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1. UNIT 1. Other Services for Cheque Account Customers.

Active vocabulary
allowance
assign (v)

beneficiary

benefit
bid (v) (bade, bidden)

claim

collect

common stocks
commission
corporate bond (US)
coupon

counsel (v) (US)
creditor

cover

demand
empower (V)
executor

flier

industrial bond
inheritance
insure (V)
inventory
liability

market

mature (v)
policy

preferred stocks
premium
probate (V)
proceeds
redemption
registered bond
safe-deposit box (US)
seat

stock broker
strong room

- HaJIOTOBAs CKHUJIKA, ICHE)KHOE TT0OCOOne

- aCCUTHOBATb, npeHa3HAYATh,
pacnpeneisiTh

- Oenedwurmap, moiydarenb aeHer (110
aKKpEWTHUBY,  CTPaXxOBOMY  IOJHUCY,
PEHTHI U T.J.)

- PaBO, KOTOPOE JIa€T BIAACIbIlY aKIIHs

- [pUHUMATh y4YacTHE B  TOprax,
npeasaraTh IeHy

- IPeTeH3 U, TpeOOBaHNE

- HTHKaCCUPOBATh, MOTY4YaTh JCHBTH

- OOBIKHOBEHHBIE aKIIUU

- KOMUCCHOHHBIE COOp

- KOpIOpalMOHHAs O0Iuranus

- KYTIOH, OTpEe3Has 4acTh [IEHHOH Oymaru
- 00CcyX/1aTh, COBEIIATHCA

- KpEAUTOp

- OKpBITHE, YyIUlaTa, o0ecrneyYeHue,
CTpaxoOBaHUE

- TpeboBaHME, CITPOC

- YIIOJITHOMOYHBATh, TOBEPIThH

- IyIIEeTIPUKA3ZIUK

- pEeKJIaMHBIH JINCTOK, UTPa Ha OUpKe

- MPOMBIIIITICHHAST OOTUTAIIHS

- HaCJIEJCTBO

- CTpaxoBaTh(csl)

- ONUCh, UHBEHTAPU3AIIUS

- 0053aTEILCTBO, 33I0JPKEHHOCTh, ITACCHB
- PBIHOK

- MOXOJIUTH CPOKY IIATEeXKa

- TIOJTUTHKA

- IPUBWICTUPOBAHHBIC aKIIHH

- mpeMusi, HaJ0aBKa

- YTBEPXKIaTh

- MOCTYIUICHUS

- TIOTAIICHUE KPEInTa

- IMEHHAas OOJIHTaIUs

- ceiid B OanHke

- «MECTO», WIEHCTBO B (POHIOBOIA
oupxe

- MakJiep

- XpaHWIuIe, ceiioBasi KOMHATa
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Dialogue
Read the dialogue in parts.

Part 1. Brokerage Services.

Mr. Watson: I have some corporate bonds that’ll mature next month. Can you help
me to present them for redemption?

Banker: Surely. Where are they payable?

Mr. W.: At one of the banks in New York.

B.: Are they registered or the coupon style?

Mr. W.: They’re registered in the names of both me and my wife.

B.: You’ll both have to assign them.

Mr. W.: Yes, | know. And when the proceeds have come in, could you help me
reinvest the funds in some preferred stocks?

B.: Oh, yes. Our brokerage house can bid on some shares for you.

Mr. W.: The charge the usual broker’s commission, I suppose?

B.: Yes, they charge the same as any reliable house. They have a seal on both the
New York and the American Exchanges.

Mr. W.: I’ve also thought of taking a flier on some common stocks, if you could find
a good growth industry.

B.: Well, the market looks favorable right now.

Part 2. Trust Services.

Banker: Mrs West, I was sorry to hear of your husband’s death.

Mrs West: Thank you. I’m pleased that the bank was named executor of the estate.
B.: We’ll help you in every way we can. We’ve looked through the contents of the
safe-deposite box and made an inventory. Everything seems to be in good order.

Mrs. W.: T know so little about my husband’s affairs.

B.: Our counseling service is for people in just your position.

Mrs W.: I’'m most concerned about my immediate expenses.

B.: Well, we’re empowered under the terms of the will to provide you with an
allowance until the estate has been probated.

Mrs W.: Yes, | knew about those.

B.: The benefits from these polices will be paid directly to you within the next two
weeks.

Mrs W.: Oh, I don’t have to worry then.

B.: No. The income from your inheritance is going to be quite sizable. Of course, we
don’t know yet what demands will be made against the estate.

Mrs W.: As far as | know, there are no large creditors.

B.: We hope not. You understand, also, that this bank is named trustee under the will.
This means that we will take care of the portfolio of securities and give an annual
report of the transactions.

Mrs W.: Yes, | understand that/ | feel much better about the future now.



Questions on the dialogue

Part 1.
1. What sort of securities did the Mr Watson invest his funds in?
2. What does he want the banker to help him in?
3. Why will he have to assign his bonds to the bank?
4. What does he intend to do with the proceeds?
5. In what way can the bank help him reinvest his funds?

Part 2.

In what circumstances did Mrs West turn to the bank?

What did the banker inform her about?

What was Mrs West most concerned about?

What was Mrs West provided with by her late husband?

When will the banker be able to estimate the income from her inheritance?
Who will take care of the portfolio of securities left by the late Mrs West?
How did Mrs West feel after her visit to the bank? Why?

NogakowdPE

Text 1.

Investment in stock and shares can be made through any branch of the bank on
behalf of it’s customers. All quoted Stock Exchange securities can be bought or sold
with maximum security and minimum formality through the bank. Being in constant
touch with leading stock brokers in London and the country, the bank is in a position
to obtain information regarding all classes of stocks and shares in which customers
may be interested. Shares may be bought or sold without any charges beyond those
payable to a stockbroker and the bank is responsible for the collection of the proceeds
of a sale and for the delivery of the certificate on a purchase. An investment report
service is also often available for the customer who needs a second opinion on a
portfolio being managed personally. In addition, professional advice can be given on
investments in foreign stock not quoted on the London Stock Exchange.

Share certificates, documents, jewellery and other valuables can be stored in the
strong rooms of the bank. They will be safer with the bank than at the customer’s
home but it is his responsibility to insure them.

The bank also provides a continuing service for personal income tax payers,
checking tax liabilities and generally assuming the main burden of work involved in
the preparation of tax returns and claims. Because if the sources of income and
allowances are complicated, it’s not easy to know for the individual if he is paying
the right amount of tax. The bank helps the customer on particular problems resulting
from Capital Gains Tax and Capital Transfer Tax. It may be able to point out ways in
which the customer can quite legitimately minimize the effect of these taxes.

Insurance need not be a problem for the bank’s customer either. Insurance cover
for life, house, accident or anything else may be effected through any Bank Insurance
Service which employ highly experiences brokers in this field. They can usually
arrange to obtain the best possible terms consistent with absolute safety.



No matter what the customer’s age it is a wise and considerate precaution to
make a will. When one dies, it will be his executor’s responsibility to protect, to
account for and to distribute all his “worldly goods” in accordance with his last will
and testament. Therefore the choice of an executor should be carefully considered.
One of the best answers to this problem is to appoint the bank’s trust company sole or
joint executor. The appointment of the bank as the will executor ensures that the
estate will be dealt with promptly, efficiently and in strict confidence.

Vocabulary exercises

I. Find proper definition.

Terms Definitions
1. Flier a) a unit of ownership in a company;
2. Corporate bond b) a document which states how a person

wishes his estate to be divided, made
public only after his death;

3. Preferred stock c) a list of items of property;

4. Registered bond d) an amount of money regularly given to
a person for current expenses;

5. Common stock e) the party to whom property or a sum of
money is given under the terms of a will
or trust;

6. Share f) a sum of money payable in case of loss
of life;

7. Life insurance g) a bond issued by a corporation or

group of people who have a charter to act
as an individual;

8. Will h) a bond having the owner’s name
placed on it;

9. Beneficiary 1) ordinary stock, with no fixed dividend
rate;

10. Inventory J) stock on which dividends are paid

before those on common stock and which
gives the holder some rights to any assets
that are distributed;

11. Allowance K) a speculative transaction.

Il. Using the words in brackets as a guide, explain the meaning of the following
terms.

a) mature (due for payment, become)

b) proceeds (some transaction, the money, received from)

c) broker (stocks, bonds, for others, buys, sells)

d) brocker’s commission (in a sale, for services, a charge, the amount of the
transaction, based on)

e) assign (ownership, transfer)
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f) good growth industry (development, giving promise of, will increase, an
investment, the value of, so that)

g) estate (left by a dead person, holdings, obligations)

h) safe-deposit box (kept in a bank, important papers, valuables)

1) income (to an individual, the total sum of, coming in, earnings)

J) inheritance (an estate, money or property, received from)

K) creditor (is owed, a debt, a party of whom).

I11. Choose the right answer.
1. “present bonds for redemption” means:
a) collect at maturity the money invested in a bond;
b) estimate the value of bonds presented.
2. “the coupon type of bonds” is:
a) a premium bond a price of which may be obtained on collecting a certain
number of coupons;
b) a bond with a removable printed statement of the interest due at a particular
time.
3. “bid on some shares for you” means:
a) make an offer to buy at a certain price from you;
b) make an offer to buy at certain price on behalf of you.
4. “they have a seat on the New York Exchange” indicates:
a) they have the right to take park as a member:
b) they have an office at the New York Exchange.
5. “the market looks favourable” indicates:
a) downward movement of prices on the market;
b) upward movement of prices on the market.
6. “the bank was named executor of the state” means:
a) the bank was appointed to carry out the requests in a will;
b) the bank was appointed to divide the estate.
7. “we’re empowered” means:
a) we’re not allowed to;
b) we’re given authority to.
8. “the estate has been probated” means:
a) the estate has been proved genuine and placed on the records of the proper
court;
b) the estate has been thoroughly examined and all the demands against it have
been settled.
9. “under the terms of the will” means:
a) within the specified period of the time stated in a will;
b) following the conditions stated in a will.
10. “the benefits from these polices” means:
a) payments arising from an insurance contract:
b) obligations arising from an insurance contract.
11. “demands made against the estate” means:
a) request for payments made by the creditors of the dead man;
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b) payments made by the debtors of the dead man.

IV. Translate into English.

1. bank mpoBepui coaepkuMoe ceripa 1 MpoBe UHBEHTAPHU3ALUIO.

2. O6bIuHO OaHK 3aHMMAETCS IIEHHBIMU OymMaramu U NpeJICTaBIIsAET TOJOBOM OTUET O
CHIeTIKax.

3. Axuuu, AparoneHHOCTH, TOKYMEHTbl M JIPYrHe HEHHOCTU MOTYT XPaHUTHCS B
ceripax GaHka.

4. Ecnu BBl XOTHTE BOCHOJIB30BATHCSA YCIyraMU CTPAaXOBBIMH YCIyramu OaHKa, TO
BaM MOHAJ00UTHCS MOMOIIb OpOKepa, UMEIOIIETO OOIBIION OMBIT B 3TOM 00JIACTH.

5. BHe 3aBUCMMOCTH OT BO3pacTa, CO CTOPOHBI KJIMEHTa OYyJeT O4Ye€Hb MYAPbIM
COCTaBUTh 3aBELIaHUE.

6. B ciydae cMmepTH, QyImIENpHKA34YWK SBISICTCS OTBETCTBEHHBIM 3a COXPAaHHOCTH
UMYIIECTBA KJIMEHTA B COOTBETCTBUH C 3aBEIIaHUEM.

7. CymMma cTpaxoBaHMsI *HU3HH — 3TO CymMMa JI€HEr, BBbIIJIaYMBaeMasl B Cilydae
CMEpTH.

8. AKIMM MOXHO MOKyNaTh M MPOJaBaTh 0e3 U3JEPKEK, KPOME TeX, KOTOPHIC BbI
IaTuTe Opokepy.

V. Make up a dialogue.

1. Discuss advantages and disadvantages of life insurance.
2. Do you find it necessary to make a will?

3. Speak about the role of banks in stock market.

Text 2.

Read the whole passage and find the answers to the following questions.
1. What must an executor apply for before handling an estate?

2. What are the first duties of an executor even before probation?

3. Why are the knowledge and experience of an executor essential in fiduciary
services?

4. Which outstanding bills and claims does an executor have to settle?
5. When can an executor start the distribution of an estate?

6. What different features of character should an executor possess?

7. What is the main duty of an executor?

8. Who is an executor responsible to0?

Tasks Facing an Executor

An executor cannot safely commence the distribution of an estate until he has
successfully applied to the Court for a Grant of Probate, i.e. until the will has been
proved. Usually this is a less complex and protracted process than that facing an
administrator of an intestacy when applying for his Grant of Letters of
Administration, but problems can arise — and do arise — sometimes involving lengthy
and complicated litigation.

There are, however, a number of important responsibilities you must be able to
rely upon your executor to fulfill even before applying for his Grant of Probate. For
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example, it will be up to his to ensure the appropriate funeral arrangements are made,
bearing in mind any special wishes you may have expressed in this regard. Right
from the start, he must see that all the various assets are kept safe and properly
insured. If there is a business to look after it is your executor who must keep it alive.
If there is freehold or leasehold property, it is his responsibility to maintain it for as
long as it is in his care.

Before he is ready to apply for his Grant of Probate your executor must prepare
a detailed written valuation of all the various assets comprising your estate. How
many of these will require the professional services of specialist valuers will depend
on the knowledge and experience of the executor you have chosen. Due account
having been taken of all applicable exemptions and reliefs, your estate’s liability to
Capital Transfer Tax will be assessed on the basis of your executor’s valuation and, if
his application for Grant of Probate is to succeed, his figures must be sufficiently
accurate to satisfy the Island Revenue.

Another of your executor’s first tasks will be to plan how he will raise the
sufficient cash to cover the estate’s tax liabilities and to settle those outstanding bills
and claims that he deems to be properly due, rejecting those he does not. In the latter
case he must be prepared to defend his actions in court, if called upon to do so. In
general, however, settling the debts is a simple matter compared with his
responsibility to quantify and discharge the estate’s tax liabilities.

Income Tax, Capital Gains Tax, Capital Transfer Tax — an executor must be able
to cope with all of these. Once the tax liabilities have been discharged your executor
will be in a position to distribute your estate which he must do in strict accordance
with the terms of your will. Now, as at all times when coming into contract with your
beneficiaries, there are chosen wisely — your executor can be relied upon to display.
Sympathy and tact towards the bereaved, firmness and impartiality in the face of
conflicting family pressures - technical skills alone will seldom enable an executor to
perform his duties in the manner you would wish.

For the whole time that the estate is in his care your executor must, of course,
make every reasonable endeavor to safeguard and maximize the assets — maintaining
accurate records of all transactions — and his last duty will be to render a full account
of his stewardship to the beneficiaries.
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UNIT 2. Interbank Relations

Active Vocabulary
at par
clearinghouse

clear (v)

collection

collection charge
commercial paper (UA)
correspondent bank
debenture

discount house
drawee bank

endorse (indorse) (V)
endorse with recourse (V)
face value

foreign exchange

honour a cheque (V)
incorporated

industrial bank
installment

knock-down price

liable

listed stocks

money at call and short notice

payee
quotation
recall (v)
redeem (v)

discount, rediscount (v) (US)

refinance (v)
remit (v)

Dialogue

Read the dialogue:

Interbank Relation in the USA.

M0 HOMHUHAJIbHOM CTOMMOCTH
KJIIMPUHTOBAs I1ajlaTa

OCYIIECTBJISITh ~ KJIIMPUHT  BEKCEJIeH W
YEKOB, BBIIJIAYMBATH 10 YEKY
WHKaccamus

pPacxo/ibl IO THKACCUPOBAHUIO
KOMMepYecKrue Oymaru
OaHK-KOPPECIIOH/ICHT

JIOJITOBOE 00513aTENILCTBO,
HEOOECIIEYEHHBIN JIONTOCPOYHBIA IO,
obnuranys aKMOHEPHOH KOMIaHUH
YUYETHBIN JIOM

OaHK-TpaccaHT, ©OaHK, Ha KOTOPBIU
BBIIICAH Y€K

HWHJIOHCHUPOBATh

WHJIOHCUPOBATh C MPaBOM 000pOTa
HOMHHAI

BaJIIOTa

aKIICHTOBATh YCK, OIIAYMBATh YCK
AKIIUOHEPHBIN

MIPOMBIIIEHHBIN OaHK

B3HOC B yIUIaTy B PacCpOUKY

cOuTas (MUHUMAaJIbHas) IeHa

00s13aHHBIH, OTBETCTBEHHBIH,
HoJiIeKalui

aKIIMsl, 3apErUCTPUPOBaHHAs HA OUpIKe
JEHbI'd J0 BOCTPEOOBAaHUS WA IIPU
KPaTKOCPOYHOM YBEIOMJICHUU
noJTydaTenb IiaTexa

KOTHPOBKA

OT3bIBaTh, AHHYJIUPOBATH

BBIKYIIATh, MOTAIIATh, U3bIMATh
YUYUTHIBATh

pedhHHAHCUPOBATH

PEMUTHUPOBATH, IEPEBOJIUTH, IIEPECHLIATH

Student: How many correspondent bank accounts do you have?
Banker: We have reserves in six banks. Two of the accounts are inactive.
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S.: Do you use any clearing house other than the Federal Reserve Bank?

B.: Yes, we also get a daily letter from our central bank in St. Lawrence.

S.. Are you allowed to make a collection charge on your items from your central
bank?

B.: No. We’ve agreed to clear them at par.

S.: Will your correspondent banks purchase any instatement loans that you’re not
licensed to handle?

B.: Yes, any that our customers are willing to endorse to them.

S.: Do they advise you on your investments, like commercial papers and short-term
debentures?

B.: Oh, yes. And each week our New York correspondent sends us their report on
financial and economic trends, including quotations on listed and unlisted stocks.

S.: And they handle your foreign exchange?

B.: That’s right.

S.: Suppose I’m remitting by check on your bank an amount due on my note to a
bank in California. Will that bank send the check directly to you for collection?

B.: It could do that. But it’ll probably send the check through the regular channels.

S.: What does this mean?

B.: Well, the bank to which your check is payable will send it to the Federal reserve
Bank in its Reserve District. The transit department of that bank will send it to the
Federal Reserve Bank in our Reserve District. From there it’s sent to us.

S.: How many Reserve Districts are there?

B.: There are twelve, with one Reserve Bank in each District. Also, most our larger
banking institutions like ours are members of the System, and all checks and other
items of exchange flowing through the System are cleared at par.

S.: Par means face value?

B.: Yes. And every bank that handles an item endorses it with resource.

S.: Does that mean that if a check isn’t honoured by the drawee bank, it’s finally
returned to the payee, who is held liable for the amount.

B.: That’s right.

S.: To become member of the System, was your bank required to subscribe to any
stock in the Reserve Bank in your District.

B.: Yes. And, to explain further, all national banks must be members of the System.
Incorporated State Banks, including commercial banks, mutual savings banks, trust
companies and industrial banks, may join the System.

S.: Other than handling items of exchange, what services do Federal Reserve Banks
offer member banks?

B.: As fiscal agents of the United States Treasury, they assist in the issue and
redemption of government bonds and the refinancing of bonds that have reached
maturity. They’ll also accept from us any paper that can be rediscounted, if our cash
reserve becomes low.

Questions on the dialogue.

1. What services do correspondent banks render each other?
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2. What are the functions of central banks?

3. If you remit by the check drawn on one bank an amount due on your note to
another bank, what route does your check usually take?

4. What does the United State Federal Reserve System consist of?

5. What is the collection charge on checks and other items flowing through the
Federal Reserve Banks?

6. What does “endorsed with resource” mean?

7. What does a bank have to do to become a member of the System?

8. Which banks must be members of the System and which banks may be?

9. What services do Federal Reserve Banks offer to member banks?

Text 1.

The Discount Houses and the Money Market

Dotted about the City, but mostly close to the Bank of England are the seven
discount houses. These relatively small City businesses make their living by
borrowing money from those who have it to spare and investing it in various easily
liquidated paper assets. In particular, they finance the Government by buying it’s
Treasury bills each week. To the Bank of England this “covering” of the weekly
Treasury bill issue by the discount houses in a useful service. The quid pro quo of
this arrangement is that the Bank of England will act as “lender of the last resort” to
the houses to provide them with cash when they can’t obtain it elsewhere.

To understand the role of lender of last resort it is necessary first to have grasped
the extremely delicate nature of the discount houses’ business. Practically all the
money which they invest has been lent to them. What is more, most of it will have
been lent to them. What is more, most of it will have been lent to them for very short
periods of time like a week or even overnight, or else it will be subject to recall at
very short notice. Using this sort of money, the houses purchase bills and even bonds
in the open market, some of which might not be repurchased or redeemed from them
for months or years. This practice is known as “borrowing short and lending long”
and can be hazardous. Should those who have lent to the houses recall their money,
the houses would have some difficulty getting it back in a hurry. On any given day,
each house will find some of it’s assets falling due for repayment and will also
receive new loans, but it quite often happens that the proceeds of these transactions
are insufficient to provide for all the calls that are made that day by those who have
lent to the house. It is then that the Bank may help in one of a variety of ways. In
particular, it may offer to buy back some Treasury bills to provide the necessary
money, or it may lend the required sum charging at least the minimum lending rate.
This rate is defined as the lowest rate at which the Bank of England will lend and is
fixed each week a little above the Treasury bill rate for that week.

The chief sources for cash for the discount houses — often known collectively as
the discount market — are the banks, particularly the commercial banks. These are the
ordinary High Street banks with which we are all familiar. Their business requires
them to hold a certain proportion of the money which the general public has
deposited with them in a liquid form, that is in the form of cash or some assets which
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can be turned into cash quickly and without losing its value. For example, a building
or something like that is not a liquid asset because it takes time to sell, a quick sale
can only be achieved if the owner is prepared to see it go at a knock-down price.
Loans to the discount market are ideal from the point of view of the commercial or
any other type of bank. They can be at an agreed rate for an agreed period, although it
can be for as short as they like, in which case the houses call them “fixtures”, or they
can be simply “at call”, again at an agreed rate, and then they can be withdrawn
whenever the lender needs them. An important part of the job of the money manager
in a discount house is to make sure that he has the right balance between fixtures and
call money. If there is a general trend in the market for rates of interest to rise so that
borrowers have to pay more this week that last and will have to pay more next week
than this, it is in the interests of the house to persuade institutions to lend to it for
fixed periods. Otherwise call money will be quickly withdrawn and offered back to
them again at a higher rate! Similarly, when the rate in the market is rising, the
houses themselves take care not to make too many long-term loans, the rate of
interest on which will soon fall below the general market rate. The houses that can
judge best which way things will go make the greatest profit.

Questions on the test.

. In what way do the discount houses earn money?

. On what terms is the money lent to the discount houses?

. How do the discount houses invest the money lent to them?

. Why can the practice known as “borrowing short and lending long” be hazardous?
. In what circumstances does the Bank of England act as “lender of last resort”?

. Why do commercial banks lend money willingly to the discount houses?

. What are “fixtures” and ““call money™?

. What must the money manager in a discount house do to make the greatest profit?

OO 0T WN B

Vocabulary Exercises

I. Using the words in brackets as a guide, explain the meaning of the following terms.
a) clearing house (cheeks drawn on one another, exchange, banks, an office, where);
b) collection (an item of exchange, obtaining payment of, the process of);

c) installment ( an obligation, several payment on, one of);

d) endorse (to transfer ownership, the back of the document, to place one’s signature
on);

e) debentures (issued by a corporation, an obligation, but is, which pays interest,
often unsecured);

f) to honour a cheque (payment, make, on);

g) subscribe (financing, agree, a business operation, to take a share in);

h) rediscount (less than, agree, a business operation, to take a share in);

1) transit department (to do with, other banks, having, drawn. on, the collection of
checks);

J) discount house ( institution, the City of London, promissory notes, buys, resells).
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I1. Choose the best answer.

1. “to clear items of exchange at par” means:

a) to exchange checks between banks at their face value;

b) to make profit out of exchanging check between banks.

2. “commercial papers” in the USA are:

a) business letters;

b) short term obligations of industrial companies.

3. “a quotation on listed stocks” is:

a) making a bid for stocks accepted for sale on a stock exchange;

b) a statement of the current price of stocks accepted for sale on a stock exchange.
4. “to endorse a check with recourse” means:

a) to be legally responsible for making payment of the amount due;

b) to endorse in such a way that the party which endorses it must make payment if the
other party to the transaction refuses payment.

5. “to be held liable for the amount” means:

a) to be the party to whom a payment is made;

b) to be required to make payment.

6. “to be subject to recall at very short notice” means:

a) the money is lent on the condition that it will be returned any time;

b) the money is lent on the condition that it will be returned any time.

7. “borrowing short and lending long” means:

a) small amounts of money are borrowed and large amount of money are lent;
b) the money is borrowed for short periods and lent for longer ones.

I11. Say what is true and what is false. Correct the false sentence.

1. Correspondent banks make a collection change on any item of exchange from their
central banks.

2. Central banks seldom advise correspondent banks on their investment, like
commercial papers and short-term debentures.

3. Every bank which handles an item of exchange endorses it with recourse.

4. Federal taxes are paid into the United States Treasury.

5. Commercial banks and industrial banks must be members of the Federal Reserve
System.

6. All the money which the discount houses invest has been lent to them.

7. The proceeds of daily transactions carried out by a discount house are sufficient to
repay the calls made any day.

8. Minimum lending rate is the same as the Treasury bill rate.

9. Your car is your liquid asset.

10. If rates of interest are on the increase, banks are willing to lend money for fixed
periods.

IV. Fill in the blanks.

The central banking system of the United States is called ... . It differs from that of
most other countries’ ... in that it consists not of one bank but of twelve ... and some
twenty four branches under the control of the Federal Reserve Board in Washington.
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The Federal Reserve Banks perform a lot of services for ... . Checks flowing through
the System are cleared at ... . These checks are endorsed in such a way that the
parties who endorse them must make payment if the other ... to the transaction refuse
.... . The checks are ...... . The Federal Reserve Banks assist their ... banks in many
other ways. For instance when their cash ... becomes low, the Federal Reserve Banks
will accept from them any notes that can be ... . They also help in the ... of new
bonds to replace ones that have matured.

V. Translate into English.

1. Ecnum yek He omyayeH O0aHKOM, Ha KOTOPBIH OH BBIMHMCAH, TO OH BO3BpaIlaeTcCs
MOJIy4aTeto.

2. OObenuHEéHHBIC OaHKW IITaTa, BKIIOYas KOMMEPYECKHE, TPACTOBBIE U
POMBIIILIEHHbIE OAHKU MOTYT CTaTh YaCThIO CUCTEMBI.

3. Kakue ycnyru @enepanbHblii pe3epBHbIM OaHK mpenjaraeT OaHKaM YJieHaMm
CUCTEMBI?

4. B y4eTHBIX J0MaxX MEHEIKEPbl MHBECTUPYIO JAEHB C LIEIbI0 MOMYYEHHUS MPUOBUIH.
5. B wactHOCTH, HEOOMbINE MPEANPUITH (UHAHCHUPYIOT MPABUTEIHLCTBO, MOKYyMIas
€ro HaJIOrOBbI€ CEPTU(HUKATHI.

6. OCHOBHBIE MCTOYHHMKM HAJUYHBIX JICHEr ISl YYETHBIX JOMOB — 3TO OaHKH, a
TOYHEE KOMMEpUYECKHe OaHKH.

7. YdeTHbIe JoMa 3HAIOT JIy4llle BCEX KaK MOJIy4YUTh MAaKCUMaIbHYIO PUOBLIh.

8. Mbl exXeaHEeBHO MOJIy4yaeM MHChbMa C KOTHUPOBKAMU W3 KIHMPUHTOBOTO J0Ma B
Cenrt-Jloypence.

V1. Make up a dialogue.

1. Discuss the way the discount houses get profit.

2. Tell your friend about the interbank relation in USA.

3. Speak about fixtures and call money. What’s this? How does it work?
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UNIT 3. Foreign Exchange

Active Vocabulary

aptly COOTBETCTBYIOIIMM  00pa3oM, OBICTpO,
JIETKO

capital movements JBIDKEHUE KamuTasia

claims TpeOOBaHME, TPETCH3HS

conclude (v) 3aKJII0YaTh

conversion KOHBEPCHSI

convertibility KOHBEPTUPYEMOCTh

current transactions TEKYIIME CACIIKU

dealer TUJIEP, TIOCPETHUK

dealing KOMMEPYECKHUE CIETKN

domicile (v) 0003HaYaTh MECTO TUIATEXkAa TI0 BEKCEITI0

Eurodollar market MEXTyHAPOTHBIH eBPOI0JIIAPOBHIT
PBIHOK

excess funds U30BITOYHBIN KaITUTa

foreign exchange MHOCTPaHHAs BaJIIOTa

money movements JIBYKEHUE JIEHET

non-resident HEPE3HJICHT

partial convertibility JacTUYHasi KOHBEPTUPYEMOCTh

place pa3Memarh, BbIITYCKAaTh HA PBIHOK

two-tied market JIBYXBAPYCHBINA BaTIOTHBIA PHIHOK

Text 1.

Foreign Exchange

International trade and more important international money and capital
movements are the basis of foreign exchange dealings. Take a simple example: if a
Swiss exporter sells a machine to a Japanese buyer, to conclude the transaction the
yen which the Japanese businessman has available will have to be changed into Swiss
francs, the currency sought by the supplier of the machine. Or if Continental banks
want to place excess funds in the Eurodollar market rather than in their own domestic
markets, they have to buy dollars against local currency. The observation of the
French economist Gaetan Pirou, that foreign exchange deals spring from “the
coexistence between the internationalism of trade and the nationalism of currencies”,
thus aptly describes at least the oldest origin of this métier. Clearly the day that sees
the arrival of a single world currency will also witness the disappearance of foreign
business.

All claims to foreign currency and payable abroad, whether consisting of funds
held in foreign currency with banks abroad, or bills or cheques, again in foreign
currency and payable abroad, are termed foreign exchange. All these claims play a
part in the relation between a bank and it’s customers. In the trading of foreign
exchange between banks. which is the job of the foreign exchange dealer, only
foreign currency held with banks abroad is concerned.
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Foreign bank notes are not foreign exchange in the narrower sense. They can be
converted into foreign exchange, however, proved they can be placed without
restriction to the credit of an ordinary commercial account abroad. The exchange
regulations of some countries do not allow this conversion of bank notes into foreign
exchange, although the operation in reverse is nearly always permitted.

A currency, whether in foreign exchange or bank notes, is usually called
convertible if the person holding it can convert it, in other words change it freely into
any other currency. A distinction needs to be made, however, between unrestricted
convertibility. The Swiss franc, for example, is fully convertible whether the holder is
resident in Switzerland or abroad and regardless of whether it is a matter of current
payments or financial transactions.

Many countries, on the other hand, recognize only external or non-resident
convertibility. This is for instance still the case with the United Kingdom: if a
German exporter, for example, has sterling funds in a British bank, he can simply
instruct the bank to convert his pounds into any other currency and remit the proceeds
abroad; but a person domiciled in Britain cannot as a general rule export capital
except with the consent of the Bank of England.

Exchange regulations may also draw a distinction, as far as convertibility is
concerned, between funds arising from current transactions (goods and services) and
those coming from purely financial operations, only the latter in general being subject
in some degree to a restriction on convertibility. In a few countries this distinction
between commercial and financial transactions culminated in the establishment of
two-tier markets, this is the case in Belgium, and it applied temporarily to France and
Italy in recent years.

Exercises to the text
I. Find the proper answer.

1. “foreign exchange dealings”:

a) financial operations connected with settling payments in foreign trade as well as
international money and capital movements:

b) concluding agreements with foreign firms;

C) converting one currency into another;

2. “the yen which the Japanese businessman that available™:
a) wants to exchange;

b) has in abundance;

c) has at his disposal.

3. “foreign exchange deals spring from™:
a) refer to;
b) are the result of;

c) imply.
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4. “placed to the credit of”:

a) entered on the credit side of an account;
b) considered to be favourable for;

c) accredit granted to.

5. “the operation in reverse’:

a) conversion of foreign exchange into the currency of a given country;
b) conversion of bank notes into foreign exchange;

¢) remitting bank notes abroad.

6. “a currency is usually called convertible”:

a) only residents of a country can remit their payments abroad;

b) it can be changed into any other currency without any restrictions;

C) non-resident can instruct the bank to convert their earnings into any other currency.

7. “a person domiciled in Britain™:
a) one being on a business trip;

b) one living permanently in;

C) one touring the country.

8. “the proceeds™:

a) money arising from converting one currency into another;
b) earnings from the export of goods;

c) foreign currency held with banks abroad.

9. “except with the consent of the Bank of England”:

a) provided you apply for a permission to the Bank of England;
b) only in case the Bank of England grants a permission;

¢) only if one has an account with the Bank of England.

10. “the latter”:

a) funds arising both from current transactions and financial operations;
b) funds arising from current transactions;

c) funds arising from purely financial operations.

11. “being subject ... to a restriction on convertibility”:
a) being externally convertible;

b) being freely convertible;

c) being under control of exchange regulations.

12. “two-tier markets”:

a) economies which draw distinctions between current transactions and financial
operations as regards exchange regulations;

b) two-storey department stores;

c) economies permitting free money and capital movements.
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Il. Say what is true and what is false. Correct the false sentence.

1. To facilitate foreign exchange dealings single world currency should be created.

2. In the trading of foreign exchange between banks only foreign currency held with
banks abroad is concerned.

3. Foreign bank notes are foreign exchange.

4. The conversion of foreign exchange into bank notes of the given country is nearly
always permitted.

5. The holder of Swiss francs can convert them into other currencies provided he is a
resident of Switzerland.

6. A person domiciled in Britain can as a general rule export capital only with the
consent of the Bank of England.

7. In Belgium funds arising from current transactions are subject to a restriction on
convertibility.

I11. Answer the following questions.

1. What is the basis of foreign exchange dealings?

2. What would a Japanese buyer have to do if he wanted to purchase a machine from
a Swiss exporter?

3. What would happen to foreign exchange dealings if a single world currency were
created?

4. How would you define “foreign currency”?

5. What is the job of a foreign exchange dealer?

6. On what condition do foreign bank notes become foreign exchange?

7. What is a fully convertible currency?

8. What is a partially convertible currency?

9. Give examples of currencies which are fully convertible and partially convertible.

IV. Complete the following sentences in English.

1. If a bank wants to place excess funds in the Eurodollar market ... .
2. Foreign bank notes can become foreign exchange provided ... .

3. A currency is called convertible if ... .

4. Sterling funds are partially convertible because only ... .

5. In Belgium, France and Italy a distinction is drawn between ... .

V. In the sentences of this text every sixth word has been left out. Fill in the word that
fits best.

The Foreign-Exchange market is ... market which has no central ... place, but
operates through the ... offices of the bank concerned ... overseas trade. The main
preoccupation ... the foreign-exchange dealers i1s ... secure supplies of foreign
currency... required ro finance international trade ... price of foreign currencies, like
... prices, is determined by the ... for that currency and the ... of it. The demand for
... currency depends on the demand ... that currency depends on how many ... goods
and services its home ... wish to buy. Capital movements ... also affect the exchange
rate ... making supplies of a currency ... on long-term loans or ... .
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VI. Translate into English.

1. MexnyHapoaHas TOProBis M JIBIKCHHsS KamuTajla SBIAIOTCS OCHOBOM
KOMMEPYECKUX CIeJIOK B MHOCTPAHHOW BaJIIOTE.

2. Pabortoli nuiepa MO HMHOCTPAHHOM BaIIOTE SBJISICTCS MPOBEICHHUE BATIOTHBIX
oreparuii Mexay OaHKaMu.

3. BaHKHOTBI MHOCTPAaHHOr0 OaHKa HE SBJISIOTCS MHOCTPAHHOM BaJIIOTOW B Ooliee
Y3KOM CMBICIIE.

4. B HEKOTOpBIX CTpaHaX HE MO3BOJSETCS KOHBEPTHUPOBATH OAHKHOTHI OaHKa B
MHOCTPAHHYIO BAJIIOTY.

5. Ecniu HeMenkui 3kcroprep uMeer GyHThI CTEPIUHTOB B OpUTAHCKOM OaHKE, OH
MOXXET MPOCTO JaTh pacHopsbKeHHue OaHKy KOHBEPTHPOBaThH (YHTHI B JAPYTYIO
BaJIIOTY.

6. OTU OTIAMYUS MEXAY KOMMEpPYECKMMHU M (DUHAHCOBBIMU OINEpALUSIMH MOXKHO
HaOmoaars B benbrun u @panuuu.

7. UToOBI 00JIETYUTH TIPOIIECC MEXKTIYHAPOIHBIX BATIOTHBIX ONEpanuii, HeOOXOIUMO
CO3/1aTh €IMHYI0 MUPOBYIO BaJIOTY.

8. Uro mpupaercs caenatb SMOHCKOMY OM3HECMEHY, YTOOBI KYMUTh OeNbruiickue
TOBaphbI?

VIl. Make up a dialogue.

1. Discuss the idea of a single world currency.

2. What difficulties will you face if you decide to buy clothes in Italy.

3. Explain your friend difference between fully and partly convertible currency.
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UNIT 4. Banks and the Foreign Exchange Market

Active Vocabulary

arbitrage apOuTpax

assets HUMYIIIECTBO, CPEACTBA, aKTUBBI, KalUTall,
dboHABI

cross rate KpOCC-KypC

foreign exchange market BaJIFOTHBIN PHIHOK

forward rate (dbopBapaHBIN BAIOTHBINA PHIHOK

forward transaction dopBapIHas BaTIOTHAsS CIEIKa

incessantly HEMPEPBIBHO, MOCTOSHHO

inevitably HEN30eKHO

intermediary HOCPEIHUK

market rate HOCPETHUK

spot rate KypCc «cmor», KypCc II0 KacCOBBIM
clesKam

spot transaction ClIeNKa Ha HAJIMYHBIA TOBAP

supply pEUIOKEHHE

Text 1.

Banks and the Foreign Exchange Market

The banks are the natural intermediary between foreign exchange supply and
demand. The main task of a bank’s foreign exchange department is to enable its
commercial or financial customers to convert assets held in one currency into funds
of another currency. This conversion can take the form of a spot transaction or a
forward operation. Banking activities in the foreign exchange field tend inevitably to
establish a uniform price range for a particular currency throughout the financial
centres of the world. If at s given moment the market rate in one centre deviates too
far from the average, a balance will soon be restored by “arbitrage”, which is the
process of taking advantage of price difference in different places. It can be seen that
foreign exchange business acts as a very important regulator in a free monetary
system.

Only the big banks and a number of local banks specializing in this kind of
business have a foreign exchange department with qualified dealers. Banks which
merely carry out their customers’ instructions and do no business on their own
account do not really require the services of a foreign exchange expert. For these it
will be sufficient to have someone with a general knowledge of the subject because
his role in practice will be that of an intermediary between the customer and the bank
professionally in the market.

A foreign exchange dealer acquires his professional skill largely through
experience. Here we should point out how important close cooperation is among a
team of dealers. The group can work together smoothly only if each member is able
to shed his individuality. We must not forget that, almost incessantly, all the dealers
are doing business simultaneously on different telephones and when large
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transactions are completed the rates may change, whereupon the other dealers must
be brought up-to-date immediately. it is essential for a dealer to have the knack of
doing two things as once so that he can do business on the telephone and at the same
time take note of the new prices announced by his colleagues.

Personal foreign exchange dealing requires advanced technical equipment.
Business is done by telephone (with many direct lines to important names) and
teleprinter depending on distance and convenience. Spot and forward Rates of the
most important currencies and money market rates are displayed on a big rate board,
remote-controlled by the chief dealers. Electronic data processing equipment is
employed to keep instantly of the exchange positions and for the administrative
handling of the business done. Cross rates are figured out with the help electronic
table calculators.

Vocabulary exercises

I. Find the proper answer.
1. “to convert to™:

a) to supply;

b) to carry out;

c) to change into.

2. “to establish a uniform price range”:

a) to set the limits within the price varies;
b) to take advantage of price differences;
c) to differentiate prices.

3. “to deviate from the market rate”:

a) to announce new market rates;

b) to turn away from the market rate;

c) to differ from the market rate.

4. “to restore a balance”:

a) to bring back into a former position;
b) to take advantage of price differences;
c) to rebuild the economy.

5. “to do business on your own account’:

a) not to cooperate with a team of dealers;

b) to settle accounts on your own;

c) to do business for one’s own profit or advantage.

6. “dealers must be brought up-to-date™:

a) acquainted with the recent methods of marketing;

b) notified immediately about any changes in market rates;
c) alarmed by any changes in market rates.

7. “to have a knack of doing two things at a time””:
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a) to be able to do things simultaneously;
b) to conduct transaction by telephone or cable;
C) to get in touch with two people at a time.

8. “to keep track of™:

a) to use advanced technical equipment;
C) to keep in touch with;

c) to figure out cross rates.

Il. Say what is true and what is false. Correct the false sentences.

1. One of the main objectives of banking activities in foreign exchange markets is to
prevent too high market rate deviations from the average.

2. The conversion of assets held in one currency into funds of another currency takes
the form of forward transactions.

3. All banks have foreign exchange departments and employ foreign exchange
dealers.

4. If one wants to become a foreign exchange dealer he must be able to do two things
at the same time.

5. If the market rate changes, dealers all over the world must be notified at once.

6. Spot rates of the most important currencies are revealed while forward rates are
kept secret.

I11. Answer the following questions.

1. What is the task of a bank’s foreign exchange department?

2. What types of transactions are concluded at foreign exchange markets?

3. What steps are taken when the market rate of a currency in one foreign exchange
market deviates too rate from the average?

4. What are banking activities in foreign exchange dealings aimed at?

5. Which banks employ foreign exchange dealers?

6. What features of character should a foreign exchange dealer possess?

7. What modern technical devices are foreign exchange markets equipped with? How
are they used?

IV. Show the relationship between pairs of the following sentences by using a
pronoun instead of a noun phrase which is repeated in the second sentence.

Example.

The banks are the natural intermediary between foreign exchange supply and
demand.

The banks enable their commercial or financial customers to convert assets held in
one current into funds of another currency.

The banks are the natural intermediary between foreign exchange supply and
demand. The enable their commercial or financial customers to convert assets held in
one currency into funds of another.

1. Banking activities in the foreign exchange field tend to establish a uniform price
range for particular centres of the world.
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A uniform price range for any currency is achieved by means of arbitrage.

2. Only the big banks have a foreign exchange department with qualified dealers.
Local banks do not usually employ qualified foreign exchange dealers.

3. A foreign exchange dealer acquires his professional skill largely through
experience.

A foreign exchange dealer works in close cooperation with other dealers.

V. Complete the following sentences.

1. Banks specializing in foreign exchange dealings act as an intermediary in the
conversion of ...

2. A balance in market rates at foreign exchange markets may be restored by ...

3. Only the banks dealing in foreign exchange employ ...

4. Transaction in which the amount due is paid on the delivery of goods are called ...
5. Transactions in which the sum due is to be remitted in the agreed period of time
are called ...

6. Electronic data processing equipment facilitates ...

7. Foreign exchange supply and demand dictate ...

8. Arbitrage in foreign exchange dealings take advantage of ...

VI. Translate into English.

1. baHkM SBISIFOTCSA IOCPEIHUKAMU MEXKIYy 3aracaMd HWHOCTPAHHOW BaJIOTHI M
CIIPOCOM Ha He€.

2. busHec B 00JaCTM MHOCTPAHHOM BaJIOTHI SIBJISIETCS OYEHb BAXXHBIM PETYJISITOPOM
JEHE)KHOM CUCTEMBI.

3. Bol Bcerga MoxeTe BOCIIONB30BATHCS yCIyraMu KBaTU(UIIMPOBAHHBIX JUIEPOB B
OTJICIICHUSX MHOCTPAHHOU BATIOTHI B KPYITHBIX OaHKaX.

4. Heobxomumo, 4ToOBI AWiIep MMEN OOraThlil OMBIT B CBOEH 00JAacTH, TaK Kak OH
BBICTYIIAET MOCPETHUKOM MEKIY KIMECHTOM U ((MHAHCOBBIM PBIHKOM.

5. Kpome Toro, auiep MOXKeT paboTaTh OJHOBPEMEHHO HAa HECKOJIBKUX Tene]oHax,
9YTOOBI BCET/Ia TIONy4aTh HOBYIO HMH(OPMAIUIO O CleNKaXx.

6. bonpmuMm dKpaHOM, HAa KOTOPOM TMOSBIISIFOTCS KYypChl BAJIFOTHOTO PBIHKA,
YOPABJISIFOT JUCTAHIIMOHHO.

7. Camoe HOBOE 3JIEKTPOHHOE 000PYI0BAHKUE UCTIONB3YETCS ISl aIMUHUCTPATUBHOTO
YIPABJICHUS CICTKAMM.

VII. Make up dialogues.

1. Talk about traits of character a good broker should have.
2. Explain how the exchange market works.

3. Speak about role of banks in a foreign exchange market.
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UNIT 5. The Global Money Market

Active Vocabulary

balance of payments IJIATE)KHBIN OallaHc
conversion value KOHBEPCHOHHAs! CTOUMOCTD
devalue, devaluate JICBAJIbBUPOBATh
explode (v) B3pPHIBATh
fix (V) yCTaHABJIUBATh, PUKCUPOBATH
float of currency (v) 1) BBOAMTH ILIABAIOIINIA KYPC;
2) pa3MeniaTh BAIIOTY
fluctuation KoJIeOaHus Kypca
outstanding 1) BBITTyIIIEHHBIN B OOpaIieHNH;
2) HEeNPEIbSBICHHBIN K TUIATEKY
parity MapUTET, PABEHCTBO
profit margin pa3mep mpuoObLIH
rate speed IPOIIEHT Pa3HUIBI MEKIY [IEHAMH
revert to (V) BO3BPAIATHCS B MPEKHEE TIOJTOKCHHE
exchange rate OOMEHHBIN KypC
Text 1.

The Global Money Market

Foreign exchange trading in Britain is centered wholly in London. The London
foreign exchange market is a telephonic market consisting of 3 groups: authorized
banks, 11 foreign exchange brokers and the Bank of England. British operations are
to some degree over-seen and controlled by the Bank of England, which limits
outstanding positions and calls regular returns. Sterling is thereby protected against
undesirable speculations. This control has never prevented the involvement in world
money operations necessary to strengthen the commercial base, and in fact it has
provided protection against the vicious losses reported by some banks overseas
during the past few years.

Continuous contact between dealers in banks in many cities around the world is,
In essence, the international market. They fix the international conversion value of
one currency against another and conflicting operations are swiftly ironed out by the
movement of funds. At any one moment of time, the value of sterling against the
American dollar is the same, whether you deal in London, Germany, Tokyo or San
Francisco.

The major controlling factors that affect exchange rates are speculation, interest
rates and the balance of payments. In the past, speculation against the dollars and the
consequent purchase of other currencies. Interest rates dictate the flow of money from
one foreign centre to another money markets plus window dressing operations at the
ends of month, quarters and the year, react on money flows. So the impact of a
balance of payments surplus or deficit is quite apparent. It follows that the currency
of a country with a constant surplus will always be in demand. But other things quite
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apart from financial factors affect the foreign exchange market. Political events can
move the market quite significantly.

At one point exchange rates were controlled and monitored by the central banks
under the Bretton Woods Agreement. This affected member countries of the
International Monetary Fund, which meant simply that all such countries would have
a parity for their currency against the American dollar, itself tied to gold, and their
currency would be protected against the dollar to a maximum spread of % per cent
either side of this parity. All commercial companies working on a wider commercial
profit margin could rely on the rate movement staying within agreed boundaries.

Vocabulary Exercises

I. Using the words in brackets as a guide, explain the meaning of the following terms
and phrases.

1. Speculation (profiting from, buying, selling, fluctuating prices, in the hope of).

2. Balance of payments (all economic transactions, a systematic record of, completed,
resident).

3. Exchange rate (in different countries, the relation, used, between the money, in
value).

4. Balance of payments surplus (merchandise, services, foreign sales of, the total
receipts from, higher than).

5. Balance of payments deficit (purchased abroad, merchandise and services, the total
payments for, higher than).

6. Parity (equality of, between two convertible currencies, at a legally fixed ratio,
purchasing power, at par).

7. Revaluation ('a new value to, to give, currency).

8. Devaluation ('in a crisis, a currency, the legal value of, to lower).

9. Floating currency (not fixed, the rate of exchange).

10. Spread (to differ, put and call price, in which, an option).

I1. Choose the correct word or phrase in brackets that would best substitute for the
word or phrase in bold print in the following sentences.

1. The Bank of England limits outstanding positions at the London Foreign
Exchange.

(unpaid, easily noticed, well-known)

2. This control has never prevented the involvement in world money operations.
(support, participation, spontaneity)

3. They fix the international conversion value of one currency against another.

(put in order, justify, settle)

4. The factors that affect exchange rates mostly are speculation, interest rates and the
balance of payments.

(cause a change of, increase, decrease)

5. The Bank of England will promote a protection to hold the pound within the
agreed rate spread.

(keep a promise, announce, give support to)

6. British export proceeds were invariably received in sterling.
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(debts, earnings, credits)

(usually, rarely, frequently)

7. The devaluation of sterling accentuated the switch away from the pound.
(selling, buying, a move from)

8. After sterling had been devalued, rates of exchange were relatively stable.
(changeable, unchangeable, flexible)

9. During that period the pound rose against the dollar.

(in value increased, stayed at the same level, fell)

10. The EEC is bent on removing fluctuations between their own currencies.
(opposed to, indifferent to, determined to)

I11. Say what is true and what is false. Correct the false sentence.

1. British operations at foreign exchange markets are free of any control.

2. The global money market means continuous contact between dealers in banks all
over the world.

3. The value of sterling against the American dollar is higher if you deal in London.
4. The balance of payment surplus or deficit has no affect upon exchange rates.

5. Interest rates dictate the flow of money from one foreign centre to another.

6. The currency of a country with a constant deficit is rarely in demand.

7. Political events have little significance for foreign exchange markets.

IV. Using information from the text, write a short summary.

V. In the sentences of the text every seventh word has been left out. Write in the word
that fits best.
The international Monetary Fund was set ... by the Bretton Woods Agreement of ...
The Fund was established to encourage ... cooperation in the monetary field and ...
removal of foreign exchange restrictions, to ... exchange rates and to facilitate a ...
payments system between member countries ... required to observe an exchange rate
.. in which should be confined to ... per cent of its par value ... member war
required to consult with ... IMF before devaluing or revaluing its ... . Members in
deficit were obliged by ... terms of the agreement to consult ... the IMF on the
procedures being ... to improve their balance of payments ... was agreed that it was
essential ... hold discussions to consider the reform ... the international monetary
system over ... long term.

V1. Translate into English.

1. JIoH#OH sIBAsi€TCA LIEHTPOM MEXIYHAPOAHON BAaTIOTHOW TOPTOBIH B bpuTanuu.

2. bpuraHnckue onepanuu KOHTponupytorca bankom AHriauu, Takum oOpa3oM, QyHT
CTEPJIMHIA 3ALIHUILIEH OT HEXKENaTeJIbHBIX CHIEIIOK.

3. MexayHapoaHbIi PBIHOK TMPEJCTaBISIET COOON TOCTOSHHYIO CBSI3b MEXIY
AuiiepaMy B 0aHKaX MHOTHX TOPO/IOB [0 BCEMY MHpY.

4. BantoTa CTpaHbl C MOCTOSTHHBIM M30BITKOM BCErJja OYAEeT MOJIb30BAThCS CIIPOCOM.
5. Bce koMMepyeckrue KOMIIAaHUN MOTYT PACCUMTBHIBATh HA IBMKEHUE IIEH HA BAJIIOTY
B COIVIACOBAHHBIX MpEIEIIax.
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6. [IporienTHas cTaBKa OMpeEAeseT MOTOK JEeHEr U3 OJIHON0 MHOCTPAHHOI'O IIEHTPa B

OPYroM NEHEKHBIN PBIHOK.

7. [lonutrueckue cOOBITUS OYEHb CHIIBHO BIUSIOT Ha KypC Ha BAaJIOTHOM PBIHKE.
8. B ciyyae ckopoil JeBajbBalluu TPUBHBI, JIIOAW HAYHYT B CICIIKE OOMEHHBATH

I'PUBHBI Ha JOJIJIAPBI.

VII. Make up a dialogue.

1. Discuss the foreign exchange trade centre in Britain.
2. Talk about controlling factors that effect exchange rates.
3. Ask your friend to tell you a general information about Global Money Market.

UNIT 6. Covering Clients in an Exchange Contract

Active Vocabulary

be entitled to (V)
capital goods
commitment
contractual

cover (V)

enter into a contract (V)
entrepreneur

exchange control

firm

forward exchange cover

liquidate (v)
option
penalty
playground
rule (v)

rule out (V)
ruling

thin market
undervalue (V)
whereby

Text 1.

UMETH MPABO
CpeACTBa MPOU3BOACTBA
00s13aTenbCTBA
KOHTPAKTHBIN

ITOKPbIBATD, 066CH€1H/IBaTB, CTpaxoBaTb

3aKJIF0YaTh KOHTPAKT
MpEAPUHUMATEI
BAJIFOTHBIA KOHTPOJIb

bupma

(GopBapaHOE  TOKpPBITHE

PBIHKA

JJUKBUAWPOBATD, ITOTalllaTh

OIIIKMOH

mrpad
IO /IKa

IMIOCTAaBJIATb, YCTAHABJINBATDH

UCKJIFOYaTh
TCOCIIOJICTBYIOIIA I
BSUIBIN, Y3KUM PBIHOK
HEJI0OLICHUBATD
MIOCPEJICTBOM YET0-JIN00

Covering Clients in an Exchange Contract

The Euri-market now has become an entrepreneurial playground. Weak
currencies have been borrowed by speculators, then liquidated through the exchange
markets for a strong currency on a scale that has inevitably caused a dramatic
downturn in the rates. For instance, sterling sold against an undervalued dollar
created a pressure on the London Market. The dealers were unable, by exchange
control ruling, to hold the resultant shortage of dollars. They were then driven to

BaJIKOTHOI'O
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repurchase them on a thin market. Such an accumulation to pressure through a
number of London banks led to a double counting of turnover, which in turn
accelerated the rate movement against the pound. So, in a floating exchange system,
the quoted rates do not necessarily reflect economic values. This is where the
speculator steps in.

The most important defence against speculation is the Forward Exchange
Contract — a legally binding contract between the bank and its customer. The
agreement is that one currency will be exchanged for another at some future date the
exchange rate being agreed at the time of the contract. Once a contract is entered into,
it does not matter how much the rate of exchange varies between the time of entering
the contract and its maturity. The customer has fixed the rate. A forward exchange
contract may be for a fixed date or within option to deliver or take delivery within an
agreed period. Unlike a stock exchange option, where the facility to deal or not at the
price any time during the period exist, the option period of a forward exchange
contract concerns only the timing of the delivery for the exchange or currencies, the
customer having already dealt at a fixed rate.

Forward exchange contracts are subject to relatively uncomplicated exchange
control regulations. The first and most important requirement is that a forward
exchange contract can only be entered into when there is a firm commercial
contractual commitment expressed and payable (or receivable) in a foreign currency.
This requirement therefore rules out any exchange or gold clauses which may be
incorporated into a commercial contract whereby sterling is to be paid away at some
future date, the amount of sterling to be paid out depending upon the rate of exchange
ruling on that day. For example, a customer may be importing from Germany and has
agreed that he will pay in sterling, but that the actual; amount of sterling to be paid
will be dependent upon the rate ruling for Deutschmarks against sterling on the date
of payment. No forward exchange contract may be entered into for this type of
transaction and there is no way on which the banks can protect their customers
against fluctuations in the rate of exchange.

Forward exchange cover must be in the currency of the commercial contract, i.e.
if the payment is to be in dollars the customer is not permitted to purchase a stronger
currency with a view to converting at a profit into dollars on maturity of the contract.

Let us look at one or two practical examples. A customer is importing
machinery from West Germany. He signs a contract that he will receive two
machines per month, delivery starting in six month time and finishing in one year’s
time. He is quite entitled therefore to enter into a forward contract whereby he buys
forward Deutschmarks for these machines for the various periods he requires, namely
from six months up to twelve months. In addition, if he so wished he can go further
as he is allowed by Exchange Control Regulations up to six months after the date of
importation. All he has to do is to produce to his bank documentary evidence that he
Is importing these goods. In other words that there is a firm commercial contract; that
the amounts to be paid out is expressed in Deutschmarks and the bank will then
provide him with the forward cover.

Another customer may be exporting capital goods. He enters into his contract
whereby he is going to export goods and will receive x amount of American dollars.
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The goods will not be exported perhaps for another twelve months, and he is giving
credit to his buyer for a further six months. Therefore he may arrange now to sell to
his bank dollars delivery eighteen months forward.

It is important to note that whether the customer is buying or selling a foreign
currency in the forward market, there must be some documentary evidence that all
foreign currency is to be paid or received. There are very heavy penalties for anyone
who tries to speculate.

Vocabulary Exercises

I. Choose the word or phrase in brackets that would best substitute for the word or
phrase in bold print in the following sentences.

1. Weak currencies are liquidated through the exchange market for a strong currency
by speculators.

(compensated, cleared, honoured)

2. In a floating exchange system the quoted rates do not reflect economic values.
(fixed, varied, unstable)

(are not related to, do not influence, do not refer to)

3. A forward exchange contract may be with an option to deliver within an agreed
period.

(condition, choice, requirement)

4. A forward exchange contract can only be entered into when there is a firm
commercial contractual commitment expressed and payable in a foreign currency.
(cancelled, endorsed, signed)

(strong, fixed, rigid)

(promise, desire, pressure)

5. The actual amount of sterling to be paid will be dependent upon the rate ruling for
Deutschmarks against sterling on that day.

(present, real, true)

(fixed, obligatory, confirmed)

6. The amount to be paid out is expressed in Deutschmarks and the bank will
provide him with the forward cover.

(sum, debt, rate)

(added, stated, multiplied)

(deal with, acquaint with, supply with)

7. In the forward market there must be some documentary evidence that all foreign
currency is to be paid ot received.

(letter, signature, proof)

8. There are heavy penalties for anyone who tries to speculate.

(punishment, consequences, condemnation)

(do business, make bets, play the market)

I1. Choose the correct answer.
1. Sales of weak currencies through the exchange markets on a large scale:
a) help stabilize the economy of the countries concerned;
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b) cause a dramatic fall in their rates of exchange.

2. Under the forward exchange contract the exchange rate:
a) is agreed upon at the time of contract;
b) is fixed at its maturity.

3. The option period of a forward exchange contract:
a) creates the facility to deal or not at the price any time during the agreed period;
b) concerns only the time of the delivery for the exchange of currencies.

4. In the forward exchange contract the amount of currency to be paid out:

a) does not depend upon the rate of exchange ruling on the day of signing the
contract;

b) depends upon the rate of exchange ruling on the day of singing the contract.

5. As forward exchange cover must be in the currency of the commercial paper, the
customer:

a) is not allowed to purchase a stronger currency and convert it at profit;

b) is not forbidden to purchase a stronger currency and convert it at profit.

6. To obtain the forward cover from the bank the customer:
a) has to produce to this bank documentary evidence that he is importing these goods;
b) need not prove that he has a firm commercial contract.

7. There are very heavy penalties for anyone:

a) who deals in the forward market;

b) who buys a foreign currency in the forward market without firm contractual
commitment.

I11. Say what is true and what is false. Correct the false sentences.

1. Accumulated pressure upon a currency at the exchange markets accelerates its
devaluation.

2. In a floating exchange system the rates of exchange reflect economic values.

3. It does not matter how much the rate of exchange varies between the time of
entering the forward exchange contract and its maturity.

4. A stock exchange option concerns among others the timing of the delivery for the
exchange of currencies.

5. The requirement concerning a firm commercial contractual commitment does not
exclude the possibility of incorporation an exchange or gold clause into a forward
exchange contract.

6. Under the forward exchange contract an exporter may sell to his bank the currency
in question delivery within the agreed period of time.

IV. Answer the questions.
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1. What does the sale of weak currencies for a strong currency at the exchange
market lead to?

2. What was the standing of the sterling at the exchange markets in the early
seventies?

3. What does the speculator at exchange markets take advantage of?

4. How can a businessman protect himself against losses resulting from rate
fluctuations?

5. What is the essence of a forward exchange agreement?

6. In what does a stock exchange option differ from the option of a forward exchange
contract?

7. What requirements are forward exchange contracts subject to?

8. What types of transaction may not be entered under the forward exchange cover?
9. What does it mean that forward exchange cover must be in the currency of the
commercial paper?

10. What document must an importer present to its bank if he wants to buy a currency
forward?

11. What arrangements may an exporter make with his bank when he enters a
forward exchange contract?

12. How are dealings in the forward market protected against speculations?

V. Translate into English.

1. CoTpyaaudasi co CIIeKyIsTHTaMH, BBI TIOJIBEPTacTe CBOU BKJIQ/IBI OOJIBIIIOMY PHCKY.

2. Hanbonee rppekTuBHOMN 3aIIMTON OT CIEKYJISTHTOB SIBJISIETCSI KOHTPAKT, KOTOPBIN
3aKITFOYACTCS] MEXKTYy OAHKOM M KITMEHTOM.

3. Ecnu  mpennmpuHuMaTrenh XOo4yeT UMIIOPTUPOBATh ToBaphl w3 lepmanuu u
JoroBapuBaeTcss 00 oriaTe (yHTaMH CTEPJIMHTOB, CyMMa KOTOPYIO OH JIOJDKEH
BHECTH 3aBUCHUT OT Kypca (yHTa CTEPIUHIOB B HEMEIIKOM OaHKe.

4. Buepa s moamucand KOHTPAakT ¢ OaHKOM M TENepb MOTY HE OECIOKOUTBCS O
0€30MacCHOCTH CBOMX CJIETIOK.

5. ToBapsl, KOTOpBIE 51 OIUIATHII Yepe3 UTATbSIHCKUN OaHK, OyAyT OTIpaBiIEHb MHE
TOJIBKO Yepe3 MECSIII.

6. Ecntu on Oymer y4yacTBOBaTh B CIEKYJANMSIX, TO PUCKYET MOJYYHUTHh KPYITHBIN
mrpad.

7. BamoTHBIN KOHTPOJIb SBJISIETCS HEOOXOIUMBIM, TaK KaK TIOMOTAET JIepKaTh Kypc B
npenenax HOpMbI.

8. Henmb3s HeoOllEHUBATh CIIEKYJISTHTOB, JIO0O0W HEOCTOPOXKHBIN MpEANPHHUMATETb
MOJKET CTaTh UX KEPTBOM.

V1. Make up a dialogue.

1. Discuss the risk that the businessmen face in a foreign exchange market.

2. Speak about the speculators and explain how they work.

3. Talk about contract between the customer and the bank. Is it really necessary?
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3aka3 Ne oT Tupax 9K3.
N3n-Bo Cesl'Y



