A. takes 360 days to the year.) 

The buying bank will be out of its money for 10 days mailing 
to New York, plus 5 days on to San Francisco, plus 90 days' currency 
of the draft (since it cannot be .. sighted" until it arrives in 'Frisco 
and so does not commence to run until then, while no days of grace 
obtain in the U.S.A.), plus 5 days for the return remittance from 
San Francisco to New York, making a total of 110 days from the 
date of purchase until the estimated date of credit of the proceeds 
in New York. 

Working interest for this period at 4 per cent per annum on the 
rate at which the bank would buy T.T., viz. $4.86 per £, without 
allowing for profit, gives-

I t 
4·80 X llO X 4 .5346 $ 

nteres = = -- = .0594 
100 X 360 9 
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The bank must therefore take $ 0594 more per £ than the T.T. 
rate to cover loss of interest. 

It must also take more $s per £ to cover the cost of U.S. stamp, 
agent's charges, and its own profit. 

Then'fore, the final buying rate will be-

T.T. rate . . . . . . 
Plus, Interest for 110 days at 4~~ per annum 

.. U.S. stal\lp, at I" ... on 4.86 

.. agt'nt's charge of 6°/ .. on 4.86 

.. b.'lnk's profit . 

:. The required buying rate would be-

14.9245725, or ,...92U nt'an'st, per £. 

, ... 86 
.0594 
.00243 

•00243 
.0003 125 

(b) At what rate would you purchase a 90 dis draft on Buenos 
Aires if the London market rate for T.T.s is 36-1d., if the market 
rates of discount for such bills are 21 per cent in London and 
6 per cent in Buenos Aires, if the time of mailing is 21 days and 
there are no days of grace in the Argentine. if the foreign stamp 
duty is 1 per mille ad t'aloreln, if your agent makes a collecting 
charge of 1 per mille. and if you require a profit of nd. ? 

The rate of interest applicable is that ruling in the foreign centre. 
which is 6 per cent per annum, and the total period between the 
date of purchase and probable date of credit is 21 plus 90 days. 
making III days in all. The bank can sell T.T. Buenos Aires to the 
market. as cover. only at 36d. per gold peso, and so must base 
its buying rate on this price. 

The interest at 6 per cent per annum for III days on 36d. 
willbc-

I 
36 X III + 6 X 2 

nterest = -------
100 X 365 X 2 

47952 
=--

73000 

= .6568j 67d. 

(Note use of lrd. l';;th, and l\.th rule.) 

The bank must give !cti.'cr pence per gold peso to cover this loss 
of interest and fewer pence still to cover foreign stamps, agent's 
charges. and profit. 



38 INTRODUCTION TO THE PRACTICE OF FOREIGN EXCHANGE 

It will therefore calculate its buying rate thus-
T.T. rate . . . • .. 36d. 
Deduct, Interest for III days at 6% per 

annum on 36d.. .6568767d. 
Foreign stamp at 1% 0 .018 
Agent's charge at ~Noo .009 
Allowance for profit .03125 

Net 

•. The required buying rate would be--
35.2848733d., or 35o\d. nearest, per gold peso. 

·7 I 5I267 
35.2848733d . 

(c) On 8th June, I93I, a customer presents to you for purchase 
a bill on Berlin drawn at 5 months' date from 30th April, I93I. 
If the London market quotes T.T.s on Berlin at 20.431-44, if the 
market discount rates for such paper are 3 per cent in London 
and 5 per cent in Berlin, if German stamp duty at 1 per mille 
ad valorem must be paid, and if you require a profit of ! per mille, 
what buying rate would you quote to your customer? 

A 5 months' date bill drawn on 30th April, I93I, matures on 
30th September, i93I, there being no days of grace in Germany. 
On 8th June, I93I, the bill has therefore II4 days still to run 
(22 in June, 3I in July, 3I in August, and 30 in September), and the 
bank will therefore be out of its money for this period. T.T. could 
be sold as cover in the London market only at 20.44 per £, and the 
bill could be re-discounted in Berlin only at 5 per cent per annum. 

The interest to be allowed is thereforc-

I 
20'44 X II4 X 5 X 2 

nterest = ---'-''-----'----
IOO X 365 X 2 

2330I·6 
=---

73000 

= '3I 92 

(Note use of ird, "I~th, and nth rule.) 

The bank will require more marks and pfennige per £ to cover 
loss of interest and expenses so that the final buying rate will be 
calculated thus-

T.T. rate 
Add, Interest for II4 days at 5% per annum on 20'44 

II German stamp duty at 1% 0 on 20'44 
II Bank's profit at 1%0 on 20.44 

:. The required quotation is-
Rms. 20.77453, or Rms. 20.771 nearest, per £. 

20·44 
·3192 
.01022 
.005 II 

20·77453 
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(d) A New York banker has offered to him for purchase a 60 dis 
draft on London for £2,389 I4s. 4d. The market rates in New 
York for T.T.s on London are $4.861-1 per £, discoWlt rates are 
3 per cent in London and 2 per cent per annum in New York, time 
of mailing is 8 days, English bill stamp may be taken as ! per 
mille ad valorem, and the banker requires a profit of nco in the 
rate. At what rate will he purchase the bill from his customer? 

The New York banker will have to payout dollars on the spot 
and receive sterling in about 2 months' time. He must therefore 
payout as fcw dollars per £ as possible, and so must deduct from 
his buying rate for T.T.s all the necessary allowances. He can sell 
stcrling T.T. to the New York market as cover only at the lower 
quoted rate, as a buyer of sterling would give as few dollars per £ 
as possible. He must therefore base his rate on $4.861 per £, and 
must take the London discount rate as he could re-discount the 
bill thcre only at that rate. He will be out of his money for 8 days' 
mailing, plus 60 days' currency of the bill after it has been" sighted," 
plus 3 days' grace, making 71 days in all. 

The interest will therefore be (taking London terms of 365 days 
to the year)-

I 
4·86125 X 71 X 3 X 2 

ntcrest = ~---'---'-:---'---
100 X 365 X 2 

2070.8925 

73000 

= .02836835 

(Note use of !rd, 1\,th, and 1'oth rule.) 

He will now build up his 60 days' rate by deducting from the 
T.T. rate the allowances for interest and expenses thus-

T.T. rate. . • . • . • . . • $4.86125 
Deduct, Interest for 7I days at 3% per annum on this 

rate. • • • . . • $.02836835 
English stamp duty at iOloo on 4.861 .002430625 
Banker·s profit of 3~ cent .0003125 

.. The required buying rate is-
$4.830138525, or $4.83 nearest (for buying banker), per £. 

4-(24U) 

.031111 475 

$4.830138525 
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Note again that the New York banker pays fewer dollars per £ 
in the same way that an English banker would pay fewer pence 
per foreign unit. 

In connection with these examples, the sign" %0" is, of course, 
the sign for "per thousand" or "per mille." In the same way 
that 1 % stands for 1 per hundred, so does 1%0 stand for 1 per 
thousand, so that !%o means one-half of a unit in every thousand 
units, e.g .. 50 cents on $1,000. You should also bear in mind 
the difference between the expressions" per cent" and" of a cent," 
as. where the latter is applied to U.S. currency. A quarter per cent 
of cI. rate of 4.86 is i% of 4.86, which is .01215 or one and about 
seven thirty-seconds of a cent. On the other hand, a quarter of 
a cent, or ic., can only be a quarter of a cent and needs no 
calculation. 



CHAPTER IV 

THE COLLECTION AND NEGOTIATION OF BILLS IN FOREIGN 

CURRENCY OR IN STERLING, DRAWN ON FOREIGN PLACES 

IT may prove of assistance to students if a brief description is given 
of how a bill of exchange drawn in this country on some foreign 
centre is dealt with in order that it shall be presented for acceptance, 
if needed, and in any case for payment, so that the proceeds are 
eventually collected for and placed at the disposal of a bank on this 
side which is acting as the agent for the customer who is the owner 
of the bill. 

Collection of Bills in Foreign Currency. 
Let us take as an example the case of a bill dr!lwn in this country 

at 30 dis in French francs on an importer in Bordeaux, and to which 
documents respecting the relative shipment of goods are to be 
attached. The drawer of the bill, the English drawer, is some one 
who has supplied goods to a buyer in Bordeaux and has to draw 
a bill on that firriJ., in order to obtain payment of his money. If he 
is drawing in French francs it means that an exchange operation 
must be undertaken sooner or later to convert the French francs 
into sterling. The customer here first proceeds to ship his goods, 
receiving in exchange a bill of lading. Probably he effects also 
insurance and obtains an insurance policy, makes out his invoice, 
draws his bill, and hands the bill and documents to his bank for 
collection. The London bank acts merely as the agent of its customer 
and is bound to exercise only the same care as it would do were 
the collection to be for its own account. The customer has to sign a 
fonn under which he absolves the bank from liability in respect of 
any wrongful act of, or the bankruptcy of, its agent abroad, and he 
also agrees that any foreign currency held abroad for his account 
by the bank shall be at his entire risk and responsibility. 

The London bank will then post off the bill and documents to 
its agent in Bordeaux and, on arrival, the agent will present them 
to the drawee for his acceptance of the bill, against which he is 
usually entitled to have the documents handed over to him. With 
the documents he can obtain possession of the goods on their arrival 

41 
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and can proceed to sell them so as to have funds available with 
which to meet the bill at its maturity. In the meantime, the agent 
bank will hold the accepted bill in its portfolio fqr account of the 
London bank and, at maturity, will present it to the acceptor for 
payment and will collect the face amount in French francs, possibly 
by a bank draft or a cheque, or, in the case of very small amounts, 
in actual currency, and these French francs are credited tq the 
account of the London bank. In other words, the London bank's 
"Nostro" account in Bordeaux (or the Bordeaux agent's "Vostro" 
account of the London bank) is credited with the net amount 
due to the London bank.· The customer here may wish to use 
these francs in the purchase of French goods, in .which case the 
bank will transfer in its own books a certain number of French 
francs to the credit of its customer to the debit of its "N ostro" 
account. The francs are then at the disposal of the ,customer on 
"Foreign Currency Account." If, however, he wants the French 
francs turned into sterling, the London exchange dealer has to 
buy them from him as if they were a T.T. because the francs are 
already to his credit, probably by this time with a "back value," 
meaning that he has received credit "value" some prior date to 
the date on which he is actually operating. The customer loses 
perhaps two days' interest, because the francs will have been 
credited to the London bank on, say, the 23rd, while the letter 
advising the entry does not arrive in London until the 25th, and the 
customer'& account is not credited with sterling until the 25th. The 
London dealer buys the francs at his buying price for T.T. plus 
his margin of profit, and credits his customer with the sterling 
equivalent. Before the net amount of francs is arrived at, the 
local agent in France will have deducted the cost of any French 
stamps on the bill, his own commission, and any extra commission 
because the bill has documents attached. The resulting net amount 
will be credited to the London bank's account, and the London 
bank will, on receipt of the letter of advice, either deduct a further 
commission or will allow for that commission in the rate at which 
it buys the francs. 

Collection of Bills Drawn on .Foreign Centres in Sterling. 
In the case of bills in sterling on other centres we have a rather 

different process. $t..pposing we have a bill at go days' sight on 
I 
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Valparaiso, in Chile, drawn in sterling by a London drawer on a 
Chilian drawee. The bill, according to the custom prevalent in 
the South Amet;.ican trade, will almost certainly bear an exchange 
clause, and an exchange clause is a phrase included iii the wording 
of the bill directing the method of payment. The object of the exchange 
clause is to throw the risk of any loss in exchange from the drawer 
to the drawee, and in the case of the South American trade the 
clause is nearly always "payable at the collecting banker's selling 
rale for 90 days' sight drafts on London." Your bill is again handed 
over to the London banker by the drawer or customer, and sent 
out by him by post to his agent in Valparaiso. The agent there 
presents it to the drawee for acceptance and again holds it in 
portfolio until maturity, but at maturity the bill itself shows how 
it is to be paid, and that is by means of a 90 days' sight draft on 
London, to be sold by the collecting banker to the drawee. Con
sequently the collecting banker fixes a rate of exchange for sterling 
into local currency at which he is prepared to sell a 90 days' sight 
return remittance on London. In other words, if the T.T. rate 
for Chilian pesos against sterling is 25.40, the Chilian bank acting 
as agent of the London bank will offer to sell a 90 days' sight draft 
in sterling to the drawee at, say, 25.15 pesos per £, sinre the buyer 
will expect to give fewer pesos per £ for a long bill than if he were 
buying a T.T., while the seller will receive payment at once in local 
currency, but only pays out sterling in London at some future 
date. 

Therefore, it arranges a rate at which the drawee pays over so 
many units of local currency and theoretically receives in exchange 
a 90 days' sight bill on London for the face amount of the original bill, 
the new draft being handed back to the bank in exchange for the 
accepted bill. Thus, the exchange is done on the other side, and the 
London bank eventually receives a bank bill on London for the 
original amount of the remitted bill, less local stamps and agent's 
charges. Consequently it has merely to obtain acceptance of the 
return remittance on its arrival and can then discount it as a first
class bill, crediting the net proceeds, less English stamp and its 
own commission, to the account of the customer. 

In the case of a hill on India, in addition to bearing some exchange 
clause for the conversion of the sterling into local currency by the 
local agent and the remittance of a sterling bill in payment, bills 
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drawn on this side on India often bear an "interest clause," i.e. the 
full clause will read "payable at the collecting banker's selling rate 
for sight drafts on London Plus interest at (for e~ple) six per cent 
per annum from the date hereof until the approximate date of arrival 
of funds in London." That means that the collecting agent has to 
estimate on what date his return remittance will arrive in London, 
and, taking the date of the bill, work out the interest for so many 
days, i.e. the number of days from the date of the bill to the approxi
mate or estimated date of arrival of the return remittance in London. 
This interest is calculated at the rate per cent per annum stated on 
the bill and that amountis added to the sterling amount of the bill. 
The total is then converted into local currency at the rate of exchange 
at which the agent is willing to sell a sight draft on London. The 
local drawee not only has to provide enough local currency to buy a 
sterling remittance for the face amount of the bill, but also has to 
pay an amount of local currency sufficient to purchase the additional 
amo\)llt of sterling required to cover the interest included in the 
return remittance, which latter will be for a larger amount than the 
face value of the hill, though the agent will deduct local stamps 
and his own charges. Therefore, the drawer will eventually receive 
the face amount of the bill plus il!terest at the agreed rate, but 
less charges since the London banker will collect the sight draft 
sent as a return remittance by his agent, will deduct his own 
commission, and then credit his customer with the resulting net 
amount. 

In the first instance the London banker buys the French francs 
which have been credited to his account after the bill has been 
collected in the foreign centre and he has received advice of credit. 
In the second case, the London banker receives eventually from 
his Valparaiso correspondent a 90 days' bank bill drawn on 
some London bank, which can be discounted as a prime bank 
bill, and the customer then receives the amount of that bank 
bill, less discount, less all charges, and less the London banker's 
commission. In the case of the Indian bill, the London banker 
receives a sight draft for more than the face amount of the 
bill in settlement, presents that draft for payment, and will de
duct from the gross amount only his own charges, crediting 
the customer with the resulting net amount, which will be the 
face amount of the bill plus interest; less charges. In all these 
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cases, the customer waits until his London banker receives the 
proceeds in one form or another before he gets any payment 
whatever, and that is the principle of " collections." 

The " Ne~otiation," or Purchase" With Recourse," of 
Bills on Forei~n Centres. 

The "negotiation" . of a bill means that the London bank 
" negotiating " a bill is in fact purchasing it or discounting it. 
When a customer presents for purchase a long bill or an undue 
bill in a foreign currency, the exchange dealer works out a " long " 
rate or a "tel quel" rate, to arrive at the " present value" of the 
bill. He is purchasing the bill from his customer and pays ready 
money for it. It becomes his property and all rights in the bill 
pass to him, but, of course, he only buys" with recourse" to the 
customer. 

We have seen how he compiles his long rates and tel quel rates 
when dealing with a bill in a foreign currency. Occasionally you 
come across a bill in sterling drawn on a foreign centre which bears 
the clause "exchange as per endorsement." That simply means 
that the negotiating banker here fixes such a rate of conversion into 
the foreign currency as will give him a sufficient amount of foreign 
currency to cover not only his present payment to the drawer 
here but his loss of interest, foreign stamps, agent's charges, and 
his own profit. In other words, he works out a "tel quel" rate 
for the bill on the assumption that he will have to bear a certain 
loss of interest, agent's charges, and foreign stamps. Take the 
case of a bill drawn in sterling on Germany bearing the" exchange 
as per endorsement" clause, due possibly in 42 days' time; the 
banker would say" I am ready to buy T.T. at 20.42 marks to the £. 
I must allow for forty-two days' interest at the German discount 
rate-remember to take the rate ruling in the foreign centre-and 
I must allow for! per mille German stamp, 1%0 agent's charge, 
and 1ir% profit. I want more marks to the £ to cover all these 
charges, therefore, l"will convert the sterling into marks at, say, 
20.51, the extra nine pfennigs being the total cost per £ of all these 
various charges." If the bill is for £100, he writes on the back 
" remitted for collection to such and such a bank, payable at the 
rate of 20.51 per £," and on the front he writes, over the amount 
of £100, "2,051 mar~s," and the bill then becomes a bill for 2,051 
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marks. The drawer here receives at once his £100 because the banker 
discounts the bill at once, but passes on the costs to the drawee 
in the rate of conversion. By receiving 2,051 marks in 42 days' 
time, based on his T.T. buying rate of 20.42, the banker will be 
receiving 9 marks extra to cover loss of interest, stamps, agent's 
charges, and profit. 

A " Flat" Rate of Negotiation for Bills in Sterling on 
Foreign Centres, with an " Exchange Clause." 

In the case of a sterling bill bearing one of the other various forms 
of "exchange clauses," which require a "return remittance" to be 
made in sterling, the banker negotiating, or purchasing, such an 
instrument is using sterling funds for a certain time which will 
eventually come back to him in the form of sterling. He is, there
fore, in reality making a sterling advance to the customer against 
the security of the bill until he receives the" return remittance" 
in the shape of a sterling T.T., sight draft, or "tenor" draft lI:nd it 
is customary for him to work out a "fiat" or "all-in" rate for the 
purchase, "with recourse," of such instruments. 

The" fiat" rate of negotiation in such cases is a rate per centum 
absolute, i.e. an ad valorem percentage, and not a percentage per 
annum. The buying banker estimates that he will be making an 
advance in sterling at the appropriate rate per cent p~r annum 
for the period from the date of purchase until the return remittance 
arrives back in London and is either immediately payable or 
accepted and so becomes discountable. He therefore begins by 
calculating an absolute, or ad valorem, percentage on this basis, 
e.g. if he estimates that he is making an advance for 122 

days and his rate per cent per-annum for such advances is 6 
per cent per annum, the absolute rate per cent for the period 
is 1 of 6 per cent, which is 2 per cent .. fiat.... He then calcu
lates a "fiat" or absolute rate per cent for the currency of the 
return remittance, where this is to be by a "tenor" draft, on 
the basis of the estimated London dis<;ount rate which will 
then be current for such paper, e.g. a 90 dis return remittance 
~ould have 93 days to run after sighting, and, taking this roughly 
as a quarter of a year, if the probable London discount rate for 
such paper were to be estimated at 4 per cent per annum, this 
would give a." fiat" rate for the second part of the operation of 
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I per cent absolute. He then allows for foreign and home stamp 
duties, agent's charges, and his own profit and builds up the total 
.. flat" rate thus-

122 days at 6% per annum is 2% flat. 
93 days at 4% per annum is . • . . . 
Foreign stamps on original bill and on return remittance, 

1 % " 

each at 1°/00 making 1°/0°' is 
Agent's charge, of, say, 1°/00 is 
Home stamps at 1°/00 is 
Profit at, say, i% is 

Total" flat" rate for negotiation is 

1"0% .. 
• 1~% .. 
• .fa % .. 
· i% .. 

· 31% 

The banker would then deduct 3! per cent from the face value 
of the bill which would represent the same result as if all the 
operations had been worked out individually. 

Applying these principles to the case of the bill on Valparaiso, for 
instance, it is sent by the London bank to its agent, but it cannot 
be" sighted" until it arrives there and then has to run its full tenor. 
The return remittance has then to be sent to London before that 
in turn can be II sighted, .. so that the London banker is making an 
advance against the security of the foreign bill until he receives 
the return remittance from his correspondent. He will, therefore, 
charge as if he were making a sterling advance for the period from 
the date .on which he negotiates the bill until the date when the 
return remittance arrives in London, because as soon as the return 
remittance arrives it can be presented for acceptance, sighted and 
turned into· a negotiable bill, discounted, and the proceeds received 
right away, whereby the London banker can then reimburse 
himself. So the London banker considers that he is making an 
advance of sterling from the date of purchase until the date when 
the return remittance arrives back in London, and for that advance 
he wishes to charge a certain rate per cent per annum. Now, 
instead of working out the interest for so many days at so much 
per cent per annum on the amount of the original bill and then 
working out so many days at so much per cent on the amount of 
the return remittance, which amount is uncertain, the buying 
banker will fix a .. flat" rate of negotiation based on the estimat~d 
length of time during which he will be out of his money as a sterling 
advance, and the estimated value of the return remittance when 
it does arrive. As you will see from the example, taking a bill 
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which has 122 days' estimated time, including time of mailing both . 
ways and of the currency of the bill on the other side, he takes first 
of all 122 days at 6 per cent per annum. For the purpose of this 
illustration, the figures given need be only approximate and 
the respective percentages have not been exactly worked out. 
Taking 122 days as a third of a year, a third of 6 per cent 
is 2 per cent. Therefore 122 days at 6 per cent gives 2 per 
cent as your "flat" rate for this part of the operation. When 
the return remittance arrives it will have 93 days to run, and 
if the banker estimates that the rate of discount for such paper 
will then be 4 per cent- per annum, taking 93 days as being 
roughly a quarter of a year, he will allow for one quarter of 
4 per cent, which is I per cent absolute, and he therefore 
adds I per cent to his "flat" rate. Next, foreign stamps on 
the original bill when it arrives, which the collecting agent has 
to pay, and also on the return remittance, means two sets of 
foreign stamps at 1%0 each, and for this the banker allows nr 
of I per cent. The agent's charge of, say, 1%0 is also nr of 
I per cent; home stamps on the return remittance at 1%0, and 
the profit of ! per cent must all be allowed for in arriving at 
the total" flat" rate to be applied to the original bill. The eventual 
total of all these items is 31 per cent, and this is the absolute 
or ad valorem percentage rate which is the "flat" rate of negoti
ation. If the "flat" rate is 31 per cent, you would deduct £3 
lOS. from a bill for £100, or £17 lOS. from a bill for £500, and 
so on. The resulting net amount is the "present value" of the 
bill and is paid over to or credited to the account of the customer. 

Notice the difference between the collection and negotiation 
of bills. Where a bill is "collected," the customer waits for the 
proceeds until the bank itself has received them. Where a bill 
is "negotiated," the bank pays out money at once to the customer 
and allows in its buying price for the loss of interest and other . 
charges which it may be incurring, because it will not itself receive 
the proceeds until some time later. 



CHAPTER V 

FORWARD EXCHANGE; " SWAPS"; "OPTION " FORWARDS; 

CALCULATION OF "LONG" RATES BASED ON "FORWARD" 

RATES 

A "FORWARD" rate of exchange is a rate which is fixed at once 
between two parties for an exchange operation which will be 
completed only at a future date as agreed between the parties at 
the time the contract is entered into. Unless a "margin" of 
security is demanded by one party, no money passes between 
them until the date of completion of the contract. 

An "Option forward" rate of exchange is a rate fixed at once 
between two parties for an exchange operation to be carried out 
at some future date, but which, under the contract, can be com
pleted at the option of one of the parties on any date between 
two agreed and specified dates settled when the contract is made. 
Any "forward" contract must be completed eventually and the 
"option" is an option only as to the date of the eventual completion 
and not as to the actual completion of the contract. 

Amsterdam (b) 
Berlin (a) • 
Brussels (b) 
Madrid (b) • 
Milan (a) • 
New York (b) 
Paris (b) • 
Zurich (b) • 

TABLE OF "FORWARD MARGISS" 

I Month 

Hc. 
I-lipf. 
4-3c. 
5-3c. 
7-9(:· 

lI'lz-tltc. 
IS-I6c. 
3f-2fi;. 

2 Months 

If-Ic. 
If-21pf. 
6-5c. 
8-6c. 

13-16c. 
i-s!c. 

3<>-28c. 
d-4C• 

3l\1onths 

Ii-lic. 
2f-21pf. 
S-7C. 
9-7c. 

2<>-23c. 
ilrhc· 
3S-36c· 
71-6fc. 

(a) Over" spot," i.e. discount. (b) Under" spot," i.e. premium. 

The margins shown are in tenns of the subsidiary unit of the 
currency concerned or in fractions thereof. Where the margin is 
at a discount, as in the case of Berlin, the rates quoted mean that 
for reichsmarks for delivery one month from date the margin is 
.. sellers at I pfennig over spot" and" buyers at I i pfennige over 
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spot"; for delivery two months from date, sellers offer If pfennige 
over spot while buyers ask 21 pfennige over spot; and for delivery 
three months from date, sellers offer 21 pfennige over spot while 
buyers ask 2! pfennige over spot. The margin is either over spot, 
that is at a discount, or under spot, that is at a premium. Discount 
means cheaper, premium means dearer, and if the forward is at 
a discount, the outright forward is cheaper than the spot. If, 
therefore, people will buy spot and sell forward cheaper than the 
spot, it must be because spot is more useful in the other centre 
than at home. Therefore, the centre where a discount on forward 
exists is the cheaper centre. If London shows forward marks at 
a discount, it is because interest rates are higher in Germany than 
in London. If London shows New York at a premium it is because 
there are people wishing to sell spot dollars and buy forward, and, 
therefore, London interest rates are higher than in New York. 
Premium means that the home centre has a higher interest rate 
than the foreign centre. Discount means that the home centre 
has a lower interest.rate than the foreign centre. 

The market quotations are for the standard periods of one, 
two, or three months from spot date, but it is always possible 
to obtain quotations for: up to six months from spot date or for 
any "broken" period in between, e.g. if the spot date is 6th July, 
the usual quotations would be for delivery on 6th August, 6th 
September, and 6th October, but rates could be obtained for, say, 
6th November, or 6th January, or: 22nd August, or 31st December, 
etc. The rates for periods other than those normally quoted are not 
always in strict proportion to the normal rates, and an outright buyer 
should expect to pay rather worse and a seller to obtain rather 
worse than the strictly proportionate rate for a "broken" period. 

Returning to the example above, if the market quotes the spot 
(or T.T.) rate on Berlin as 20.50-50t per £, th,e market" outright" 
forward rates for the recognized periods would be-

T.T.. . 
I month forward 
2 months forward 
3 months forward 

Sellers 

20.50 
20·51 
20.5 11 
20.521 

Buyers 

20.50 ! 
20.5 11 
20.52 1 
20·531, 
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These rates are obtained by adding to the rate at which dealers 
are willing to sell T.T., the margin which they are prepared to 
give away to sell forward, and by adding to the rate at which they 
are prepared to buy T.T. the margin which they require over spot 
if they are asked to buy forward. 

In the case of, say, the Madrid rate, for which the forward 
margin is at a premium (under spot), the" outright" forward rates 
in the market, taking the T.T. rate as 52.87-88, would be-

T.T.. . 
1 month forward 
2 months forward 
3 months forward 

Sellers 

52 •87 
52.82 
52 .79 
52 .78 

Buyers 

52 •88 
52.85 
52.82 
52.81 

These rates are obtained by a seller deducting from the rate at 
which he is willing to sell T.T., the margin he requires in his favour 
for selling forward, and by a buyer deducting from his buying 
rate for T.T., the margin he is willing to give away for buying 
forward. 

In order to show clearly the difference between .. outright " or 
.. fixed" forwards and .. option" forwards, the following table 
gives the rates which might be quoted by a bank to a customer 
for each class of operation, based on the first table given above-

T.T.. . . 
1 month forward fixed 
1 month forward option 
2 months forward fixed . . 
2 months forward option for period 
Option over 2nd month only 
3 months forward fixed . . 
3 months forward option for period 
Option over 2nd and 3rd months 
Option over 3rd month only. 

Sellers 

20.50 
20·51 
20.50 
20.511 
20.50 
20·51 
20.521 
20.50 
20.51 
20.511 

Buyers 

20·50! 
20·51! 
20·5 I ! 
20.521 
20.521 
20·521 
20·531 
20·531 
20·53! 
20·531 

Note how the bank gives away the smallest possible discount 
for selling any .. option" forward Qut takes the full discount for 
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the period, when buying, whether the purchase is of a "fixed" or 
an "option" forward. 

The following table gives the corresponding rates based on the 
second of the earlier tables-

T.T.. . . . 
I month forward fixed. 
I month forward option 
2 months forward fixed 
2 months forward option 
Option oYer 2nd month only 
3 months forward fixed 
3 months forward option . 
Option over 2nd and 3rd months 
Option over 3rd month only 

Sellers 

52 •87 
52.82 
52.82 
52·79 
52 .79 
52 .79 
52 .78 
52.78 
52 .78 
52 .78 

Buyers 

52 •88 
52 .85 
52 •88 
52 •82 

52 .88 
52 .85 
52.81 
52 •88 
52 .85 
52 •82 

Note here how the bank dealer always takes the worst possible 
view of the delivery date when selling and so allows himself the 
largest possible premium; but when buying, he takes the view 
that an option may be exercised at the earliest date possible and 
so gives away the smallest premium possible, while when the 
option starts from the spot date, he gives away no premium what
ever but only buys at his spot buying price. 

On the Stock Exchange, an "option" is actually an "option to 
deal." A person who purchases, say, the "put option" on a certain 
share pays cash for the right to sell the number of shares dealt in, 
at the price fixed by the contract .. His "option" purchase price is 
recoverable, all or in part, only by a favourable movement in the 
price of the shares by the time he exercises his option. If the price 
of the shares has not moved or has moved unfavourably, he is not 
compelled to deal but can merely say .. good-bye" to his .. option 
money"! In the case of an .. option forward" in foreign exchange, 
however, a bank will not permit a customer to speculate nor will 
it speculate itself by giving a customer an" option to deal" in foreign 
currencies. It will give him an option as to when he will deal, but it 
will not allow any option as to the eventual completion of the 
contract. If you wish for a certain margin of time as to the date 
of completion to be allowed you, the bank will agree to sell to you 
or buy from you an amount of foreign cWTency which you may 
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take up or deliver on any date between two dates or over a stated 
period which is arranged at the time of making the contract. That 
is the only option accorded to the customer-an option as to the date 
of Gompletion of the contract. A forward contract is quite as binding 
as any other simple contract, and must eventually be completed. 
In the case of any forward contract, if the customer does not 
complete, the bank buys in or sells out the currency against the 
customer at the then current rate of exchange and charges his 
account with any loss. 

Now, in the case of an option asked for by a customer, the banker 
must obviously consider that the customer will exercise the option 
at the most unlikely moment. In other words, if forwards are at a 
discount, the customer buying forward will expect to receive more 
foreign currency per pound in the case of " currency" rates, because 
the forward is at a discount. But, if he contracts for an option 
for a period, the banker must consider that the customer will 
exercise the option at the earliest possible date, and so will be
come entitled only to the smallest amount of discount. Should the 
customer actually not exercise the option until the end of the 
option period, the bank is, of course, the gainer, but the bank 
cannot take this view as, by giving away the full discount for the 
whole period, it would be the loser should the customer exercise 
the option at an earlier date. It will therefore give away only the 
minimum amount of discount to which the buying customer would 
be entitled if he took delivery at the earliest date of the option. 
\Vhere the customer is a seller of currency, the banker must con
sider that the customer will deliver the currency only at the end of 
the option, that is, he must take the most gloomy view possible. 
He will, therefore, take the highest amount of discount on the 
forward, in case the customer should not complete until the last 
date of the option. \Vhere the forward is at a premium, and is 
dearer than spot, the customer selling to the banker an option 
forward, would receive a premium only for the shortest possible 
period, because the banker must consider that the option may be 
exercised at once. On the other hand, where a customer is buying 
an option forward and the forward is at a premium, the banker 
must consider that the option will be exercised at the latest possible 
date, and, therefore, he must charge the customer the fullest possible 
premium. Really, although it is not actually so, it seems that the 
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banker is always working against the customer, but he is actually 
taking the prudent view that the customer will exercise the option 
to buy or sell forward on the best date for himself, and not for the 
banker. Therefore, the banker works on the worst date from his 
point of view, and not on what may prove to be the actual date of 
completion. 

Dealing in " Forwards." 
The essential difference between a "forward" rate and a "long" 

rate is that, in the case of a "long" rate, that is the rate at which a 
bank will purchase for ready money an undue instrument, the bank 
pays out money at once and the customer receives the money at 
once but the bank receives reimbursement for its outlay only when 
the undue instrument is met. With a .. forward" rate, a rate of 
exchange is fixed at once between two parti.es for an exchange operation 
which will be completed only at some future date. In other words, 
an actual exchange of currency will take place on a previously 
agreed date in the future, but the money passes between the parties 
only on that date. A bank usually forms one party to the contract 
and may require the customer to put up a cash margin as security 
in case the rate of exchange should fluctuate violently in the 
meantime and the contract should not be completed by the 
customer at maturity, thereby involving the bank in possible loss. 
But that is only a margin of security and is not a payment in
respect of the actual "forward contract." The first thing we 
must notice about .. forward" rates is that a bank being usually 
one party to the contract, and since in this country leading 
banks do not speculate in exchange, the bank must take immediate 
steps to cover its exchange risk under such contracts. If, for 
example, a bank sells 100,000 marks to a customer for delivery 
in three months' time at the rate of 20 marks 42 pfennige per f, 
at the end of threl! montbs the bank must deliver to the customer 
100,000 marks, receiving payment in sterling at the rate of 20.42. 

Supposing the bank does nothing, after completing that contract, 
but waits for the date of completion, and t.he spot rate for T.T.s in 
marks is then 20.39, it has undertaken to deliver 100,000 marks 
at the rate of 20.42 perf but, by that time, it can buy spot 
marks only at the rate of 20.39 per f, which would sbo'Y a loss of 
3 pfennige per f. Obviously no baflk dealer would take that risk 
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in any forward contract, and all such contracts with another bank 
or customer are immediately covered in one way or another. As 
has already been stated, a great part of the profits of a foreign 
exchange dealer is made by setting one class of exchange operation 
against another. One customer will offer to the foreign exchange 
dealer a foreign long bill for negotiation, which means that the 
dealer will have foreign currency to receive at some future date 
for which he must pay cash at once. On the other hand, another 
customer may wish to buy that same foreign currency for delivery 
on a future date, and the dealer can sell .. outright forward" 
currency to the second customer, against the eventual proceeds 
of the long bill which he purchased from the first customer. A 
purchase of T.T. may be covered by the sale of cheque, or the 
purchase of coupons may be covered by a sale of T.T., and parti
cularly in the case of .. forwards," it is more the exception than the 
rule for an .. outright forward" to be covered by another" outright 
forward." Normally, the bank dealer will work in T.T. against 
.. outright forward" deals with customers. One uses the expression 
.. outright forward" to describe an operation consisting solely of a 
.. forward" purchase or sale of foreign currency. Where a .. forward" 
deal is combined with a "spot" deal, as where a dealer buys spot 
T.T. and sells forward T.T. to the same amount in the same 
currency, the double operation is known as a "swap." 

" Swaps," 
Where an exchange dealer has bought or sold" outright forward," 

he will usually cover his exchange risk by an immediate sale or 
purchase of spot, since he can always find a ready market in spot, 
whereas it might take some time for him to find an exact counterpart 
to his" outright forward" deal and the spot rate (which is his basis 
of calculation for his forward rate) might move against him before 
he could secure the exact cover. Having covered himself by dealing 
in spot, he can then proceed, if he wishes, to turn the spot into 
forward by carrying out a .. swap" of spot against forward" at a 
margin." But for him to do this, there must be some one who 
wishes to carry out a .. swap" of a reverse nature. Let us now 
examine why people should be ready to buy, say, spot dollars and 
re-sell them three months' forward, or vice versa. 

Bear in mind that finance now is international and floating funds 
S-('4U ) 
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are moved freely from one world centre to another in normal times. 
An abnormal crisis, such as we have recently passed through, cannot 
be taken as a fair criterion of what normally goes on, but the 
principles remain the same. Under reasonably normal conditions 
a person having funds at his disposal, particularly a finance house 
or a bank, can use those funds in any principal centre of the world 
with perfect safety, and the centre in which he will use the funds 
is decided by the return shown to him on the use of the funds 
there. The return shown is obviously the relative interest rate. 
If, therefore, prime bank bills in New York can be bought only at 
a discount" rate of 21 per cent per annum, whereas first-class bills 
can be bought in London at 3! or 31 per cent per annum, obviously 
a person having funds in New York, which he wishes to invest in 
prime bank bills, would prefer to use those funds in London if he 
could. If he uses' his dollars to buy sterling at the rate of, say, 
$4.87 per £, and uses the resulting sterling for 3 months at one per 
cent per annum better than in New York, in 3 months he has 
made i per cent profit. If, in the meantime, the dollar appreciates 
and has become dearer when he tries to re-convert his pounds into 
dollars, he may find that he will get only $4.85 to the £, whereas 
he had to give $4.87 for each £, in the first place. He has therefore 
lost 2 cents on every £. Now a ioss of' 2 cents for three months 
is 8 cents a year, and 8 cents for one year on 4.87 is very nearly 
2 per cent per annum. Consequently, against an interest gain 
of I per cent per annum, he has made a loss on exchange of nearly 
2 per cent per annum, and his operation has been turned from a 
profit into a loss by the movement in exchange. But if he can 
find some oDe who will take from him spot dollars against sterling, 
and will re-sell the dollars to him for delivery in three months' 
time, also against sterling, he can cover his exchange risk by selling 
spot dollars at one price and buying back his dollars forward at 
a price which is fixed there and then. In that case, any fluctuations 
in exchange which may take place no longer affect him, but the 
margin he will give away in order to obtain spot sterling against 
forward sterling deperids entirely on the interest gain he will make 

, by investing his funds in London. . 

The Basis of Forward Margins. 
If, therefore, we have only I per cent per annum difference 
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between New York and London, obviously the investor will not 
give away I per cent per annum to do his" swap," becaqse if he 
did he would be giving away the whole of his possible profit, so he 
may start with an offer of I per cent per annum margin, in favour of 
the person who is to give spot sterling and take it back 3 months 
forward, and I per cent per annum for 3 months on a rate of 4.86 
is 1 per cent of this rate which is, roughly, t of a cent. This 
means that he is prepared to buy pounds at the rate of, say, $4.86 
to the £, and to buy back dollars against pounds, receiving only 
$4.&51 per £. On the other hand, the person who is being asked 
to exchange sterling for dollars for 3 months will do so only if it 
is worth his while. It has been mentioned that banks here have to 
"feed" their accounts abroad by maintaining balances there, "and 
it may often suit them to have the use of a foreign currency for a 
limited period, with the knowledge that the eventual rate of 
re-conversion of the foreign currency into sterling is already fixed. 
The force of competition on both sides will, however, force would-be 
takers of dollars to accept less than the actual interest difference 
and would-be takers of sterling to offer an increasing portion of 
their interest gain in the shape of a forward margin in order to induce 
holders of sterling to part with it. Therefore, if you take the margin 
between spot and forward and turn it into a rate per cent per annum, 
whichever centre is offering to give the margin is the cheaper centre, 
and the other centre will have a comparative rate of interest which 
shows more than the margin between spot and forward. If the 
margin represents I per cent per annum, the comparative difference 
in interest rates will be at least I! per cent-possibly 2 per cent per 
annum, because there would be no object in transferring funds from 
the cheaper to the dearer centre if all the gain has to be given away 
in the form of the forward margin. 

Note particularly the method and object of expressipg a forward 
margin as a rate per cent per annum by means of the spot rate, 
and vice versa, since the difference in the relative rates of interest 
ruling in two centres should be the basis of the forward margin ruling 
between them. 

Other Factors Affecting Forward Margins. 
Very often the forward margin is moved by speculative influences, 

and should it move under such condltions to an undue extent, 
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investment may take place which would not otherwise have been 
possible. For example, at the time of writing, let us assume the 
necessary amount of confidence by New York in London, and, 
incidentally, by London in New York, and see what should happen 
under existing conditions. First-class bills in New York can be 
purchased at ~ per cent per annum, but only at Hper cent per annum 
in London, therefore, there is practically no inducement for the 
transfer from one centre to the other on this basis alone. If anything, 
funds should flow from London to New York, and one would expect 
the forward margin to .be at par with spot. But because there is a 
certain confidence abroad in the future of the {, and a certain amount 
of speculation for a rise in the {" II outright" forward dollars are 
being offered against sterling in the hope that, by the time the 
forward date arrives, dollars will be so much cheaper in terms of 
the {" that is, that the {, will have appreciated so much, that they 
can buy back their dollars as spot and receive more dollars to the 
{, than they are at present selling. This speculative forward selling 
has forced the forward margin out of all proportion to what is 
justified by the current interest rates. In point of fact, 3 months' 
forwarl dollars have recently been dealt in at 31 cents over spot, 
that is, at the rate of I4 cents for a year, which is nearly 4 per cent 
per annum on a spot rate of about $3.67 per {,. Therefore an 
owner of spot dollars can sell them for spot sterling and can, at 
the same time, obtain a rate-of re-conversion of the sterling into 
dollars for completion in 3 months' time, which shows a margin 
of 31 cents in his favour for the period, or a gain at the rate of 4 per 
cent per annum. With the spot sterling, he can buy bills in London 
at only a little under the rate ruling in New York, but he is making 
nearly 4 per cent per annum profit because of the disproportionate 
forward margin . . 
" Swap and Investment" and " Swap and Deposit." 

Such an operation is known as a "swap and investment." You 
II swap" one currency for another and you invest in the foreign 
centre the currency you have purchased, for the period of the 
II swap." A similar. class of operation is that known as a .. , swap 
and deposit." For instance, a German bank may wire toa London 
correspondent, II Will you take spot marks against 3 months at 
IO pfennige in your favour, leaving the marks on deposit with us 
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at 4 per cent per annum?" That is to say, the German bank 
wants to sell spot marks against sterling and re-convert that 
sterling into marks in 3 months' time, but does not want to pay 
out the marks to any other bank. The London banker is, in effect, 
giving the foreign banker a loan of sterling for 3 months against 
the security of foreign currency held by his debtor. Apart from any 
question as to whether or not such an operation can be considered 
as good banking according to British banking policy, it usually 
affords a high rate of profit to the London banker. The discount 
on forward marks which he receives, of 10 pfennige for 3 months, 
is at the rate of 40 pfennige for a year, which is nearly 2 per cent 
per annum on a spot rate of, say, 20.40, while he is also to receive 
4 per cent per annum on the mark deposit, making a gross yield of 
6 per cent per annum. If Bank Rate ~ere is 31 per cent, he could 
obtain only 41 per cent on advances in sterling at the best, so that 
he makes II per cent per annum more by using sterling in a .. swap 
and deposit" operation in Germany. Such operations may work 
well under normal conditions, but should a financial crisis arise in 
the foreign centre, the result appears to be a standstill agreement 
or a moratorium! 

Covering " Outright" Forwards. 
Students sometimes find difficulty in understanding the method 

of, or the reason for, a bank buying or selling T.T. when it has dealt 
with a customer in an .. outright" forward and why it is more 
easy to deal in T.T. as immediate cover than to search round the 
market for the counterpart to an outright forward deal. It should 
be remembered that most forward operations are initiated by 
an investor, that is, a person who wishes either to buy sterling to 
use for temporary investment here, or to sell sterling against 
foreign currency to use that foreign currency for temporary invest
ment abroad. In other words, the basis of all forward markets is 
the investment operation of .. swapping" one currency for another_ 
for a fixed period. Even under the present abnormal conditior.ps 
one can usually find, in the principal currencies, persons who.med 
ready to .. swap" one currency for another by buying sprdinary 
re-selling forward for a fixed period, but it is more difficult, T.T. as 
a counterpart to an "outright" forward order. Com:'. He also 
anyone who has an .. outright" forward order to execut centre and 
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on trade or on speculative account, will usually make sure of 
secUring a basic rate by buying or selling a spot T.T. and will then 
proceed to turn that into an "outright" forward cover by carrying 
out a "swap." For example, let us suppose that London market 
rates for U.S. dollars are 3:63!--3.64 for spot T.T. and I!--2 cents 
discount for the 3 months' forward margin, which gives an outright 
3 months' forward rate of 3.65-3.66, and that a London banker 
sells 3 months' outright forward dollars to a customer' at 3.641. 
If he starts a broker going round the market trying to buy on his 
account so many dollars for three months' delivery outright at 
ev.en 3.65, the broker may have considerable difficulty in finding 
the exact counterpart in the course of a few minutes. In the 
meantime, a seller of spot may appear and the spot rate may 
move up from 3.63!--3.64 to 3.64!--3.65. In that case the rate 
for the eventual outright forward will become better for the buying 
bank, because the forward rate is based on spot, and if the spot 
rate rises the 'outright forward rate also rises. On the other hand, 
if a big spot buyer appears and the rate goes down to 3.62!--3.63, 
even if the broker succeeds in getting the outright forward at Ilc. 
over the spot rate, he will only get it at It over 3.621, which is 3.64 
instead of 3.65. Therefore, the contracting bank has made a loss of 
lc. instead of a profit, through the movement in spot and because of 
the difficulty of fuiding immediately in the market an exact counter
part to an outright forward deal. Bear in mind that forward margins 
against spot are based primarily on the relative interest rates in 
the two centres, but that they can be pushed out of proportion by 
speculative operations. Neither of these conditions, however, is 
likely to alter so suddenly as to cause widely different forward 
margins to be set up in a moment, whereas a sudden rush of buyers 
or sellers of spot currency can move the spot rate' even I per cent in 
a few seconds. Moreover, the outright forward rate is calculated on 
the basis of the spot rate and by operating at once in spot, this basic 
-ate can be fixed and the operator rendered immune from subse-

ientfiuctuations in the spot rate. In the case suggested, therefore, 
cer?anker, having ·based his outright forward price on a spot 
"swi.3.631-3.64, would at once proceed to cover his basic risk 
and d~g spot dollars at 3.631 before the market moved one way 
corresp3~~ H' Jng done this, he can then carry out a .. swap," 
to pfennige )t'~"ld buying 3 months' forward, at the margin 
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current in the market, and his broker is far more likely to find 
an immediate response to a suggestion of a .. swap" than to a 
suggestion of an outright forward deal. The margin between spot 
and forward does not vary to anything like the same extent as 
the spot rate itself; because spot moves up and down there is no 
reason why the forward margin should vary more than a little, 
since it is based primarily on the difference in interest rates and 
secondly on speculative operations which will probably continue 
in force or at least continue to affect the forward margin for the 
short period during which the operating banker is covering in spot 
and then doing a .. swap." If he buys spot at 3.631, which is the 
market's selling price, and then sells spot and buys forward at a 
margin of 11 cents in his favour, which is again the market's margin 
for selling forward, he has eventually secured his outright forward 
at 3.65 since his purchase of spot is offset by his sale of spot against 
buying forward. He is independent of any fluctuations in the 
spot rate as soon as he has bought in his spot as cover,and thereafter 
is concerned only with the forward margin, and his possible loss 
through an adverse movement in this margin before his .. swap" 
is completed is very much less than that which he might incur by 
wide movements in the spot rate. 

Long Rates Based on Forward Rates. 
You must remember that speculative or investment operations 

are undertaken in view of possible changes in the economic, political, 
or financial outlook of a country, and that these factors may move 
the forward margin to what is really an uneconomic level-that is, 
to a level at which it does not represent anything like the interest 
difference as between two centres. Customers, particularly large 
customers, nowadays are so well acquainted with the principles 
of foreign exchange and the methods of snatching a little extra 
profit here and there, that unless you, also, are prepared to work 
very closely you would find that you are missing business, and that 
it is going to other people who are quoting better rates, perhaps 
because they are more alert, or perhaps somewhat more inclined 
to do their best for the customer. When calculating an ordinary 
long rate, we have seen how a banker assumes that he sells T.T. as 
cover for his purchase of a long bill in a foreign currency~ He also 
assumes that he immediately sends the bill to the forei~ lentre :.md 
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re-discounts it at the rate ruling there, thus providing himself with 
the necessary spot funds to meet his sale of T.T. But usually, of 
course, he uses some T.T. which he has in hand, that is, he finances 
it himself out of his foreign currency funds, but he assumes that he 
re-discounts the bill and so b~ses'his rate of interest on the discount 
rate in the foreign centre. If he has T.T. in hand he may use it, 
but if he is short of spot he may sell an outright forward as cover 
for that particular purchase. In point of fact, it is sometimes more 
profitable to sell an outright forward than to sell T.T., as the latter 
course either makes him go overdrawn or lose the use of it for the 
period. Com;equently, we can build up a long rate on the basis 
of the outright forward rate as easily as we can build it up on the 
basis of spot. If we build it up on the basis of spot we assume 
that we re-discount the bill at the rate of discount ruling in the 
foreign centre. If we base it on the outright forward price for the 
currency we must consider that we are u~ing sterling for the 
period, because, in any event, we have to payout sterling with 
which to purchase the bill. If we sell T.T. as cover, we get back 
sterling for the sale of T.T. as compensation, but we are out of the 
use of the foreign currency. If we sell foreign currency forward 
as cover we are out of sterling until the purchaser of that outright 
forward pays us over the sterling in exchange for the foreign currency. 
Therefore, if you build up a long rate on an outright forward basis 
yo~ must consider that you are using sterling, and the rate at 
which you will be prepared to make a sterling advance to discount 
a sterling bill of such a class is the rate you must use in calculating 
your loss of interest. There is no difference in the method of 
calculation. From the following example you will see that it is 
merely a difference'in the rate of interest used and a difference in 
the basic rate from which you are building up. Instead of building 
up from the T.T. rate, you build up from the outright forward 
rate, and instead of using the rate of interest ruling in the foreign 
centre, you use the home rate of interest for discounting such a 
class of paper. Consequently, if your forward margin is more 
favourable to the customer than is the difference between the 
interest rates, you must get a better rate for the customer as a 
result. In that example you will see there is one Dutch cent per £ 
dl.lJerence in the long rate of 12.151 florins per £ obtained by the 
usua~ method, and the long rate of 12.141 florins per £ obtained by 
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using sterling at the home rate and selling outright forward as 
cover, and building up your long rate from that outright forward 
sale. 

In the ordinary course, the forward margin will not allow you 
to work in that way, because, as explained earlier, the person who 
wishes to' transfer funds from a low interest centre to a high interest 
centre will not give away the full margin of profit he thereby 
obtains. If he does so, the operation is not worth undertaking, so 
that if there is actually a difference of I per cent in interest rates, 
the forward margin will usually represent at the most only ~ per 
cent per annum. Thus in the ordinary way, any benefit which might 
accrue to the seller of a long bill by reason of the forward margin 
in the foreign currency being at a premium, that is, below the spot 
rate, is more than offset by the higher discount rate which must 
be ruling in the home centre if a seller of the foreign currency on 
the spot is prepared to buy it back more dearly for future delivery. 
Consequently, it is only when the forward margins have moved out of 
proportion to the relative difference in interest rates in the two centres, 
that the method of building up a long rate on the basis of the outright 
forward rate may prove more advantageous to' a customer who is 'a 
seller of a long bill in the foreign currency. The following example 
illustrates the result obtained in a case where the forward margin, 
based on the relative discount rates for bank bills, shows an advan
tage to a seller of a foreign commercial bill. 

Calculation of " Lon~ " Rates Based on " Forward " 
Rates. 

A London banker purchasing a long bill in foreign currel1cy on 
a foreign centre uses sterling immediately. Normally, he bases 
his buying price on the assumption that he will at once recoup 
himself by discounting the bill in the foreign centre at the rate 
prevailing there for such paper and then selling the proceeds as a 
T.T. in the foreign currency. It may occasionally prove more 
advantageous to his customer if he bases his buying price on the 
aSiiumption that he is lending sterling for the period until the bill 
is met, and that he will cover his exchange risk by selling an "out
right" forward T.T. in the foreign cUrrency for the date on which 
he expects to receive <:redit for the proceeds, allowing in his rate 
for stamps and charges as usual. 
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Example. 
Comparative "long" rates for - a go did commercial bill on 

Amsterdam. T.T. rate, London on Amsterdam, 12.031-.04; 
3 months' forward margin, 4i-4c. premium; London discount rate 
for go days' commercial bill, 4t per cent per annum; Amsterdam 
ditto, 31 per cent per annum; Dutch stamp duty 1%0; London 
banker's profit, ic. (360 days taken to the year.) 

(a) "Long" rate based on assumption of re-discount and sale of 
proceeds as "spot" T.T. 

Market buying rate for T.T. • 
90 days' interest at 31%' per annum 
Dutch stamp at i 0/00 • 

Banker's profit . 

Total "long" rate 

12.04 
.1°535 
.00602 
.005 

(b) "Long" rate based on assumption of use of sterling and 
of sale of eventual proceeds as an "outright" forward T.T. 
" Outright" 3 months' forward could be sold in the market at 
12.04 (market's buying price for" spot" T.T.) less 4 cents premium 
(market's buying price for 3 months' forward), making 12.00 net. 

:. "Outright" forward rate-. . • _. 
90 days' use of sterling at 41% per annum on 12.04 
Dutch stamp at i 0/00 

Banker's profit . 

Total "long" rate 

12.00 
.13545 
.00602 
.005 

:. In the first case, the banker could quote his cllstomer a rate of only 12.151 
at best, whereas in the second case he could quote a rate of 12.141 at best. 

The ..rates of interest given predicate Bank Rates of 4 per cent 
in London and 3 per cent in Amsterdam, but if the London rate 
were effective and bank bills could only be discounted at, say, 31 
per cent per annum, while money was easy in Amsterdam and 
bank bills could be discounted there at 2 per cent per annum, the 
.. forward margin" would approximate to the difference between 
these market rates of discount, which would account for the 
premium on "forward" florins of 4t-4 cents per £, or about It-I! 
per cent per annum. 



CHAPTER VI 

EXCHANGE DEALINGS; .. ARBITRAGE" AND" CROSS RATES" 

CONSTITUTION OF THE LONDON FOREIGN EXCHANGE 

MARKET; A .. SPECIMEN" DEAL IN THE MARKET 

WE can now proceed to examine the actual dealings of the foreign 
exchange operator in a London bank, not only in the London 
market but in the markets of the world. 

~ealin~ in the Market. 
\\' e saw how a dealer must rely on the existence of a .. market .. 

to be able to quote to a customer, immediately, rates at which he 
will buy and sell all classes of instruments. In every principal 
centre of the world there is, more or less, a Foreign Exchange 
Market, and, to-day, the world is practically one Foreign Exchange 
:Market, because telephonic and telegraphic facilities are so far
reathing, so instantly available, so easy and rapid, that a change 
in a rate in one centre is almost immediately reflected in other 
centres, since each centre is continuously being linked up with 
every other centre. Consequently, an exchange dealer really has 
the whole world before him as a market in which to cover. If the 
London market does not contain dealers willing to provide the 
counterpart to any operation, he has telephone calls coming through 
to him almost every few minutes from all the principal centres, 
not only in Europe but in other continents, or cables from North 
and South America and the Far East, to which centres he can, if 
necessary, put through a telephone call. Thus, in a relatively short 
time, he·can search out practically the whole world in order to find 
out the best centre in which to cover whatever operation he has in 
hand. Therefore you must visualize the exchange dealer as a man 
with an international outlook, a man with an international touch, 
combining an operation in one centre with an operation in another 
centre, and always on the look-out to snatch a margin of profit as 
between the rates ruling in one centre and another. 

"Arbitrage. " 
Now, this snatching of a profit between centres is known as 

60; 
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"arbitrage dealing in exchange." The term" arbitrage" is applied 
to the simultaneous buying and selling of any commodity in two 
or more centres, whether you are dealing in francs, dollars, coal, 
wheat, rubber, or any other commodity. You can .. arbitrage" 
in rubber between New York and London, or between London 
and Batavia, or between Paris, Singapore, and London, and it 
merely means that you take advantage of any difference in the 
price of the particular commodity which is ruling in one centre 
and the price ruling for the same commodity in another centre at 
the same moment. In 'the case of foreign exchange, it is the price 
of any currency ruling in two or more centres at the same moment, 
the prices of the currencies being the rates of exchange. If London 
quotes Paris as 92! and London quotes New York as 3.64 and 
Paris quotes New York as 25.43 francs per dollar, you can, by a 
simple calculation, work out how many dollars you would obtain 
in Paris by buying francs at the rate of 921 per £ and using those 
francs to buy dollars at 25.43 or whatever rate is quoted. If the 
operation is carried out and it shows you more dollars to the £ 
than you can obtain by buying at 3.64 in London, you at once 
proceed to sell sterling for francs by buying francs in London or 
Paris and using the francs to buy dollars in Paris. Simultaneously, 
you may sell dollars in London, or New York, against sterling at 
the then existing price. That is the essence of arbitrage, immediate 
quickness of action, and there should be no lengthy gap between 
your purchase of a currency at the existing rate and the sale of the 
currency at the same existing level of rates. If you wait, the chances 
are that other people, because they are up and doing, will snatch 
the same margin of profit or push the margin against you, and it 
may disappear altogether, leaving you with an adverse market. 
Therefore, it is essential that the exchange dealer, in the course of 
his business of quoting rates, should keep in the closest touch, not 
only with clients and all the branches, but with all the other 
principal world centres, and this is the most strenuous part of the 
exchange dealer's life. 

Arbitrage in exchange may therefore be defined as the simul
taneous buying and selling of any currency by means of operations 
carried out in two or more centres and against another currency 
or other currencies. Where only two currencies and the two rela
tive centres are concerned, the operation is known as "direct" or 
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.. one-point" arbitrage. If more than two currencies and centres 
are involved, it is known as .. indirect" or" circuitous" or" two- (or 
three-, four-, etc.) point" arbitrage. 

Cross Rates. 
A "cross rate" is the rate of exchange between two currencies 

which are being expressed in terms of a third currency, e.g. in con
sidering the exchange rates for French francs and U.S. dollars each 
in terms of the £, the "cross rate" is the rate for U.S. dollars in 
terms of French francs or for French francs in terms of U.S. dollars. 

Examples. 
If London on Paris is 89itr-§ per £ and London on New York 

is 3.52-! per £, then the "cross rate" between Paris and New 
York should be about 25.44 fcs. per $; 

If London on Amsterdam is 8.76-.77 per £ and London on 
New York is 3.52-! per £, then the" cross rate" between Amsterdam 
and New York should be about 2.49 fl. per $; 

If London on Zurich is 18.23i-.24i per £, and London on New 
York is 3.52-! per £, then the "cross rate" between Zurich and 
New York should be about 5.18 Swiss francs per $. 

If arbitrage operators find that the actual quotations in the 
relative centres differ from the .. cross rate" obtained from the 
two home quotations, they will endeavour to snatch a profit by 
buying, say, dollars in the cheaper centre and selling them in the 
dearer, e.g. if dollars could be bought in Paris at only 25.43 fcs. 
per $, the operator would buy dollars in Paris, sell them in London 
for sterling, and use the sterling to buy French francs in London 
or Paris with which to pay for his purchase of the dollars in Paris. 

These examples show you how the rates for variou;; currencies 
may be expressed in other centres. The" cross rate," as is stated 
there, is merely the rate linking two currencies which are already 
expressed in terms of a third. If, as was said earlier, Paris is 921 and 
dollars 3.64 per pound, and dollars in terms of francs are 25.43 
francs per dollar, the latter is the" cross rate" between francs and 
dollars in Paris. In New York they would quote cents per franc, or 
dollars per 100 fcs., and this "cross rate" between New York and 
Paris would be, say, 3.93k dollars per 100 francs. The exchange 
dealer endeavours always immediately to cover any .operation 
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either at home or in another centre, whichever shows the greater 
margin of profit, and a continuous comparison of these cross rates 
with those ruling in his own and in other markets is an essential 
part of his job. 

Constituents of the London Market. 
To illustrate the business of a dealer rather more fully, an attempt 

will now be made to describe to you how business is carried on in the 
London Foreign Exchange Market. It must be remembered that 
the Foreign Exchange Market does not exist physically as docs 
a market such as the Stock Exchange. It is an undefined area 
and comprises all those banks, financial houses, and brokers who' 
deal in foreign exchange, but there is no formal "membership" 
such as is the case with the Stock Exchange. The only form of 
admission to the Foreign Exchange Market is the general acceptance 
by the existing members of the market of any new member who 
may propose to deal or desires to put himself forward in an attempt 
to deal. If a new name in the shape of a bank, accepting .house, 
or financial house endeavours to deal in the market lit tan soon 
be frozen out simply by the existing members refusing to "take 
the ~ame." Similarly with the oth~r constituent of t"f Lon~on 
ForeIgn Exchange Market-the foreIgn exchange brv.ttr. Unlike, 
for instance, the stockbroker, he need not submit any tPp,lication 
or go before any committee or official body to become d.n exchange 
broker, but unless he has a certain amount of support 'Tom a bank 
or banks in the market he cannot obtain a footing, sorely because 
no one will listen to him. Admission is brought about c: .11y t·hrough 
the general acceptance by existing members of a new mtIn.ber.1 

The Foreign Exchange Broker .. . . 
Foreign exchange brokers are not, strictly speakh:t members 

of the market, they merely link together the members of the 
market. The broker is not a dealer; he is only a broker and acts 
only as an agent bringing buyers and sellers together. He ,works on 
a commission basis only. He must not work as a principal,'and must 
not deal for his own account. If a banker finds a certain' broker 
is buying or selling foreign currency for his own account, even if he 
uses the name of a bank to cover his operations, the banker will 
usually refuse offers of business from that broker since he cannot 

1 But see addendum, facing this page. 
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be sure whether the broker is carrying 0:, \ is proper' function of 
acting only as an agent or whether he is, in reality, dealing as a 
...,rincipal. The" members" of the market are those banks, accepting 
.louses, and financial houses, who by custom have been accepted 
as" market names." They, and they alone, are generally recognized 
as being dealers in and members of the Foreign Exchange Market. 
They are the main constituents of the market, but their desires 
to deal with each other are greatly facilitated by the intermediary 
of the exchange broker, whose sole object is to bring buyers and 
sell~rs together. In accordance with the modern tendency towards 
specialization and because a better service can thus be rendered 
to his clients, the exchange broker usually specializes in certain 
currencies only. Thus, one broker will deal only in dollars; another 
in French francs, Belgian belgas, and Italian lire; another in 
Scandinav;an, Swiss, and Spanish currencies; another in Far 
Eastern; and others, again, in South American currencies, and so 
on. The bank dealer, as will be seen, refers continually to those 
various brokers, putting one in competition with another, and 
dealing with the brokers in whom he has the greatest faith, or 
perhaps one should say, the least lack of confidence! 

Method of D£:aling in the Market. 
I 

Formerly tIL'; ,method of dealing in London was mainly at the 
bi-weekly meetings in the Royal Exchange, on Tuesdays and 
Thursdays, but business in these days has become so much more 
extensive and ~ ctive and exchange operations have to be carried 

, through with s I much greater rapidity as compared with former 
times, that the :mce familiar gathering of eminent gentlemen with 
top-hats and SIlts, who met with some dignity, and without any 
undue haste, has given way to the conduct of modern exchange 
business in a somewhat hectic rush through the medium of the 
telephone and he cable. It is not the general custom in London 
for banks to be directly connected with each other, and only in a 
lew instances are representative offices of the American banks, or 
Dutch or French representatives (as distinct from branch offices), 
directly connected by telephone with the leading London banks. 
The bulk of the business in the London market is carried out 
thro1,lgh the intermediary of the brokers, and these latter install and 
1aintain private telephone lines to their clients, the market 
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members, and expect to recoup themselves and make their livings 
out of the business which they can extract by means of these 
lines. 

There is no compulsion placed upon a dealer to deal with any 
broker who may install a private line to him, and whether business 
is active or not depends entirely on the broker's own ability and 
upon the impression he makes on the dealer in question. A good 
broker will generally have the goodwill of the dealers; dealers will 
"open up" to him and tell him what they want him to do, and 
the more he knows as to what people want to do, the better is he 
able to quote prices. Oil the other hand, there is no compulsion 
that can be exercised by a dealer to force a broker to stand by his 
price. The broker simply quotes a price to the best of his ability. 
However, if in reply to a quotation from a broker, the dealer says 
" Are you firm? " that is as much as if he said to the broker" Have 
you definite dealers?" If the broker says .. Yes" and the dealer 
"takes him" at either of his quoted prices, the broker is expected 
to give or take at least a small amount of the currency at the 
price stated even if the dealer on whom he relied turns out to 
be no longer interested in that particular currency. That is the 
broker's only responsibility-to be sure of the people behind him. 
When he quotes II firm," he must be able to go back to the buyer 
or seller and do the business, not necessarily for the amount which 
the inquiring dealer has offered to him or bid him for, but for a 
reasonable amount. If the broker fails to exercise good judgment 
and, as a result, continually" lets down" dealers who have traded 
on his prices, he will find his business disappearing and he may 
even be "given a rest" for any period from a day to a week or 
more by a really aggrieved dealer, who then simply refuses to 
answer the broker's line for the period of the punishment. A broker's 
main asset is to know how much faith he can place in the dealer, 
and, in the same way, a dealer must know how much faith he can 
place in the broker. All is done by word of mouth, and mutual 
trust and confidence and goodwill are the essentials of the smooth 
working of the market. In view of the speed at which business 
in the market is car~ied on and of the opportunities for misunder
standings and trouble, the tlumber of actual disagreements is 
amazingly small. But presumably all those in the business acquire 
in time a certain philosophy and quickly cease to expect the best 
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from their fellows, looking rather for the worst! Then the "lets 
down," whether of a dealer by a broker, or of a broker by a dealer, 
all become part of the day's work, and only in the case of persistent 
and glaring offenders on the brokers' side is the" give him a rest" 
punishment adopted by one or more of the complaining dealers. 
The broker has no means of punishing any dealer and must submit 
to any number of "lets down" with the best grace he can' muster. 
His only reaction to such treatment is that he will, as far as 
possible, avoid making firm prices to such a dealer and will give 
any preference which may be possible in the course of business 
to dealers who treat him more kindly. The sole aim and object 
of the broker is to keep in the closest possible touch with his 
clients, the bank dealers, by means of his private lines, so as to 
have buyers and sellers of the currencies which he quotes, ready 
to hand or at least to have an idea of likely buyers and sellers, 
The more successful he is in doing this, the more often is he able 
to quote a "two way" price in which he is "firm both ways," 
and the broker who can most frequently "stick to his prices" is 
the broker to whom the dealers will pass most business, 

A Specimen Deal. 
It may be convenient here to mention the various steps from the 

initiation to the final completion of an exchange deal carried out 
by a bank dealer in the London market. Let us assume that 
Martins Bank, London, has the Liverpool office on the 'phone and 
that the latter is, in turn, holding on to a customer who wants a 
quotation for the sale to him of fifty thousand U.S. dollars. The 
dealer at Martins Bank, London, at once rings at least two of his 
dollar brokers, one after the other, and asks, "What are dollars? " 
One broker may reply, .. Three sixty two and a quarter a half," 
meaning $3.62: sellers, $3.621 buyers, while another may say, 
.. Either side of sixty two and a half; would like to try either way 
at the price," meaning that he is uncertain of his market but might 
find either buyers or sellers at $3,621, At the same time there 
is almost sure to be a trunk call to a continental centre being taken 
in the office of l\Iartins and the dealer will call to his colleague 
taking the call, "What is he calling dollars?" and assuming the 
call to be to Paris, his friend may reply .. Forty one to two," 
meaning that dollars in Paris are 25.41 francs per dollar buyers 

6-(2411) 
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and 25.42 sellers. Working out this cross rate on the basis of the 
London market rate for French francs, the dealer may find that 
this also shows dollars to be about 3.621, and all this will have 
taken perhaps sixty seconds. He thereupon turns back to Liverpool 
and says, "I can give you your dollars at 3.62, might improve 
a fraction." The Liverpool man promptly passes on the rate to 
his customer, who may either accept or refuse right away or may 
say that he will ask for another quote later, which means that he 
will probably try some other bank in the meantime. If he accepts 
at once, the Liverpool man says to his Loridon dealer, who will 
have been waiting on the 'phone for the answer, "Right, I take 
fifty thousand dollars at 3.62." London replies, "Very good, I sell 
you fifty thousand dollars at three sixty two, ordinary value." This 
means that Liverpool will instruct London to pay over to a stated 
bank in New York for account of a stated customer the sum of 
fifty thousand dollars, and that this payment will be made, on 
instructions cabled by the London office to its New York agents, 
on the second day after the date of the deal, this being the customary 
"value date" for "money here and there" in the case of dealings 
in U.S. dollars in London. On the same date, London will debit 
Liverpool with the sterling equivalent of the dollars sold and the 
latter will also debit its customer to the credit of London. 

As soon as the deal is completed, London is in the position of 
having engaged to payout $50,000 in New York in two days' 
time against sterling to be debited to Liverpool office on the same 
day. In accordance with the principle of never "running a 
position," the London dealer must at once proceed to cover this 
engagement, which we will assume he does in the London market. 
Naturally wishing to make the largest margin of profit for his 
bank on the deal, he will go back to the first ·broker who quoted 
him 3.62H and say" I'm on the top for fifty," meaning that he 
is a buyer of $50,000 at 3.621, since for some time there has been 
an agreement not to deal in " eighths" in the London market, and he 
cannot therefore bid 3.62i. He will also ring the other broker 
and say, "Try and offer me fifty at a half." The first broker, 
having already a "!~firm" or at least a probable. buyer at 3.62!, 
will merely note the ew order and will not change his price, but 
the second broker I at once call to his colleagues, "Martins 
wants the offer of fift, at a half," and they will all proceed to 
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ring their respective clients, asking them for the offer of fifty 
thousand dollars at 3.62!. 

By market custom, a "firm" order is held to have expired and 
to require reference before execution after the lapse of a few seconds 
only, at the most one minute, and the request for the offer or the 
bid for a currency is not, of course, a "firm" order at all. In any 
event, it is the broker's duty to keep on referring to any prospective 
dealer and to advise him of any success, or want of it, or of any 
change either in the actual current quotation or even in the "feel" 
of the market. Thus the second broker may come back to Martins'. 
dealer and say, "I can't find any at a half; a quarter seems to be 
the best· of it at the moment," while the first broker may come 
back and say, "Nothing better than a quarter yet and I'm not too 
firm there now." If, in the meantime, the dealer has had other 
continental calls and has found that dollars are inclined to be bid 
for, he will decide to take his profit while he can and will ring the 
first broker who made him a "firm price" originally and say, 
"All right, I'll take fifty at a' quarter," meaning that the broker 
is to try to find a seller .of $50,000 at 3.62!. In a few seconds the 
broker will ring and perhaps say, "I'm awfully sorry; I'm afraid 
I've missed them at a quarter," in which case the dealer will 
hurriedly ring his other dollar brokers in the hope of finding that 
one of them is still a seller at the price. Note that the broker in 
question can no longer be considered by the dealer as "firm" 
since he was not taken immediately on his original quotation but, 
for his own sake, he will have done his best to find another seller 
at the price should his original seller be no longer interested. 
Finding that there are no sellers about at the moment and not 
wishing to make the market too strongly bid, the dealer may 
withdraw his bids from the brokers and say that he is no longer 
interested, hoping by this to induce sellers to come forward if they 
think that the buyer is not too keen, or to pick up the dollars in 
the course of other trunk calls or from small orders from private 
customers. 

That, however, is a pessimistic tale, so let us assume that the 
first broker, on receiving the firm order to buy at a quarter, comes 
back and says, "I've bought you fifty dollars at a quarter from the 
Chase." This means that he has rung the dealer at the London 
office of the Chase National Bank of New York saying, "I want 
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fifty dollars at a quarter," to which the dealer there has replied, 
"Right, who to?" To this the broker replies, "To Martins," and 
the deal is clinched. Note that the name of the buyer is not 
disclosed to the seller, or of the seller to the buyer, until the bargain 
is actually agreed to in that a seller accepts a firm bid or a buyer 
accepts a firm offer. This custom is jealously guarded in order 
that no dealer shall learn of the operations of another without 
dealing with him and, moreover, it is considered a betrayal of 
confidence to talk of business concluded between two parties to 
a third party who was not actually concerned in the deal. 

At this stage of our "example, Martins Bank has agreed to pur
chase from the Chase National Bank, $50,000 at 3.621 for delivery 
"ordinary value," which is two days ahead in the case of U.S. 
dollars, through the intermediary of a certain broker but, so far, 
everything has been done by word of mouth. The broker will now 
make an entry in his day-book, showing particulars of the deal, 
and will then at once make out, and send round by hand, "contract 
notes" to both buyer and seller. These notes show whether currency 
has been bought or sold, the amount, the class of remittance (T.T., 
G.M.T., M.T., etc.), the centre in which the ~urrency is to be payable, 
the value date, the rate of exchange fixed between the parties, 
the name of the seller on the "bought" contract and of the buyer 
on the "sold" contract, the name of the broker and the amount 
of his commission. The commission is usually payable by both 
parties equally, except in the case of some Eastern currencies, 
and the scale for every currency is fixed from time to time by a 
committee of exchange dealers in consultation, to some extent, 
with leading brokers. 

In the meantime, each of the two dealers will have made an 
entry on his "position sheet" and will have made out "dealer's 
slips," which give the particulars of the deal. These slips are 
passed to clerks. whose duty it is to complete the final details, 
which means that they must telephone one to the other to find 
out which bank in New York will pay over the dollars for account 
of the seller and which bank will receive the dollars for account 
of the buyer (this is known as .. exchanging instructions," but 
many banks have "standing instructions" with each other), work 
out, and have checked, the sterling equivalent, pass entries debiting 
the "Nostro" account and crediting, say, "Bankers Payments," 
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and vice versa, send out cabled instructions to the agents in New 
York to pay and receive the dollars respectively, send to each other 
typed and signed confirmations of all the details of the deal, 
including the sterling amount and the "instructions," and check 
the broker's contract note, when it arrives, with their own entries. 

On the second day after the deal, Martins Bank will issue a 
bankers payment, to the debit of whatever account was credited, 
for the sterling equivalent of $50,000 at $3.621 per £, and will send 
this round by hand to the Chase National Bank. On the same day, 
during New York banking hours, the New York agent of the Chase 
will pay over, by means of a bankers payment, the sum of fifty 
thousand dollars to the New York agent of Martins Bank and the 
payments are thus" compensated" and the deal finally completed. 
We have seen how Martins Bank wanted the dollars to cover a 
sale to the Liverpool office and the Chase National Bank will have 
executed some counter operation to cover its sale of the dollars to 
Martins. The dollar receipts and payments of each may balance, 
and they will be left with a difference in sterling payments issued 
and received which represents their profit-or occasionally their loss I 



CHAPTER VII 

LIFE IN THE LONDON FOREIGN EXCHANGE MARKET 

A MANAGER under whom the author once served, a brilliant French
man, once said, in the course of a talk to the staff, that a man who 
engaged in foreign exchange either went mad or committed 
suicide! After some years of experience, one might amend this and 
say that no man who is no more than a little mad would ever 
think of engaging in foreign exchange! There can be no other 
profession, business, or trade in which the work is so exacting or 
conducted at such high pressure for long periods together with a 
corresponding severe mental strain, which is far more fatiguing 
than any prolonged physical effort. Certainly, like the War, one 
gets used to it to some extent, and the job has a fascination which 
is all its own, but let any aspiring cambist ask an old hand whether 
-or not he shall come into the business, and the chances are that he 
will receive the reply which is often given by the benedict of 
many years' standing to a would-be groom-" My boy, you don't 
know how well off you are now"! Perhaps the glimpse of life in 
the market which the- following paragraphs will try to depict may 
give the reader some idea of the constant strain which is placed on 
all those who are actively connected with the business of buying 
and selling the currencies of the world. 

In the "Dealing Room " of the Exchange Department. 
Imagine yourselves in the dealing room of a large London bank. 

You will find an imposing array of electrical apparatus, either the 
old-fashioned Post Office switchboards of the drop-indicator or 
II doll's eye" type, with II plug-in" contacts, or more probably 
the all-electric II French" boards, which are fiat like a table and 
which consist of several II positions" of groups of studs, pressure 
on which establishes contact with the private line, and on which 
ringing is also done by stud pressure. Each II position" is a replica 
of the others, the One private line being connected to each, and 
there may be four to ten II positions" according to the size of the 
business of the bank and the number of dealers needed. Above 
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each stud are two tiny lamps, one red and one green. An incoming 
call lights the red lamp and an outgoing call lights the green lamp, 
the same signal showing on all the II positions" together. Against 
the wall will be the II relay cabinet" containing all the connections 
between the table and the Post Office private lines, as well as a 
fearsome-looking switch and meter panel complete with fuses, 
while on the floor is a cased-in dynamo feeding the massive accumu
lators which are housed in another wall cupboard. 

The lines on the table will be not only to brokers but also to a 
few of the chief branches and closely connected other banks, to 
certain special customers, and to the leading cable companies, so 
that messages can be 'phoned direct between exchange and cable 
operator, thus saving the time spent by a boy messenger in dashing 
to and fro, as one so frequently sees them. The table will be 
further encumbered by several II public lines," that is, the ordinary 
public telephone instrument which is connected to the main 
switchboard of the bank, by II house" telephones, calculating 
machines of varying kinds and uses, and cable forms and books, 
private codes, letters, rate pads, scribbling pads, blotting pads, 
and even felt pads to prevent the elbows of the dealers' coats from 
becoming too shiny! 

The tendency to specialization is also carried out to some extent 
by bank dealers. Their chief dealer will, of course, exercise general 
supervision, but will also specialize in one of the leading currencies, 
usually U.S. dollars. His second man will be mainly responsible 
for the next most important group, say French francs, Belgian 
belgas, and Italian lire, with Swiss francs and Dutch florins throv.TI 
in. A third assistant will look after the .. exotics," such as the 
Central European and South American currencies, and so on. 
Another assistant will be a linguist and do nothing much else but 
take trunk calls, either incoming or outgoing, while yet another 
will have the duty of answering branch and customers' inquiries
a somewhat unenviable job! In times of stress, however, speciali
zation goes by the board and each must be ready to jump to the 
help of another in case of need or to concentrate on dealing in any 
currency which is particularly active at the moment. The need 
for .. team work" was never better exempli ned than in the case 
of the foreign exchange dealing room and, from long experience, the 
author can assure our big banks that they have every reason to be 
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proud of the esprit de corps and team spirit shown by their exchange 
dealers. 

In a Broker's Office. 
The "lay-out" of a broker's office is much the same with either 

Post Office or French boards and several public 'phones, but the 
calculating machines are missing, as brokers are not concerned in 
any way with the sterling equivalents of the amounts of foreign 
currency in which they deal-except when they get "caught up" 
on a price and have to "cut out" at a loss! 

Starting the Day. 
The bank dealer, on the way to his office, will have studied the 

morning's news in the shape of financial and political or economic 
happenings in all the principal countries of the world, since a 
detached and panoramic view of world conditions is an essential 
to a proper estimation of the probable course of exchange rates, 
and the dealer must try to anticipate movements rather than to 
be. caught unawares by them. On arrival at the office, he will 
find on his desk a batch of de-coded cables mostly giving the 
closing rates in foreign centres on the previous business day, and 
he also uses these in trying to plot the possible coming changes 
in rates. There may also be some "best orders," that is, orders 
from customers or banks at home and abroad to be executed at 
the best rate possible. For the sake of his connections, the dealer 
always tries to obtain the best rate possible for his client so as to 
draw further business, which certainly would not happen if such 
orders were consistently "slaughtered." More probably, what 
orders there are will be for execution at stated limits, that is, the 
order will contain a maximum or minimum price at which the 
purchase or sale is to be effected and it will invariably conclude 
with the optimistic plea, "or better," meaning that the London 
dealer is to try to improve on the limit given. These orders may 
also help him to get the trend of a market. For example, a batch 
of limit orders from all parts of the world to sell Spanish pesetas 
will warn him of a probable "bear" attack on that currency with 
a consequent fall in the value of the peseta. As we saw earlier, 
however, London rates are mainly ruled from abroad, and the 
dealer will not come to any definite conclusions until his first 
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trunk calls have come through. Swiss banks start work at 8.0 a.m., 
and as Swiss time is ahead of ours, they have been working for 
some little time before we start, and the first calls are usually from 
some Swiss centre or else from Paris where dealers will already 
have been in touch with Switzerland. As soon as any proposals of 
business begin to be. made by the dealers in any of these centres 
to the London dealers, the London market begins to get to work. 

The brokers, in the meantime, have nothing to guide them in 
composing "opening" rates except the closing rates in foreign 
centres published in the morning papers. They are not in direct 
touch with any foreign centre and can quote only tentative rates 
until a friendly dealer "opens up" and offers to buy or sell at a 
certain price. Consequently, there is a good deal of fencing going 
on between 9.30 and 10.0 a.m., and it is not often that a market in 
any currency has been established before the latter hour. From 
then onwards, rates are being constantly amended by brokers as 
they are challenged by dealers, and the latter will challenge the 
London price as soon as they find any margin between that price 
and a price ruling in any other centre with which they are in touch. 
The whole business is carried on at top speed the whole time, as fast 
as the words can be uttered and as fast as each conversation can 
be finished and another begun. You must therefore understand that 
the conversations in the examples which follow take place at least 
as fast as they can possibly be read if they are to be at all intelligible 
to you and that, in every dealer's and broker's office, a number 
of people are carrying on differing conversations about various 
currencies simultaneously and yet all must contrive to hear what 
the others in the same office are saying about other currencies 
in case a change is taking place which will affect another or other 
currencies. 

" Opening the Market." 
First, the head dealer in a bank. After placing due value, or 

lack of it, on the opening rates from his brokers, he may hear: 
From a colleague on a "trunk": "Geneva bank calls London 

23 to 4 and dollars 17 to 18. Do you want to do anything?" . 
Dealer: "Let's see. That's 52! to 3 for dollars. Evitt (a broker) 

calls them either side of 3, might come, but he's only guessing I 
know. Still, see how many he wants at 17·" 
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Colleague (to Geneva bank): "I might give you a few dollars 
at 17 and a half." (Just to see if the Swiss man is keen.) Then to 
chief dealer: No. He's only small at 17, wants twenty (20,000) 

that's all." 
Dealer: "All right. Give them to him just to do a business." 
Colleague (to Geneva bank): "All right. Twenty dollars I give 

you at five seventeen." After a pause, to chief: "O.K. That's 
done." 

Dealer books the deal on his sheet and makes out a slip. In the 
meantime, he has been in t"ouch with several brokers and had to 
answer inquiries from other colleagues, such as-

CI Amsterdam here, want to know how you'll take spot florins 
against three months." 

"How do you deal in marks, sir, for Birmingham branch?" 
"A broker here wants to know if you can use dollars for to-day 

against Thursday." 
"Old So-and-so is on grousing about the rate you took his 

Finmarks at yesterday. Says The Times highest is 2931 and you 
charged him 295." 

One could multiply these ad lib. but this is enough to show you 
the need for very quick and chameleon-like thinking on the part of 
the dealer. 

As to the market, let us assume that the small sale of dollars 
against Swiss francs has been done" on tendency," that is, the 
dealer senses a cheapening of dollars against other gold currencies. 
He will at once try to sell his Swiss francs, probably in Paris, where 
there is a good market for that currency. He is prepared to wait 
a few moments before buying in his dollars and indeed, at the 
present time, it is customary to regard a long position in any gold 
currency as covered by a short position in any other gold currency, 
since the margins of fluctuations in the cross rates for such cur
rencies are limited to the still effective gold points, whereas the 
inconvertible currencies, of which the pound is at present one, 
may move without any limit whatever. In the course of the next 
trunk call or two, he sells, or a colleague sells, the Swiss francs 
in Paris for French francs. The London brokers call Paris 89H 
and dollars are now 3.53-1 and looking offered according to the 
brokers. 
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" Making Prices." 
The dealer therefore rings one of his leading " Paris" brokers and 

says-
"What are you now? " 
Broker: "Still three-eighths a half, I think." 
Dealer: "Give you half a million at a half." 
Broker: "One second, sir." (A pause, the length of which 

depends on the success, or lack of it, which the broker is having.) 
Dealer, having heard nothing from the broker for over a minute, 

rings again, "Well, what about it? " 
Broker: "Just give me another second, old man, I think it's 

going here." 
Dealer: "No, don't bother. I can use it myself." This just to 

make the broker think that he is no longer interested and so that 
he can try another broker. 

Dealer (to second broker): "What's Paris with you?" 
Broker: "Either side of a half, might pay." 
Dealer: "Give you a half a million at· a half." 
Here we may watch the broker at work. As soon as the man 

attending to that particular dealer receives such an order, he calls 
to his colleagues, "Give you a half at a half, Cornhill bank." 

Immediately, the four, six, eight, or more operators in the office 
each ring their respedive clients in sm:cession saying: "At a half 
I sell half a million," or " Give you half a million at a half" or some 
such phrase. This is where good team work in the broker's office 
is even more essential than in the dealer's office, since, if they are 
all offering "firm" and two of them are .. taken" by different 
dealers at the same moment, the half million francs will have been 
sold twice over. In such a case, either one operator will appeal to 
the friendship and good nature of his dealer client to let. him off 
the bargain or, if both the dealers insist that the deal was done, 
the broker's firm is " caught short" of half a million Paris and must. 
at once endeavour to buy it in, if possible at the same price, when a 
different "name" is substituted to the dealer to whom a "name" 
is owed, or it is " cut out" at the minimum loss possible and a cheque 
for the difference sent to the buying dealer. 

Listen again to the brokers' chorus of, "Paris I give at a half." 
In a few seconds, a bank dealer may say, "Five-eighths I pay." 
At once the chorus is changed to "A half five-eighths I deal," and 
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the "board" is swiftly covered by each operator advising the 
section of clients whom he serves. The man who took the first 
order to sell must now go back to the dealer and report his lack of 
success. The dealer may say, "All right, I'm still there," or he 
may say, "Well, don't take me firm any longer," or even •• Nothing 
to do then. Take it off." In the latter case, the operator will 
call to his colleagues, "No longer there at a half," and the new 
slogan goes running round, "Either side of.a half; might still come, 
but shaky." Then another dealer finds a slight tendency to bid 
for francs in some continental centre and rings the broker saying, 
.. I'd like the offer at a half." At once, the rate is changed and 
becomes "Either side of a half, might pay," or, taking the bull 
by the horns, .. Three-eighths a half in Paris." If the tendency 
is correct, before long a dealer will ask, "How much have you got at 
"three-eighths?" and the cry is once again changed to .. three
eighths in the middle, would like the offer at the price." And 
so the game goes on, prices changing every few seconds, but a deal 
being pulled off only here and there. 

Not only are inquiries for the .. spot" rate coming in nearly 
as fast as they can be answered, but demands for forward rates and 
cheque margins are interspersed, often at inconvenient moments. 
Imagine the feelings of a broker who has just got .. caught up" 
with a half million Paris or1ifty thousand dollars, and who knows 
that every second may make all the difference between bringing 
off a deal or making a loss, when a client rings, is answered feverishly 
in the hope that he is going to put a question about spot which 
may save the situation, and the actual inquiry is "What was the 
boat to New York last Friday?" or"" Just run through the forwards 
from one to six months for me, will you?" Sometimes broker and 
dealer are so friendly that the former can reply; "Let me come 
back in a tick, old boy, I'm caught up at the moment," and the 
dealer will wait for his inquiry to be answered a little later, but 
often the broker dare not risk giving offence and has to give the 
required information as cheerfully as he can, but fretting inwardly 
and with a severe strain on his self-control. He, like the bank 
dealer, must be prepared for all sorts of conundrums to be fired 
at him such as, with" spot" date, say, 23rd March, "What would 
you make 15th April against end August?" or, "How could I sell 
cheque delivery and payment end June?" or, "How can I buy 
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to-day and sell to-morrow and sell to-morrow and buy ordinary?" 
The broker makes answer to the best of his ability, but, nine times 
out of ten, the dealer is asking only as a check on his own rate, which 
he has already worked out and, in any event, no responsibility 
attaches to the broker making such prices except that, should the 
bank dealer be misled by them, and carry through a deal based on 
a price which later proves to be hopelessly wrong, the broker will, 
without doubt, hear a good deal about it! 

As, even after more years of experience than he cares to think 
about, the author still finds something to learn about the business 
every day, it is obviously impossible to give more than a very 
faint idea of the hectic life of the exchange market in busy times 
such as the present, but it is hoped that enough has been written 
to give readers some knowledge of how prices are made and of how 
market deals are carried out. 

In conclusion, it must be emphasized that the present book is 
nothing more than its title conveys, namely, that it is an introduction 
to the practice of foreign exchange. It is sincerely hoped, however, 
that the reader who has plodded through to these last lines will 
have had his (or her) interest in the subject stimulated sufficiently 
to make the reading of other more comprehensive works on the 
subject not only more intelligible but also more interesting and 
even enjoyable. 
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ADDENDUM 

SINCE this book went to press, a further effort has been made to 
regulate the status and functions of the foreign exchange brokers 
working in the London market. For a few years during the post-war 
boom an association of brokers existed which endeavoured to control 
the actions of its members and had a committee which negotiated 
with a semi-official committee of bankers regarding market practices 
and working. This association suffered from lack of official recog
nition by the banks and eventually broke up, after which the only 
method of deciding market problems or points of mutual interest 
was either by arbitrary action on the part of the banks or by a 
canvass of leading parties on both sides. 

Immediately on the suspension of gold payments by this country 
in September, 1931, an emergency committee, representative of the 
clearing banks and of the Dominion and foreign banks in London, 
was formed at the request of the Bank of England. This committee, 
finding itself faced with the necessity of making provisions requiring 
the co-operation of banks and brokers alike but witly'''' ·4-a_ 
tive body of brokers with which to consult an('.__ .:!reel 
that the brokers' association should be re-constltuted. Un an 
assurance being obtained from the banks that any new association 
of brokers would receive complete official recognition and that the 
committee of bankers should also possess official status, a new body 
was formed under the style of "The Association of London Foreign 
Exchange Brokers." A comprehensive set of regulations has been 
drawn up and, at the time of writing, is in course of being accepted 
by both sides. If the object desired by responsible parties amongst 
both banks and brokers is attained, the banks will acquire a certain 
control over the functions and actions of the brokers, while the latter 
will acquire something of a professional status which has hitherto 
been theirs only in practice and not in theory, together with some 
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assurance that admissIon to their ranks will be rendered·tar-.... _0 

easy'than before, and that a definite standard of conduct and ilbilit~ 
will be demanded from them, which will tend to attract ~he sam, 
class of recruits as the older professions. . -

In the opinion of many, besides the author, a high degree of effici4: 
ency on the part of exchange brokers is an essential for the continue<J 
maintenance of the leading part in world affairs played by th~ 
London Foreign Exchange Market, and it is important, therefortt 
that a reasonable livelihood should be assured to the right" type 0' 
man for this undoubtedly exacting kind .of business. Possibly, it 
l;ourse of time, such an examination as that of The Institute 9 
Bankers will be held to be of as much use and credit to an employ! 
in an exchange broker's office as it already is to men employed b~ 
bill broker, particularly if the international aspect of banking aH 
~xchangc continues to be emphasized in the future development :,~ 
the Institute and similar l;lodies. 



APPENDIX A 
'ION BY MR. H. E. EVITT ON .. PRACTICAL 

FOREIGN EXCHANGE" 

~
NESDAY' 6TH APRIL, 1932, 6.30-8.30 P.M. 

only to be attempted. All questions carry equal marks.) 

(Time allowed: TWO hours) 
I 

notes on each of the following-

Reverse Stock Draft, 
Money here and there the same day, 
Cross Rates, 
Guaranteed Mail Transfer, and 
Value Date. 

, exchange ruling in London for 3 mls bills in a foreign 
other centre always differs from the rate for T.T.s on 

plain the nature of this difference and illustrate your 
ence to the rates for T.T.s and 3 mls bills normally 
,on New York and Buenos Aires. 

Ie London Foreign Exchange Market, what are its con
ow is the business of the market carried on? Illustrate 
describing fully a specimen deal. 
r can, at any time, ask his bank to sell to him a draft 
ltre in terms of the relative foreign currency. Explain 
bank is able to supply such a draft on request and state 
hich the price at which it will sell the draft depends. 
exchange dealer has sold forward to a customer 10,000 
, in 30 days' time at 2S. Id. per yen. The T.T. rate on 
mdon market is IS. IIld.-2s. per yen and the cheque 
m 30 days), is ~. under T.T.; money for 30 days is 
It per annum in London and 4 per cent per annum in 
lre is no market for forward yen existing at the time. 
r \don dealer cover his sale and why? (Take 360 days 

ip dl.charges.) 
.. tta.Te dealer is asked to quote a competitive rate 

/; ann~,,~~omer of a 90 did bank bill on San Francisco 
cu~ the trarl~change market quotes T.T. New York as 
jon t.negotiatio~s' forward margin as It-I c. premium, 
3 mon'pm then ~er £ for transfers of funds from San 
)f Y'H c.irom th7 fd..;.,could be used in London for 90 days 
If ster1i~,ext hlghest.~tive discount rate for the proffered 
an~ the ;el!ined from,~k, what would be the best rate 

m In New ~ <-, 
8_~ 
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for the customer which the London dealer could quote? ( 
the year, allow nco per £ profit for the London dealer, and 
and expenses.) 

7. A London exchange dealer has bought from a custo 
T.T. New York at $3.501 per £. The following are the c 
rates-

T.T. London on New York . 
London on Paris . 

" London on Zurich 
" London on Amsterdam 
" Paris on New York 

Zurich on New York . 
Amsterdam on New York n 01 

Ises 
What operations should the London dealer underteJtc 

secure the maximum profit on his purchase, neglecting Ere 
8. What do you understand by an "option forward" rat· 

To whom does the "option" accrue and what is the ; 
"option"? Given the following data, at what rates wc>t 
exchange dealer sell to a customer French francs for deliti! 
April fixed, (b) 6th May fixed, (e) 6th June fixed, (d) buyerP 
I month, (e) buyer's option over 2 months, (f) buyer's 
3 months, (g) buyer's option 6th April/6th June, (h) buyel~ 
May/6th June? 

T.T. London on Paris, value 6th March, is 881-89.00 
forward margins, I month n -1 discount. 

2 months 1--h 
3 months h- i 
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The arithmetical section of the examination paper in Foreign 
Exchange, Part II, set at the 1932 examination for the Associate's 
Certificate of the Institute of Bankers. 

7· A London banker sells $40,000 to a customer for delivery in 3 
months'time. His selling rate is based on the London market rates of 
$3·76-i for T.T. and Hc. premium for 3 months' delivery, at which 
rates he is prepared to deal. He covers himself by buying the dollars in 
Paris, for the same forward date, at an "outright" rate of 25.53 frs. per 
$, and subsequently buys the necessary francs in the London market 
on the basis of the ruling rates of 96i-i frs. for T.T. and i-i frs. premium 
for 3 months' delivery. Neglecting expenses and charges, what will be 
the eventual profit or loss on the operation? 

8. If, on 30th November, 1931, the T.T. rate London on New York 
was quoted at $3.74-i per £, and the forward margins were: I month, 
i-ic. premium; 2 months, I-ic. premium; and 3 months, It-lic. 
premium, and a London banker was prepared to deal with his customers' 
at these rates, what rates would he have quoted to a customer who 
required the sale to him of-

(a) $20,000 for delivery 31st January, 1932. 
(b) $20,000 for delivery during December, 1931, at his option; 
(c) $20,000 for delivery during December, 1931/January, 1932, at 

his option; 
(d) $20,000 for delivery during January, 1932, at his option? 

Assuming that the customer accepts the quotation for (b), with how 
much sterling would he be charged on completion of the contract and on 
what date would this take place if he took full advantage of his option? 

9. Bills of exchange drawn in sterling on South American places 
frequently bear a clause reading" Payable by approved banker's 90 dis 
draft on London." Such bills are often negotiated in London at a 
"flat" percentage rate (i.e. an absolute percentage, not a percentage per 
annu.m) deducted from the face amount of the bill, the banker treating 
the transaction as an advance of sterling for the period from the date of 
negotiation until the return remittance becomes discountable, and 
from then as an ordinary discount. 

From the following data, calculate (a) the "flat" rate of negotiation to 
the next highest 1, to be used by, and (b) the net amount which would 
be obtained from, a London banker for a bill for £3,261 I4s. 6d., drawn 
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from Gothenburg on Rio de Janeiro at go dIs and bearing the clause 
given above; Il,lail period between London and Rio de Janeiro, 2 I days; 
banker's rate for sterling advances, 7 per cent per annum; London 
discount rate for bank bills, 51 per.cent per annum; Brazilian stamp 
duty, 3%0; agent's charges, 1 per cent. 

N.B. English bill stamps are not allowed for in the "flat" negotiation 
rate, but are deducted from the proceeds of the bill. 



APPENDIX C 
MODEL ANSWERS TO THE QUESTIONS. 

GROUP A 
Q. I. A REVERSE STOCK DRAFT is a sight draft drawn in respect of 

a sale of securities by a foreign centre to the home centre, drawn usually 
by a firm of stockbrokers in the foreign centre on another firm of 
stockbrokers in the home centre in terms of the home currency, which 
the home firm desires shall be purchased from the foreign firm, by a 
payment in the foreign currency in the foreign centre, on presentation 
of the draft accompanied by the relative securities. The bankers to the 
home firm must therefore arrange for their agents in the foreign centre 
to negotiate the draft and stock on presentation, and for the payment 
out in local funds to be charged to their "Nostro" account with the 
agents. As they will receive reimbursement only on the arrival of the 
draft and stock, which will then be presented for payment to the 
customers, and as such payment will be in terms of the home currency, 
the bankers are, in effect, selling to their customers an amount of 
foreign currency for immediate payment, for which they themselves will 
receive payment in terms of the home currency only at some later date. 
Consequently, they must allow in the rate of exchange at which they 
sell the foreign currency to their customers for the loss of interest on the 
funds used, and also for the cost of posting and insuring the parcel of 
securities and any charge made by the paying agent or other expenses. 

"MONEY HERE AND THERE THE SAME DAY." This is an expression 
used in the business of exchanging currencies and means that, in respect 
of a purchase and sale of one currency for another, the paying over of 
funds in the two centres concerned will take place on the same day so 
that no loss of interest accrues to either parly. 

CROSS RATES. This is the term used in foreign exchange to describe 
a rate of exchange existing between two currencies which are being 
expressed in terms of a third currency. For example, if French francs 
are being quoted in terms of pounds as 93 frs. per t, and U.S. dollars 
are at the same time quoted in terms of pounds as $3.671 per t, then the 
"cross rate" between Paris and New York is the number of francs 
quoted in Paris per dollar while the" cross rate" between New York and 
Paris is the number of dollars and cents quoted in New York per 100 

French francs. 
GUARANTEED MAIL TRANSFER. This is the name given to a special 

form of credit instrument used in the exchange markets of the world 
by which instructions are given for the payment over of money on a 
given date in another centre, which would otherwise have been paid by 
means of a mail transfer, cheque, or sight draft, so that the payment is 
actually made on a date previously agreed upon between the parties. 
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Under an ordinary mail transfer, the buyer pays cash in the home 
currency at once while the seller sends, by ordinary mail, instructions to 
his agent in the foreign centre for the equivalent in the foreign currency 
to be paid out immediately on arrival of the mailed instructions. The 
date of such arrival, however, is entirely dependent on the punctuality of 
the train, vessel, or air service carrying the letter of instructions and the 
allowance for loss of interest which the buyer receives in the rate of 
exchange may be too little or too much, according as to whether the 
letter arrives later or earlier than the date used in computing the 
interest loss. The object of the guaranteed mail transfer is to obviate 
any such unforeseen loss or gain of interest and the date on which the 
payment over of funds in the foreign centre will take place is guaranteed by 
the seller for a fixed date agreed upon at the time the purchase and sale 
of the instrument takes place.: The exact gain and loss of interest on 
the part of seller and buyer can then be calculated and the seller ensures 
that payment shall actually be made by his agent on the appointed day 
by sending his instructions by deferred cable instead of by mail. 

VALUE DATE. This is a term used to describe the date on which a 
payment over of funds or an entry to an account is to become or has 
become effective and/or subject to interest. It is a:o. integral part of 
international bank book-keeping and of foreign exchange operations. 

Q. 2. The reason for the difference which exists between rates of 
exchange ruling in London for T.T.s in foreign currencies on foreign 
centres and the rates for 3 mls bills on the same centres is that with 
a T.T., payment in sterling is usually received on the same day as the 
funds are paid out in the foreign centre, so that there is no loss of 
interest to the buyer of the foreign currency, whereas in the case of the 
purchase.of a 3 mls bill on a foreign centre, the buyer must payout 
sterling at once, but will receive reimbursement only when the instru
ment has matured and has been collected by his agent in the foreign 
centre, and the proceeds placed at his disposal so that he can then sell 
them as a T.T. against sterling. Alternatively, the buyer can send the 
bill forward to the foreign centre and have it discounted there for what 
it will fetch at the discount rate for such a class of bill ruling in the 
foreign centre. He can then at once dispose of the proceeds as a T.T. 
and so recoup himself for his outlay. In either case, however, the 
"undue" instrument is not worth its face value to the buyer at the time 
of purchase, since he must lose interest during the currency of the bill 
on the amount he has paid for it, or he must accept less than its face 
value if he wishes to tum it into immediate cash by discounting it at the 
ruling rate in the centre where it is payable. He will also have to pay 
the cost of any necessary foreign stamp and any charge which his agent 
may make for collecting or arranging for the discount of the bill abroad. 

In order to obtain compensation for these various losses and expenses, 
the buyer makes allowances for them in the rate of exchange at which 
he will be prepared to purchase the 3 mls bill, and such allowances 
cause the difference which always exists between the rates for T.T.s and 
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3 mls bills in foreign currency on any given foreign centre. The 
allowances are taken by demanding more foreign units per £ when the 
quotation concerned is in terms of foreign units per £, or by giving 
fewer pence per foreign unit where the quotation is in terms of pence 
per foreign unit and the effect of such altered rates of exchange is to 
cause a smaller amount of sterling to be paid for the bill than would be 
given were the funds which it represents to be available immediately. 
For example, if the rate of exchange ruling in London for T.T.s on New 
York were h.861 per £, the buyer of a 3 mls bill on New York would 
take compensation for his losses and expenses by taking more foreign 
units per £ thus-

T.T. rate . . • . . . . . . . 
Interest for time during which he will be out of funds, i.e. from date 

of purchase until bill matures (which includes time of mailing, as 
bill cannot be .. sighted" until it arrives on the other side), at rate 
of interest which it would cost him to turn bill into cash there, 
which is the relative discount rate ruling in the foreign centre, say 100 
days at 4% p.a.. . . '. . . • . • 

Cost of foreign bill stamp (if any) say 1 °/00 • 
Cost of paying agent's collecting charge, say 1 0/00 

.054 

.00243 

.00243 

The buyer would therefore require $4.921 (roughly) per £ in the case 
of a 3 mls bill where he would be content with only h.861 per £ in 
the case of a T.T. 

Where the quotation is in pence per foreign unit, as in the case of the 
Argentine peso, the buyer would pay fewer pence per foreign unit 
for a 3 mls bill than he would pay for a T.T., and would make his 
a'llowances thus-

T.T. rate, London on Buenos Aires . . . .. 48.00d. 
Loss of interest from date of purchase for period during which 

bill is mailed to the other side, .. sighted," runs its full tenor, 
and is collected and credited to the" Nostro" account, at the 
rate of discount ruling in the foreign centre for such bills 
(which is the rate at which he would have to tum the bill into 
immediate cash should he wish to do so), saY,I20 days at 6% 
p.a. . . . . . . . .g6d. 

Cost of foreign bill stamp (if any), say, i 0/00 .024 
Payment of agent's collecting charge at, say, i °/00 .024 1.008 

The buyer would therefore pay roughly only 47d. per gold peso for a 
3 mls bill on Buenos Aires where he would be prepared to pay 48d. 
per gold peso for a T.T. 

Q.3. The London Foreign Exchange Market has no physical exist
ence, but comprises all those banks, accepting, and financial houses who 
engage in the business of foreign exchange and who are recognized as 
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"members" of the market. There is now no actual meeting-place, or 
"bourse," but the business of the market is carried on by telephone 
between the" members" who, though they are in some cases in direct 
connection with each other, are mainly in touch with the "foreign 
exchange brokers" and are only indirectly in touch with each other 
through the medium of these "brokers." No formalities attach to the 
acceptance of a bank or other" house" as a "member" or of a person or 
firm as a "broker" in the market, but any would-be "member" can be 
prevented from operating by the existing -" members" refusing to 
"take the name," i.e. to deal with the aspirant "house," and any 
person or firm attempting to establish themselves as ---brokers" in the 
market can meet with success only if the" members" will agree to the 
installation to them of the necessary private telephone lines and will 
then listen to, and perhaps make on their side, offers of business with 
the new "broker." The constituents of the market are, therefore, the 
" members," or " dealers," and the" brokers" who act as intermediaries. 
The "dealers" are the principals in the business which passes in the 
market, and they are authorized to enter into exchange transactions on 
behalf of the banks or "houses" by whom they are employed. The 
" brokers" act only as agents between the "dealers" and their function 
is to bring buyers and sellers together; they must not deal for their 
own account as principals, but must act as agents only and work for a 
commission and not for a profit in the rate of exchange. The business 
of the market is conducted, in the first place, entirely by word of mouth 
over the telephone or, between the" dealers" and their foreign connec
tions, by telephone, cable, or wireless. All transactions are subsequently 
confirmed in writing, and, in the case of those deals carried out com
pletely in the London Market, the "broker" concerned will send a 
written confirmation of any deal to both buying and selling" dealer," 
and the two "dealers" concerned will subsequently confirm to each 
other in writing (in the names of their respective "houses ") the full 
particulars of the transaction. 

The method of dealing is best illustrated by a description of a speci
men deal. The" brokers" are constantly in touch with their clients, 
the" dealers," and it is their endeavour to have knowledge always of 
likely buyers and sellers of the currencies in which they are "making 
prices" or quoting. For the sake of concentration, it is customary for 
each firm of "brokers" to specialize in a certain currency or group of 
currencies, and the various "dealers" at each bank or "house" also 
tend to specialize in a certain currency or currencies. The" brokers .. 
are all the time making the round of their clients by means of the 
private telephone lines which they install and maintain so as to keep in 
close touch with the requirements of these clients, while the clients 
themselves are also using the private lines frequently, to inquire the 
current rates or occasionally to suggest business. A deal is eventually 
carried through by the "broker" finding a buyer and a seller of a give!! 
currency who will agree to buy and sell, respectively, a stated amount 



APPENDIX C 93 

of the currency at a stated price or rate. For instance, a "broker" in 
French francs may have reason to believe that he can find a seller .of 
francs against sterling at the rate of 931 frs. per £, and that another 
client is a likely buyer at the rate of 931 frs. per £. He thereupon makes 
the round of his clients quoting" Paris, 93H." On making this price to, 
say, Rothschilds, the "dealer" there may respond by offering to sell 
500,000frs. at 93ft. The "broker" will then amend his price to 
" Paris, 93h-1," and, on making this price to, say, the British Overseas 
Bank, may be asked by the" dealer" there how much is available at the 
bottom price. He will reply that he has a seller of half a million francs 
at the price, when the "dealer" at the British Overseas Bank may say 
that he will take that amount at that price. The "broker" will then 
inform him that the seller is Rothschilds, which closes that side of the 
deal, and will then immediately ring the "dealer" at Rothschilds to 
inform him that 500,000 frs. T.T. Paris have been sold to the British 
Overseas Bank at the rate of 93ltr per £, which closes the other side of 
the deal. The name of either is not disclosed by the "broker" to the 
other party until after an offer or a bid has been accepted by the 
"dealer" to whom it was made. As soon as the deal is closed, the 
"broker" enters particulars of it in his day book and then makes out 
"contracts" for both buyer and seller which are sent round at once by 
hand. These contracts state whether currency has been bought or sold, 
the amount of currency dealt in, the nature of ' the remittance (T.T., 
M.T., G.M.T., cheque, etc.), the centre in which payment is to be made, 
the "value date" of the payment (which is usually "compensated," 
i.e. funds are paid over in the two centres on the same day), the rate of 
exchange, the name of the seller on the "bought" contract, and of the 
buyer on the" sold" contract, and the amount of the commission pay
able to the "broker." The contracts, of course, bear the name of the 
" broker" issuing them. Each" dealer" on completion of his side of the 
deal with the "broker" will make out a slip giving particulars of the 
deal, which is passed to his staff to be dealt with, and will also enter the 
main details on his "position sheet" so as to show any outstanding 
balance of purchases over sales, or (lice versa, in each currency in which 
he deals. The particulars on the" dealer's slip" will be entered in books 
kept for the purpose, the sterling amount involved will be worked out 
and checked, "instructions," i.e. the names of the agent banks in the 
foreign centre who will pay and receive the foreign currency respectively 
on behalf of the seller and buyer in London, will be obtained by tele
phone either by the buyer ringing up the seller or vice versa (except where 
"standing instructions" have been arranged between the parties), 
the entries from the" dealer's slip" will be checked from the" broker'!> 
contract" wh,en it arrives, and, finally, a form of confirmation will be 
filled up, signed, and sent off to the other party to the contract confirm
i~g all the particulars of the transaction including the sterling equivalent, 
the "instructions," and the name of the "broker" through whom the 
deal was carried out. Each party must also send out a cable to the 
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respective agent in the foreign centre advising that, in one case, pay
ment of the stated amount of foreign currency is to be made to a named 
agent on behalf of the buyer (who is named) Oil the agreed" value date," 
and that, in the other case, payment of the amount in question is to be 
received from a named bank acting as agent for the seller in London, on 
the stated" value date." In the case of French francs, this" value date" 
will be, normally, two clear- working days later than the date of the con
tract, and, on that date, the British Overseas Bank in London will send 
round a "bankers' payment" to Rothschilds for the sterling equivalent 
of 500,000 frs. at 93 ~ per /:, while, in Paris on the same day, the Paris 
agents of Rothschilds will pay over to the Paris agents of the British 
Overseas Bank the sum of 500,000 frs. The paying over of the funds 
in the two centres is thus "compensated," but should there be any 
delay in payment on the part of either party or his agent, the other 
party will subsequently claim interest for the period of the delay in 
payment. 

Q.4. International debts are multilateral and every trading nation 
has debts to receive from as well as to pay to every other trading nation. 
Because of differences in the various units of currency and of the 
"geographical" or "time" factor, which means that a certain time must 
elapse before actual money, or even any tangible thing of value, held 
in one place can be made available in another place or centre, the 
exchanging of debts expressed in terms of one currency for debts 
expressed in terms of another currency is necessary, since every creditor 
will ultimately require payment in terms of his own currency by some 
means or other. In view of the complexity of modem international 
indebtedness, it would be obviously impossible to expect to find for 
each debt of a given amount due by a national of one country to a 
national of another, a debt for an exactly equivalent amount due by a 
national of the second to a national of the first country. There must, 
therefore, be some system by which debts can be set off one against 
another through a central "pool," and only the ultimate balances one 
way or the other need to be satisfied by other means. • 

Those banks and banking houses with international connections act 
as "clearing houses" for international debts. T~ey buy such debts,· in 
the form of credit instruments, from those who are entitled to receive 
them but who wish to tum a debt expressed in terms of a foreign cur
rency into cash in terms of their home currency, and they sell the right 
to other currencies, in the form of credit instruments, to those who have 
to discharge debts in terms of such currencies. In order to render these 
operations possible, the banks engaged in this business of exchange 
must keep current accounts with one another in all the principal centres 
of the world,_ such accounts being in terms of the currency of the centre 
in which they are being kept. These current accounts are worked in 
exactly the same way as any ordinary banking account. Debts payable 
in the foreign centre expressed in the shape of some form of ct:edit 
instrument, which have been bought from or which are being collected 
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for the owner, are actually collected by the agent bank in the foreign 
centre on behalf of the home bank, and the proceeds are credited, in 
terms of the foreign currency, to the account of the home bank in the 
books of the foreign agent bank. On the other hand, rights to the 
foreign currency which the home bank has sold, in the shape of other 
credit instruments, are paid out by the agent bank to the debit of the 
account in the foreign currency of-the home bank in its books. 

It can now be seen how a bank with international connections can at 
any time supply a customer with a draft on any principal foreign centre 
in terms of the foreign currency. The bank can issue such a draft on 
its current account with its agent in the foreign centre, and the draft 
will either be met from funds already standing to the credit of that 
account (which represent the proceeds of debts due in the foreign centre 
bought from other clients), or from fupds which the bank will take 
immediate steps to place to its credit in the centre in question. This 
it can do by entering any of the exchange markets of the world and 
buying what surplus balances are offering in terms of that particular 
currency by other banks who have more of that currency than they 
wish to hold. It can also buy up other forms of credit instruments, such 
as securities and coupons, .which can be sold or encashed in the foreign 
centre, but which involve operations too technical for the private 
individual or trader to undertake. As a final resort, the bank can 
"feed" its account abroad by remitting a consignment of precious 
metal, either gold or silver, according to whichever metal is used as a 
monetary standard by the country concerned, and this also is a highly 
technical operation which a bank can always carry out much more 
efficiently and cheaply than could a private firm or individual. 

The price at which a bank will sell a draft in terms of a foreign cur
rency to a customer must depend on the cost to the bank either of the 
funds which it already has available or of the funds which it must remit 
as cover for the draft. In the former case the price will depend on the 
strength of the current demand for, as against the available supply of, 
the required currency, and the bank will demand a successively dearer 
price for the foreign currency should it find more buyers than sellers 
of the currency. In the latter case, the price will vary with the state of 
world supply of, and demand for, the currency, since the bank must 
compete in the markets of the world to obtain funds in one form or 
other out of which to meet any drafts sold. As long as shipments of 
precious metal can be made, however, the cost per foreign unit of a 
draft on a foreign centre cannot rise above a reasonable margin of profit 
over the cost per foreign unit of "laying down" funds in the foreign 
currency by a shipment of metal, and this margin will be kept to a 
minimum by competition for business between banks themselves. 
Only when there is no metallic basis to a currency and no legal means of 
handing over to a central authority gold, silver, or any other commodity 
in exchange for the right to a legally fixed proportion of local currency, 
can the price of that currency vary indefinitely, but in such cases the 
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tendency is usually for it to become continually cheaper, especially if 
inflation of the currency is taking place. 

Q.5. Whether the London dealer covers his sale by a purchase of 
T.T. or by a purchase of cheque, he must use sterling which costs him 
3 per cent per annum. If he buys T.T. as cover, he will have the yen 
standing to his credit in Kobe for 30 days earning 4 per cent per annum. 

:. his gain by covering by a purchase of T.T. would be 1 per cent 
per annum. 

If the dealer buys cheque Kobe, he can buy it from the market at 
i\d. per yen cheaper than T.T. On a T.T. rate of 2S. per yen, this 
represents, over the period of 30 days, an interest gain of-

l.. = 24 x 30 x R 
32 100 X 360 

32R = 150 
R = 4.6875 

Working. 

4)150 

8)37·5 
4.6875 

:. Gain by covering by purchases of cheque would be 1.6875 per cent 
per annum. 

A nswer. The dealer should cover his sale by the purchase of cheque on 
Kobe, as he would then gain .6875 per cent per annum more in interest 
than by the purchase of T.T. as cover. ' 

Q. 6. (a) Long rate based on T.T, rate and U.S. discount rate. 

T.T. rate. . •• $4.8625 Working. 
Interest for 90 days at 3% p.a. .036469 
Transfer charge .000625 
Profit .000625 

$4.900219 

1.215625 
1·8826 X B0 X 3 

100 X 2l1!0 
4 

:. the finest rate the dealer could quote would be 

h.9ofl- per £. 
(b) Long rate based on the "outright forward" rate and on the use of 

sterling at ruling London rate. 
The London market will buy T.T. only at $4.861 per £, and will buy 

3 months' forward dollars only at the smaller rate of premium of 1 cent 
under T.T. The dealer must therefore base his quotation on an "out
right forward" rate of $4.861 less 1 cent, making a net rate of h.851 
per £. 
Three 11l0nths' .. outright forward" 

rate' . . .'. . 
Interest for 90 days (on 4.8625) at 

London rate of 31% p.a. 
Transfer charge 
Profit 

.042547 

.000625 

.000625 

Working. 

.6078125 
~'8826 X B0 X 7 
100 X 2180 X 2 

~ 

.042 546875 

:. the finest rate .the dealer could quote would be $4.891 per £. 
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Answer. The finest competitive rate which the dealer could quote 
would be $4.891 per £, based on an outright forward sale of the dollars 
and the use of sterling for 90 days. 

Q. 7. The London dealer must sell $27,5°0 T.T. New York at a rate 
as much below $3.501 per £ as poss~ble. 

He can sell the dollars in London at $3.501 per £, which would give 
him a profit of .25 cents per £. 

He can sell the dollars in Paris at 25.40 frs. per $ and can then sell 
the resulting francs at 89-0- per £. 

This would give an equivalent rate of-

$89 r1r per £ 
25.40 

= $3.5064 per £, 

which would show him a profit of .II cents per £. 

Working. 

254)890.625(3.5°64 
1286 

1625 
1010 

He can sell the dollars in Zurich at 5.13 Sw. frs. per $ and can then 
sell the resulting Swiss francs at 17.971 per £. 

This would give an equivalent rate of-

$1 7.975 per £ 
5. 13 

$3.5039 per £, 

which would show him a profit of .36 cents per £. 

Working. 

513) 1797·5(3·5°39 
2585 

2000 
4610 

He can sell the dollars in Amsterdam at 2.48 fls. per $ and can then 
sell the resulting florins at 8.70 per £. 

This would give an equivalent rate of-

which would show him a loss of.II cents per £. 

Working. 

248)870(3.5086 
1260 
2000 

1600 

Answer. The London dealer should sell his dollars for Swiss francs in 
Zurich and then sell the Swiss francs for sterling, as this will show him 
a gross profit of .36 cents per £, which is a greater margin than that shown 
by any of the alternative methods. 

Q.8. An "option forward" rate of exchange is a rate, fixed at the 
time the contract is entered into, for the exchange of one currency for 
another which is to take place at some future date, t~e exact date being 
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left to the decision of the party receiving the option. but a stated period. 
or limiting' dates, being agreed upon by the two parties at the time of 
concluding the contract, as the period during which the option must be 
exercised. 

The "option" accrues to the receiver of the option, who is usually a 
customer of a bank, but the option is only an option as to the date of 
completion of the contract, and is in no sense an "option to deal." Like . 
any other exchange contract, an "option forward" contract must 
eventually be completed by the receiver of the option, though he can 
choose his date of completion as long as it is within the limits fixed by 
the contract, but his "option" is an option only as to the date of com
pletion and not as to the actual completion or otherwise of the contract. 

The quotations required will be based on the London banker's selling 
prices for T.T. and for the r:espective forward periods. As he is selling 
to a customer, he will give away the smallest possible discount on any 
forward sale, and in the case of the" options," he will take the view that 
the customer will exercise the option at the earliest date possible. He 
would therefore make the following quotations-

(a) 88a. 
(b) 89.00. 
(e) 89h. 

(d) 881. 
(e) 881. 
(/) 881· 

GROUP B 

(g) 88H· 
(h) 89.00. 

Q. 7. The London banker will have sold the dollars to his customer at 
$3.76 per £, less 1 cent premium for the forward date (his two selling 
prices), which gives an outright forward selling rate of $3.751 per £. 

:. he will eventually receive from his customer, 

£40000 

3·755 
= £10,652.463 
== £10,652 95. 3d. 

Working. 

3755)40000000(10652.463 
24500 

19700 
9250 
17400 
23800 

12700 

To buy the $40,000 in Paris for 3 months ahead outright at 25.53 frs. 
per $ will cost him 

(40,000 X 25.53) frs. = 1,021,200 frs. 

To purchase 1,021,200 frs. for 3 months ahead outright will cost him 
the market's selling price for T.T. of 96t frs. per £, less the market's 
selling margin of t frs. premium, making an outright forward price of 
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96 frs. per £, which gives a sterling cost of the required amount of 
francs of 

£
1021200 1021200 85100 

96 = "i2X8 = -8- = £10,637·5 = £10,637 lOS. 

:. The London banker will receive from his customer 
And must payout for the cost of covering 

:. He makes a profit on the operation of 

£ s. d. 
10,652 9 3 
10,637 10 -

£14 19 3 

Answer. The London banker will make a profit on the operation of 
£14 19S. 3d. 

Q.8. As the forward margins are at a premium, the banker must 
assume that the customer will take delivery only on the latest date 
possible under the option, and must therefore allow for the full forward 
margin for each quotation. He should therefore quote-

(a) $3073. 
(b) $3.731. 

(c) $3073-
(d) $3073-

If the customer accepts the quotation (b), the banker will have sold 
to him $20,000 at $3.731 per £ for delivery' on any date up to 31st 
December at the option of the customer. The latter must be debited 
eventually with the sterling cost, which will be 

£20000 = £5.354 15s. Id. (to next highest 
3.371 penny). 

Working. 

3735)20000000(5354.7523 
132 50 

20450 

17750 

28roo 
19550 

8750 
12800 

A nswer. The customer will eventually be debited with £5,354 ISS. Id. 
on completion of the contract, and, if he takes full advantage of his 
option, this will take place on 31st December, 1931. 

Q. 9. The banker will calculate his "fiat" rate of negotiation as 
follows-

Period from date of negotiation until "return remittance" becomes 
discountable is 90 days' currency of bill plus mail time out and home of 
21 days each way, making a total of 132 days. 
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:. cost of sterling advanced is, 
132 days at 7% p.a. = 2.531% flat 

Discount of return remittance is 
93 days at 51% p.a. = 1.338 

Brazilian bill stamps at 3% 0 =.3 
Agent's charges at 1% ad valorem = .25 

4.419% flat 

(a) "Flat" rate of negotiation to next eighth 
will be 4t% ad valorem 

The amount which will be obtained for the 
bill on negotiation is the face amount less the 
" flat" rate per cent for negotiation and less the 
cost of English bill stamps on the original bill 
and on the return remittance. 

:. (b) will be-
.£ s. d. £ s, d. 

Face amount of bill 3,261 14 6 
Less negotiation charge of 

4i% ad valorem = 146 15 7 
English bill stamp at 

one-half rate on 
original bill i6 6 

English bill stamp at 
full rate on return 
remittance I 13 - 149 5 

Net proceeds £3,II2 9 5 

Working. 
132 X 7 X 2 X 100 

365 X 2 X 100 
= 184800 

73000 
1.84800 

.61600 

.06160 

.00616 
2.53176 

~ 
2.53151 

50 
93 X 21 X lllil 
365 x;l X 100 

2 

= 97650 

73000 

.97650 

.32 550 

.032 55 

.0032 55 
1.337805 

.0001 34 
1.337671 

(Note, in both above in
terest calculations, that 
numerator and denom
inator are multiplied by 
factors to give a denom
inator of 73000.) 

3261 .725 

1% = 32.61725 
4% = 130.469 
t% = 16.3086 

146.7776 

= £146 15s. 7d. to next 
highest penny. 

Answer .. (a) The "flat" rate of negotiation will be 41% ad valorem, and 
(b) The amount obtained for the bill will be £3,II2 9S. 3d. 
NOTE. The attention of candidates for any examination in the prac

tice of foreign exchange is drawn to the use, in the examples of answers 
given above, (a) of the methods of using" factors" whenever possible, (b) 
of "Italian" division, and (c) of the "third, tenth, and tenth" rule for 
working out interest on a year of 365 days. All the necessary working 
has been given in these arithmetical answers, and they represent a model 
"set out" which should be acceptable to mo~t examiners. 
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Barrister-at-Law. In demy 8vo, cloth gilt, 274 pp. lOs. Gd. net. 

LAW RELATI~G TO RESTRAINT OF TRADE. By R. YORKE HEDGES, 
LL.M., Barrister-at-Law. In demy 8vo, cloth gilt, 140 pp. 78. Gd. net. 

AIR AND AVIATION LAW (CIVIL AVIATION). By WM. MARSHALL FREE
MAN, Barrister-at-Law. In demy Svo, cloth gilt, 176 pp. 78. Gd. net. 

AD3nNISTRATION OF ESTATES. By A. H. COSWAY. In crown 8vo, 172 pp. 
lis. net. 

RIGHTS AND DUTIES OF LIQUIDATORS, TRUSTEES, AND RECEIVERS. 
By D. F. DE L'HOSTE RANKING, M.A., LL.D., E. E. SPICER, F.C.A., and 
E. C. PEGLER, F.C.A. Size 91 in. by 7 in., cloth gilt, 398 pp. 16s. net. 
Seventeenth Edition. 

LIQUIDATOR'S INDEX AND SUM3URY OF THE CO~IPANIES ACT AND 
WINDING·UP RULES, 1929. By JOHN H. SENIOR, F.C.A., and H. M. 
PRATT. In foolscap folio, buckram, 96 pp. Ilis. net. 

GUIDE TO BANKRUPTCY LAW AND WL-'DING UP OF COMPAl'UES. By 
F. PORTER FAUSSET, M.A., Barrister-al-Law. Second Edition. In crown 
8vo, cloth gilt, 216 pp. os. net. 

NOTES ON BANKRUPTCY LAW. By V. R. ANDERSON, A.C.A. In crown 
8vo, cloth, 86 pp. 28. 6d. net. 

rRlNCIPLES OF ~IARINE LAW. By LAWRENCE DUCKWORTH, Barrister
at-Law. Fourth Edition, Revised by WM. MARSHALL FREEMAN, Barri~ter
al-Law. In demy 8vo, 400 pp. 7s. M. net. 

LAW FOR. JOURNALISTS. By CHARLES PILLEY, Bamster-at-Law, OJ Gray's 
Inn and the Western Circuit. In demy 8vo, cloth, 170 pp. os. net. 

THE LAW RELATING TO BANKI~G AND FOREIGN EXCHANGE. By 
L. LE M. MINTY, Ph.D., B.Sc. (Econ.), B.Com., LL.B., Cert. A.I.B., 
Barrister-aI-Law. In crown 4to, cloth gilt. 30s. net. 

PARTNERsmp LAW. By D. F. DE L'HoSTE RANKING, M.A., LL.D., 
E. E. SPICER, F.C.A., and E. C. PEGLER, F.C.A. Fourth Edition. In 
medium 8vo, cloth, 167 pp. 7s. M. net. 

PARTNERSIIIP LAW AND ACCOmiTS. By R. W. HOLLAND, O.B.E., M.A .• 
M.Sc., LL.D., Barrister-al-Law. In demy 8vo, 174 pp. 6s. net. 

THE LAW OF CONTRACT. By the same Author. Revised and Enlarged 
Edition. In demy 8vo, cloth, 123 pp. os. net. 

TRUSTS. By C. KELLY and J. CoLE-HAMILTON, Chartered Auoufltants. 
In demy 8vo, cloth gilt, 418 pp. lOs. net. 
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EXECUTORSillP LAW AND ACCOUNTS. By D. F. DE L'HoSTE RANKING. 
M.A .• LL.D., E. E. SPICER, F.C.A., and E. C. PEGLER. F.C.A, Size 10 in. 
by 71 in., cloth gilt. 370 pp. 1lis. net. Tenth Edition. 

WILLS. A Complete Guide for Testators, Exeeutors, and Trustees. With. 
Chapter on Intestacy. By R. W. HOLLAND. O.B.E .• M.A .• M.Sc .• LL.D .• 
of the Middle Temple, BMrister-al-Law. In foolscap 8vo. cloth. 122 pp. 
29. M. net. Third Edition. 

SOLICITOR'S CLERK'S GUIDE. By EDWARD A. CoPE. Revised by FRED 
G. W. LESTER. In crown 8vo; cloth gilt. 214 pp. 4s. net. 

MUNICIPAL AND LOCAL GOVERNMENT LAW. By H. EMERSON SMITH. 
LL.B .. (Lond.). Second Edition. In demy 8vo. cloth gilt. 272 pp. lOs. M. 
net. 

LAW FOR THE HOUSE OWNER. By A. H. COSWAY. Second Edition. 
128 pp. In crown 8vo, cloth. 29. M. net. 

THE BUSINESS TENANT. By E. S. CoX-SINCLAIR. BMrister~at-Law. and 
T. HYNES. Barrister-al-Law. LL.B. In crown 8vo. cloth. 263 pp. 7s. M. 
net. 

THE' LAW RELATING TO BUILDING AND BUILDL"G COnRACTS. By 
W. T. CRESWELL, Hon. A.R.I.B.A .• F.R.San.Inst., of Gray's Inn, BMrister
at-Law. Second Edition. In demy 8vo. cloth. 372 pp. 12s. M. net. 

LEGAL TERltIS, PHRASES, AND ABBREVIATIONS. By E. A. CoPE. 
In crown 8vo. cloth gilt. 216 pp. 3s. net. Third Edition. Revised. 

COPYRIGHT IN INDUSTRIAL DESIGNS. By A. D. RUSSELL-CLARKE. of 
the I nnerT emple. BMrister-at-Law. In demy 8vo, cloth. 212 pp. lOs. 6d. net. 

THE LAW OF EVIDENCE. By W. NEMBHARD HIBBERT. LL.D., Barnster
ai-Law. Fifth Edition. Revised. In crown 8vo. 132 pp. 78. M. net. 

THE LAW OF PROCEDURE. By the same Author. Third Edition. In 
demy 8vo. cloth gilt. 133 pp. 7s. M. net. 

THE LAW OF ltlASTER AND SERVANT. By FRANCIS RALEIGH BATT. 
LL.M., of Gray's Inn. Barrister-at-Law. In demy 8vo. cloth gilt. 410 pp. 
lOs. M. net. 

TRADE MARK LAW AND PRACTICE. By A. W. GRIFFITHS, B.Sc. (Eng.). 
Lond .• Barrister-al-Law. In demy 8vo. cloth gilt. 268 pp. lOs. Gd. net. 

THE LAW RELATING TO ·ADVERTISING. By E. LING-MALLISON. B.Sc. 
(Lille), of the Midland Circuit, the Central Criminal Court, Nort" London 
Sessions, and the Middle .Temple, Barrister-al-Law. In crown 8vo. cloth 
gilt, 234 pp. 7s. 6d. net. 

THE LA W RELATI~G TO I~DUSTRY. By H. SAMUELS. M.A .• of the Middle 
Temple. Barrister-at-Law. In demy 8vo. cloth gilt. 258 pp. 1lis. net. 

TilE LAW .OF THE SALE OF GOODS. By C. G. AUSTIN. B.A. (axon). 
In demy 8vo. cloth gilt. 172 pp. lis. net .. 

LAW. AND ORGANIZATION OF THE BRITISH CIVIL SERVICE. By N.·E. 
MUSTOE. In demy 8vo. cloth gilt, 21~ pp .. 78. 6d. net.· . 
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BUSINESS REFERENCE BOOKS 
BUSINESS JUAN'S ENCYCLOPAEDIA AND DICTIONARY OF COl\IltIERCE. 

A reliable and comprehensive work of reference on all commercial subjects, 
Fourth Edition. Edited by FRANK HEYWOOD, F.C.I.S. Assisted by up
wards of 50 specialists as contributors. In 2 vols., large crown 4to. cloth 
gilt, 1926 pp. 30s. net. 

BUSINESS TERlUS, PHRASES, AND ABBREVIATIONS. In crown Bvo, 
cloth, 280 pp. 3s. 6d. net. Fifth Edition. With equivalents in French, 
German, Spanish, and Italian; and facsimile documents. 

PITJUAN'S BUSINESS JUAN'S GUIDE. In crown Bvo, cloth, 546 pp. 6s. net. 
Ninth Edition, Revised. . 

MERCAl\'TILE TERl\IS AND ABBREVIATIONS. Size 3 in. by 41 in .• cloth, 
126 pp. Is.6d. net. Containing over 1,000 terms and 500 abbreviations 
with definitions. ' 

BUSINESS FORECASTING AND ITS PRACTICAL APPLICATION. By W. 
WALLACE, M.Com. (Lond.). Third Edition. In demy Bvo. cloth gilt. 
148 pp. 'is. 6d. net. 

PRACTICAL BUSINESS FORECASTING. By D. F. JORDAN. Size 6 in. by 
9 in., cloth, 270 pp. 16s. net. 

BUSINESS CHARTS. By T. G. ROSE, A.M.I.Mech.E. In demy 8vo; cloth 
gilt, 104 pp. lOs. 6d. net. 

COlUMERClAL ARBITRATIONS. By E. J. PARRY. B.Se., F.I.C .• F.C.S. 
In crown 8vo, cloth gilt, 105 pp. 3s. 6d. net. 

POLEY'S LAW AND PRACTICE OF THE STOCK EXCHANGE. By R. H. 
CODE HOLLAND, B.A., of the Middle Temple, Barrister-at-Law, and JOHN 
N. WERRY. In demy 8vo, cloth gilt, 428 pp. 15s •. net. Fifth Edition. 

}'INANCIAL ORGANIZATION AND JUANAGEMENT. ByC. W.GERSTENBERG, 
Professor of Finance at New York University. Size 6 in. by 9 in .• cloth 
gilt, 739 pp. 2;')9. net. 

IIIONEY lilA KING IN STOCKS AND SHARES. By SYDNEY A. MOSELEY. 
In demy 8vo, cloth gilt, 252 pp. 'is. 6d. net. Third Edition. 

HOW TIlE STOCK IIIARKET REALLY WORKS. By W. COLLIN BROOKS. 
In demy 8vo, cloth gilt, 160 pp. 6s. net. 

MARKETS OF LONDON. By CUTHBERT MAUGHAN. In demy 8vo, cloth gilt. 
218 pp. 6s. net. 

TIlE SlIlALL INVESTOR'S GUIDE. By SYDNEY A. MOSELEY. In demy8vo. 
cloth, 160 pp. 6s. net. 

';'IIE ROOT PRINCIPLES OF INVESTJIENT. By H. COPE WE'ST. In demy 
8vo, clQth, 232 pp. l';s. net. 
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TYPES OF BUSINESS ENTERPRISE. By M. C. CROSS. LL.B.. Ph.D. In 
medium 8vo. cloth gilt. 348 pp. 21s. net. 

HOW TO USE A BANKING ACCOUNT. By C. BIDWELL. In crown 8vo. 
cloth. 116 pp. 3s. 6d. net. 

DUPLICATING AND COPYING PROCESSES. By W. DES BOROUGH. O.B.E 
In demy 8vo. cloth gilt. 146 pp. oS. net. 

BUSL.~SS CYCLES. The Problem and its Setting. By W. C. MITCHELL. 
Size 6 in. by 9 in .• cloth gilt. 511 pp. 30s. net. 

STATISTICAL METHODS. By F. C. MILLS. Associate Pl'o/eSSf»' 0/ Bus".ess 
Statistics. Columbia UnilJersity. In demy 8vo. cloth gilt. 620 pp. I;)~. net .. 

STATISTICS. By WILLIAM :VERNON LOVITT. Ph.D .• Pl'o/essOl' 0/ Mathematics, 
Colol'ado College; and HENRY F. HOLTZCLAW. Ph.D .• Pl'o/esso,o/ Com. 
mel'ce. UnilJeI'sity 0/ Kansas. In medium 8vo. cloth gilt. 304 pp. los. net. 

BUSINESS STATISTICS, TIlEIR PREPARATION, COMPILATION, AND 
PRESENT ATION. By R. W. HOLLAND. O.B.E.. M.A.. M.Sc.. LL.D. 
Third Edition. In crown 8vo. cloth. 108 pp. 3s. 6d. net. 

STATISTICS AND THEIR APPLICATION TO COMMERCE. By A. L. 
BODDINGTON. Fellow of the Royal Statistical and Economic Societies. 
Fifth Edition. In medium 8vo. cloth gilt. 340 pp. 129. 6d. net. 

A lIIANUAL OF CHARTING. Size 6 in. by 9 in .• cloth gilt. 116 pp~ 6s. net. 

PITltIAN'S BOOK OF SYNONYMS AND ANTONYMS. In crown 8vo. cloth. 
140 pp. 2s. M. net. 

PITlIIAN'S OFFICE DESK BOOK. Third Edition. In crown 8vo. 320 pp .• 
cloth. 2s. 6d. net. . 

MODERN DEBATE PRACTICE. By WALDO O. WILLHOFT. In crown 8vo, 
cloth. 339 pp. os. net. 

REPORT WRITING. By CARLG.GAUM. M.E., and HAROLD F.GRAVES.l\I.A. 
In medium 8vo. cloth gilt. 322 pp. 12s. M. net. 

TKE ESSENTIALS OF PUBLIC SPEAKING. By W. C. DUBOIS, A.M .• LL.B. 
In large crown 8vo. cloth, 276 pp. 8s. 6d. net. 

SPEAKING IN PUBLIC. By ARLEIGH B. WILLIAMSON. M.A.. Associ,"e 
Pl'o/esSOl' of Public Speaking. Washington Squul'e College. New Yo," 
UnilJeI'sity. In medium 8vo. cloth gilt. 430 pp. I;)s. net. 

HOW TO SPEAK IN PUBLIC. By C. F. CARR and F. E. STEVENS. Second 
Edition. In crown 8vo. cloth. 128 pp. 3s. M. net. 

DICTIONARY OF TIlE 'WORLD'S COltllUERClAL PRODUCTS. By J. H. 
VANSTONE. F.R.G.S. With French. German. and Spanish equivalents for 
the names of the products. In demy 8vo. cloth. 170 pp. oS. net. Third 
Edition. 

RAW IIIATERIALS OF COMMERCE. Edited by J. H. VANSTONE. F.R.G.S. 
In two volumes. demy 4to. cloth gilt. 793 pp. Complete. 40s. net. 
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COllllUERCIAL COllIllIODITIES. By F. W. MATTHEWS, B.Sc., A.I.C., F.C.S. 
In demy Bvo, cloth gilt, 326 pp. 12s. 6d. net. 

TilE COTTON WORLD. Compiled and Edited by J. A. TODD, M.A., B.L. 
In crown Bvo, cloth, 246 pp. 6s. net. 

FRUIT AND TilE FRUIT TRADE. By FORD FAIRFORD. In demy Bvo: 
cloth, 162 pp. 6s. net. 

TEA. AND TEA DEALING. By F. W. S. STAVEACRE. In demy Bvo, cloth 
gIlt, 150 pp. 7s. 6d. net. ' 

TilE COCOA AND CIIOCOLATE INDUSTRY. By A. W. KNAPP. M.Sc., F.I.C. 
In de my Bvo, cloth gilt, 200 pp. 7s. 6d. net. Second Edition. 

TIlE FURNITURE STYLES. By H. E. BINSTEAD. Size 91 in. by 61 in., 
cloth, 20B pp., illustrated. lOs. 6d. net. Second Edition. 

BUYING AND SELLING A BUSINESS. By A. H. COSWAY. In crown Bvo, 
cloth, 110 pp. 3s. 6d. net. 

now TO COLLECT ACCOUNTS BY LETTER. By C. HANNEFORD-SMITH, 
F.C.W.A. In crown Bvo, cloth gilt, 94 pp. 3s. 6d. net. 

LETTER WRITING: A GUIDE TO BUSINESS CORRESPONDENCE. By 
G. K. BUCKNALL, A.C.I.S. (Hons.). In foolscap Bvo, leatherette, 64 pp. 
h. net. 

LETTERS TIIAT COLLECT. By JOHN WHYTE, Ph.D., and F. R. OTTER, 
B.A. In medium Bvo, cloth gilt, 435 pp. lOs. net. 

now TO GRANT CREDIT. By CUTHBERT GREIG. Secretary, London Associa
tion for Protection of Trade, Ltd. In crown Bvo, cloth, 102 pp. 3s. 6d. net. 

now TO APPEAL AGAINST YOUR RATES. By A. STANLEY EAMER, 
F.S.I., Rating Surveyor to the Metropolitan Borough of Lambeth. In two 
volumes, in crown Bvo, cloth. Vol. I (without the Metropolis), 6s. net. 
Vol. II (within the Metropolis), 3s. 6d. net. 

A IIANDBOOK ON WII.LS. By A. H. COSWAY. In crown Bvo, cloth, 
123 pp. 2s. 6d. net. 

TRADERS' RAIL CIIARGES UP TO DATE. By J, W. PARKER, A.M.lnst.T. 
In crown Bvo, cloth, 135 pp. 3s. 6d. net. 

GUIDE TO COUNTY COURT PROCEDURE. Being the Second Edition of 
ThlJ Traders' Guide to County Court Procedure. By F. H. B. CHAPMAN. 
Revised br B. S. HILLS. In crown Bvo, cloth, 104 pp. 2s. M. net. 

COllllllERCIAL ATLAS OF TilE WORLD. In crown 4to, cloth, 140 pp. 
6s. net. 

STATISTICAL ATLAS OF TilE WORLD. By J. STEPHENSON, M.A., M.Com., 
D.Sc. In foolscap folio, cloth, 146 pp. 7s. M. net. 

TilE CABLE AND WIRELE&S COllllllUNICATIONS OF TilE WORLD. By 
F. J. BROWN, C.B., C.B.E., M.A., B.Sc. (Lond.). Second Edition. In 
de my Bvo, cloth gilt, 162 pp. 7s. 6d. net. 

TilE FUTURE OF El\lPIRE TRADE. By J. E. RAY. With a Foreword by 
The Rt. Hon. L. S. AMERY. In crown Bvo. paper, 128 pp. 2s. net. 
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FOREIGN LANGUAGE DICTIONARIES 

DICTIONARY OF COMl\IERClAL CORRESPONDENCE IN SEVEN LAN· 
GUAGES: ENGLISH~ FRENCH, GERMAN, SPANISH, ITALIAN, PORTU· 
GUESE: AND RUSSIAN. Third Edition. In demy 8vo, cloth, 718 pp. 

, 12s. Gd. net. . 

ENGLISH-FRENCH AND FRENCH-ENGLISH DICTIONARY OF BUSINESS 
WORDS AND TERl\IS. Size 2 in. by 6 in., cloth, rounded corners, 540 pp. 
6s. net. 

FRENCH·ENGLISH AND ENGLISH·FRENCH COMMERCIAL DICTIONARY 
01 the Words and Terms nsed in Commercial Correspondence. By F. W. 
SMITH. Second Edition .. In crown 8vo, cloth, 576 pp. 7s. Gd. net. 

GERMAN-ENGLISH AND ENGLISH·GERMAN COl\Il\IERCIAL DICTIONARY. 
By J. BITHELL, M.A. Second Edition. In crown 8vo, cloth gilt. 992 pp. 
IGs. net. 

A NEW GERMAN·ENGLISH .DICTIONARY FOR GENERAL USE. By 
F. C. HEBERT and L. HIRSCH. In crown 8vo, cloth gilt, 1769 pp. 15s. net. 

ENGLISH-GERMAN AND GERl\IAN·ENGLISH DICTIONARY OF BUSINESS 
WORDS AND TERMS. Size 2 in. by 6 in., rounded corners, 440 pp., cloth. 
5s. net. .. 

SPANISH-ENGLISH AND ENGLISH·SPANISH COMMERCIAL DICTIONARY 
01 the Words and Terms used in Commercial Correspondence. By G. R. 
MACDONALD. Third Edition .. In crown 8vo, cloth gilt. 833 pp. 12s •. Gd. net. 

ITALIAN·ENGLISH AND ENGLISH·ITALIAN COl\IMERCIAL DICTIONARY. 
By G. R. MACDONALD .. In crown 8vo, cloth gilt. 1180 pp. 30s. net. 

BARETTI'S ITALIAN AND ENGLISH DICTIONARY. Compiled by 'GUG
LIELMO COMELATI and J. DAVENPORT. In two volumes, cloth gilt, Vol. I. 
7!)6 pp.; Vol. II, 752 pp. 258. net. (Reprinted.) 

PORTUGUESE·ENGLISH AND ENGLlSH·PORTUGUESE COmIERClAL 
DICTIONARY. By F. W. SMITH. In crown 8vo. cloth gilt, 486 pp. 
IGs. net. . 

A NEW DICTIONARY OF THE PORTUGUESE AND ENGLISH LANGUAGES. 
Based on a manuscript of Julius Cornet. By H. MICHAELIS. In two 
volumes. demy 8vo, cloth gilt. Vol. I. Portuguese-English, 736 pp.; 
Vol. II, English-Portuguese. 742 pp. Each 21s. net. Abridged Edition. 
783 pp. 25s. net. 

TECHNICAL DICTIONARY OF ENGINEERING AND INDUSTRIAL SCIENCH 
IN SEVEN LANGUAGES-ENGLISH, FRENCH, SPANISH, ITALIAN, 
PORTUGUESE, RUSSIAN, AND GERMAN. Compiled by ERNEST 
SLATER, M.I.E.E., M.I.Mech.E .• in collaboration with leading Authorities. 
complete with index to each language. In five volumes. Each in crown 
4to, buckram gilt, £8 8s. net complete. 



PITMAN'S BUSINESS HANDBOOKS 

PITMAN'S 

"ART AND LIFE" 
SERIES 
GENERAL EDITOR: 

WRIGHT WATTS MILLER, B.A. 
LONDON (FIRST CLASS HONS.). M.ED .• MANCHESTER 

Late Campbell Clarke Scholar. University College. London. 
Lecturer of tlill Borough Road College. and to L.C.C. Literary 

Institlltes and the Workers' Educational Association 
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A new series of popular introductions to literature, the arts, and 
other subjects of general interest. The volumes are specially 
intended for evening students voluntarily attending the cultural, 
non-vocational classes held by the L.C.C. Literary Institutes, the 
Workers' Education Association, and the University Extension 
Boards, and for all general readers interested in self-culture. 

NOlV READY 
ECONOMICS: THE STUDY OF WEALTH 

By A. L. GORDON MACKAY, M.Litt., M.A., M.Econ. 55. net. 

BOO~S: AN INTRODUCTION TO READING 
By WRIGHT WATTS MILLER, B.A., M.Ed., Manchester. 

ART: AN INTRODUCTION TO APPRECIATION 
By RAYMOND COXON, A.R.C.A., Lecturer at the Chelsea School of 

Art. 

THE FILMS: THE WAY OF THE CINEMA 
By ANDREW BUCHANAN. 

READY SHORTLY 
ARCHITECTURE: A NEW WORLD 

By RAYMOND MCGRATH, B.Arch., A.R.I.B.A., Decoration Con
sultant to the B.B.C. 

THE PLAYHOUSE: A BOOK OF THE THEATRE 
By D. NUGENT MONCK, Director of the Norwich Players, Madder

market Theatre, Norwich. 

Each in large crown 8vo, cloth, about 200 pp. 5S. net. 

SIR ISAAC PITMAN & SONS, LTD., PARKER ST., KINGSWAY, \V.C.2 
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COMMON COMMODITIE~ 
AND INDUSTRIES SERIE~ 

In each of the handbooks in this series a particular product or industry 
treated by an expert writer and practical man of business. Beginning wi 
the life history of the plant, or other natural product, he follows its develo 
ment until it becomes a commercial commodity, and so on through the vario 
phases of its sale in the market and its purchase by the consumer. Industri 
are treated in a similar manner. 

Each book in crown Bvo, illustrated. 3s.net. 
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