Contents

M obuLE ONE

CHAPTER 1 — INTRODUCTION TO THE FOREIGN EXCHANGE AND M ONEY M ARKETS

11
12
13
14
15

Overview of the Global Financial Centres and Markets
Nature of Money Market Operations

Concept of Interest Rates

Nominal vs Real Interest Rates

Yield vs Discounted | nstruments

CHAPTER 2 — THE EUROCURRENCY M ARKET

21
22
2.3
24
25
2.6

Introduction to the Eurocurrency Market

The Concept of London Inter-Bank Offer Rate (Libor)

Features and Characteristics of a Eurodeposit

Major Eurocurrency Centres and Sources and Uses of Eurodeposits
The Euro and Domestic Deposit Interest Rate Structures
Interpreting Offer and Bid Rates

CHAPTER 3 —VALUE DATES - MARKET PrRACTICE AND CONVENTIONS

31
3.2
3.3

Understanding Money Market Value Dates
Maturity Value Dates and Market Practices
Value Dates for Short-Dated Deposits

CHAPTER 4 —MAaJOR US MONEY M ARKET INSTRUMENTS

41
4.2
43
4.4
45
4.6
4.7
4.8

Federal Funds

Repurchase Agreements

The US Discount Rate

US Treasury Bills, Notes and Bonds

Certificates and Negotiable Certificates of Deposit
Bankers Acceptances

Commercial Papers

Note Issuance Fecilities (NIFs) and Revolving Underwriting Facilities (RUFS)

CHAPTER 5 — M oNEY M ARKET OPERATIONS Risk EXPOSURES

5.

51
52
53
5.4
55

Introduction

Credit Risk and Control
Liquidity Risk and Control
Interest Rate Risk and Control
Operational Risk and Control
Capital-Related Risk and Control

CHAPTER 6 — UNDERSTANDING YIELD CURVES

6.1
6.2
6.3

Concept of Yield Curves and their Significance
Common Types of Yield Curves
Other Variations of Yield Curves

N~No AN R

11

12
14
15
16
17
19

23

24
27
28

35

36
38
40
41
43
46
47
48

51

52
52
53

55
55

57

58
58
60



CHAPTER 7 —

7.1
7.2
7.3
74
7.5

CHAPTER 8 —

8.1
8.2
8.3

M AaNAGING MONEY M ARKET PORTFOLI0OS

Matched vs Mismatched Money Market Portfolios
Matched Money Market Portfolio

Mismatched Money Market Portfolio

Running a Short Money Market Portfolio

Running a Long Money Market Portfolio

M ecHAaNIcs oF ForRwaRD/FORWARD

Concept of Forward/Forward
The Forward/Forward Formula
Determining Forward/Forward Offer and Bid Rates

CHAPTER 9 — INTRODUCTION TO FOREIGN EXCHANGE OPERATIONS

9.1
9.2
9.3
9.4
9.5
9.6
9.7

The Foreign Exchange Market

Major Participantsin the Foreign Exchange Market

Dimension of the Global Foreign Market

Historical Development of the Foreign Exchange Markets

The Need for Foreign Exchange

Role of Central Bank in the Foreign Exchange and Money Markets
Factors Affecting Foreign Exchange Rates

CHAPTER 10 — M AJOR FOREIGN EXCHANGE RiIsks

10.1
10.2

Foreign Exchange Exposure Risks
Foreign Exchange Counterparty Risks

CHAPTER 11 — ForeIGN ExcHANGE Risks M ANAGEMENT

111
11.2
11.3
114
115
11.6

Corporate Currency Risk Management and Strategies
Internal Currency Hedging & Strategies

Externa Currency Hedging & Strategies

Main Types of FX Contracts and Value Dates
Immediate FX Contracts

Forward Foreign Exchange Contracts

CHAPTER 12 — THE SpoT FX M ARKET

121
12.2
12.3
124
125
12.6

Overview of the Inter-Bank Spot FX Market
Understanding FX Quotations— Big/Small Figures
Interpreting FX Points & Profit/L oss Calculation
FX Bid and Offer Rates

Quialities of a Good Foreign Exchange Quotation
How Foreign Exchange Rates are Quoted

CHAPTER 13 — ForeIGN ExcHANGE DEALERS AND TRADING STRATEGIES

131
132
13.3

Corporate/Marketing Dedlers
Inter-Bank Dealers/Traders

FX Positions Keeping and Revaluation

CHAPTER 14 — THE ForwaRD FX M ARKET

141
14.2
14.3
144
145
14.6

Introduction to the Forward FX Market

Mechanics and Pricing of Forward Exchange Rates
Forward ‘ Premiums' and ‘ Discounts’

Pricing Forward Bid and Offer Swap Points
Standard and Odd-Dated Forwards

Determining Forward FX Quotations

63
64

66
67
69

71

72
72
73

75

76
77
78
80
82
83
86

91

92
94

99

100
102
105
105
106
108

113

114
115
115
116
117
117

127

128
129
133

137

138
138
141
143
147
149



vi
CHAPTER 15— FX BACKWARD VALUATION

151  TheNeed for FX Backward Vauation
15.2  Mechanics of Pricing Value ‘ Tomorrow’ and ‘ Today’

CHAPTER 16 — THE FX Swap MARKET

16.1  Introduction to FX Swaps

16.2  Advantages & Uses of FX swaps

16.3  Mechanics of FX Swaps

16.4  FX Swap Arbitrage Funding Operations and Costings
165 Applications of General and Established Swap Formula
16,6  How Market Determines the Bid and Offer Swap Points

CHAPTER 17 —MaJor FX ForecasTING TooLs

17.1  The Need for Forecasting

17.2  Fundamental Analysis and its Approach

17.3  The Nature and Concept of Technical Analysis
17.4  Charting in Technical Analysis

175  Conclusion

M obuLE Two

CHAPTER 18 — THE MALAYSIAN MONEY M ARKET
18.1  Introduction

18.2  Historical Development and Structure of the Local Money Market

18.3  Magjor Maaysian Money Market Products/I nstruments
184  Idamic Money Market

CHAPTER 19 — RoLE oF BANK NEGARA M ALAYSIA IN MONETARY REGULATIONS

19.1  Introduction

19.2  Monetary Instruments and its Impact

19.3  Exchange Control System

19.4  The Malaysian Code of Conduct For Principals and

Brokers in the Wholesale Money and Foreign Exchange Markets

CHAPTER 20 — Cost oF FunD AND L1ABILITIES M ANAGEMENT

20.1  Concept of Eligible Liabilities
20.2  Management of Eligible Liabilities
20.3  Cadlculation of Cost of Funds

CHAPTER 21 — L ABUAN I NTERNATIONAL OFFsHORE FINaNCIAL CENTRE

21.1  Introduction

21.2  Labuan Offshore Financial ServicesAuthority (LOFSA)
21.3  Activities

21.4  Lawsand Regulations

21.5  Incorporation and Registration of Offshore Companies
21.6  Offshore Trusts and Fund Management

21.7  Offshore Banking Operations

21.8  Offshore Insurance Companies

21,9  Tax Structures and Incentives

21.10 Exchange Control Requirements

155

156
156

161

162
163
164
166
167
170

173

174
174
175
176
179

181

182
182
189
200

207

209
210
215

218

223

224
224
225

229

231
231
232
232
232
233
233
233
234
235



CHAPTER 22 — EXcHANGE TRADED DERIVATIVES INSTRUMENTS IN M ALAYSIA

221
22.2
22.3
224
225
22.6
22.7
22.8
22.9
22.10
2211
22.12
22.13
22.14

CHAPTER 23 — PrIVATE DEBT SecuURITIES (PDS) MARKET AND BoNDS/NOTES RATING

231
23.2
233
234
235
23.6
23.7
23.8

Introduction
The Exchanges

Kuala Lumpur Options And Financial Futures Exchange (KLOFFE)

Stock Index Futures Contract (FKLI)
Product Specifications

Margin Requirements

Trading

Settlement

Malaysia Monetary Exchange (MME)
Three Month KLIBOR Futures
Product Specifications

Trading

Settlement

Margin Requirements

Introduction

PDS Instruments

Short-Term Papers

Medium and Long-Term Papers
Trading

Regulatory Requirements
Playersin the PDS Market
Rating of PDS

CHAPTER 24 — OTHER DERIVATIVE INSTRUMENTS

241
24.2
24.3
24.4
245

Introduction

Options

Types of Options

Forward Rate Agreements
Interest Rate Swaps

Vii
237

239
239
240
240
240
240
241
241
242
242
243
243
244
244

247

249
249
250
252
254
254
256
257

259

260
260
263
264
265





