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CHAIRMAN'S REPORT

A year ago, the Federal Reserve Bank of New York announced
that, in response to urging of bankers in the U.S. foreign exchange
community, it would sponsor the establishment of a Foreign
Exchange Committee. This Committee was designed to be an
informal body, representative of all institutions participating in the
market, which could serve both to improve communication with the
Federal Reserve and help to resoive a variety of foreign exchange
market problems.

The establishment of such a group. coming after & year and a half
of study and preparation, was well reteived in the market. it was
viewed as promising to be beneficial to the market as a whole as
well a8 constructive towards dealing with market-related issues.

To some axtent, this first year was one in which the Commiitee
worked out its specific procedures and established working
relationships with the other institutions that take an interest in the
foreign exchange and intemnational mongy markets.

But more importantly, the Committes, by dealing with a number
of important substantive issues, also proved its value for discussing
technical questions and for serving as & channel of communication
between the market on the one hand end the Federal Reserve and
other official institutions on the other.

A Continuing Concem

Of the issues the Committee considared this year, one smerged
8s a matter of continuing concem. That was the growing number
snd increasing cost of errors that arise from misunderstandings
among market participants over the particulars of transactions they
undertake.

In this connection the Committee gave considerable thought to
the confirmation process. t made a recommandation in January
1979 reaffiming that, for transactions sffected between two
resident banks, the contracting parties have 8 mutuat obligation to
confirm. It also recommended that telephone confirmation of spot
transactions be completed the day of the transaction. There was
considerable sympathy within the Committee towards developing a
standard formet for confimations #s well as reinforcing the
obligations of banks to verify iIncoming confirmations and to identify
any discrepancies in a timely manner.

Refiecting in part its concern about this matter, the Committee
welcomed the opportunity to comment on drafts circulated by the
Federal Financial Institutions Examination Council and the Inter-
nationa! Chamber of Commerce proposing general guidelines or
standards to be appled to foreign exchange contracts and
confirmation procedures. It also began to explore the feasibility of
-meeting the dasire for standardization, at least here in the United
States. through 8 computerized on-line confirmation system.

In the report that follows the work of the Committee this year is
described in some detail. As its first Chairman, | want to thank aft of
you in the market who have expressed an interest in the Committee’s
work.

The success of this body continues to depend on its ability to be
representative of all institutions participating in the market and to
draw on a broad range of market interests and expertise.

| hope, therefore, that all market participants will continue to
contact the Committes whenever you have something you would
wish it to discuss or consider. In addition, | would like to urge you to
keep us informed of any changes of the senior official with direct
management responsibility for forelgn exchange and international
funding operations to whom we would address further communica-
tions conceming the work of the Committes.

/4

David E. Boc’!ner
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COMMITTEE DELIBERATIONS ON MATTERS OF MARKET PRACTICE '

The first issue of market practice considered by the Committee
came as a request from a msmber to discuss the appropriate
distribution of responsibility—as between banks and brokers—ior
confirming foreign exchange transactions with counterparties in the
United States. The Committee felt that this matter was important
because of the increasing numbar of costly errors arising out of
misunderstandings among market participants. it therefore sought
10 address the issue expeditiously.

Responsibility For Confirmation

During the discussion severel members strongly expressed the
view that the conventional market prectice remained appropriate for
transactions between resident banks: namely, that both contracting
parties have a mutual obligation to confirm, and that telephone
confirmation of spot transactions should be completed the day of
the transaction.

it was felt that the responsibility for confirmation rests with the
banks, even though brokers currently confirm international trans-
actions done through them.

Brokers Role In Confirmation

The brokers acknowledged 1hat. because the European close
1akes place early in the New York trading session, they have 8 hours
{between 12 noon and 8 p.m.)to process the work. The brokers do
not see, for the foreseeable future, that technology will bs available
to permit them to provide the banks they service with full
instructions on all transactions done during the New York trading
session in a sufficiently timely manner to be responsible for the
confirmation of all deals. They racognize, however, that they have
“third-party” responsibility to verify the trade when there is a
potential dispute over a particular transaction. The brokers are
willing to contact either or both parties in that case, as long as they
are made explicitly awere that the two parties are having difficulty
confirming the transaction. After discussion, the Committee decided
to have 8 recommendation 10 this effect drafted for publication.

Quoting The Canadian Dollar

The Committee also discussed the procedure for quoting the
Canadian dollar in this market. Although the method of quoting
continental Europear. curmrencies in the interbank market had
changed by September 1, 1978 to express the number of units of
foreign currency per United States dollar, the Canadian dollar for a
time continued to be axpressed in units of the United States doliar
exchanged against one Canadian dollar. This procedure differed
from that in Canada and, since the two North American foreign
exchange markets are closely linked, some market participants were
leaning towards adopting “Canadian terms”,

The Committee felt it was important to have a uniform manner of
dealing 80 &s to avoid confusion and misunderstanding. Al the
request of the Committee, one member discussed with the
Chartered banks in Canada their preference. These efforts may heve
provided an impetus to changing the method of quoting to
Canadian terms which in the event proceeded smoothly and quickly
throughout the market soon after these discussions took place.

Two-Way Speakerphones

A third question to be raised in the Committee concerned the
practice of having open two-way speakerphones between banks and
brokers. A number of Committee members pointed to the benefits
that speakerphones provide in transmitting bid-offer quotations
quickly to many banks.

At the same time, there was considerable concem about the need
to maintain confidentiality of operations of banks, within their own .
trading rooms and with their customers. In the end the Committee
concluded that it believed continuously open speakerphones at
efther the banks’ or brokers’ end to be inappropriate and that both
ends should, as & mirimum, be controlled by the use of press-to-
talk-buttons. .
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THE COMMITTEE'S ADVISORY ROLE TO THE FEDERAI.: RESERVE BANK OF NEW YORK
AND OTHER OFFICIAL INSTITUTIONS '

Neverthaless, the Committee believed that the overall effort
represented by the ICC proposal was constructive. Consequently,
the Committee made a number of suggestions for specific changes
in the draft that have for the most part been incorporated in the
cumrent ICC proposal.

d, the Committee was asked for its comments and
‘suggestions on a proposed Statement of Minimum Standards for

In several ways the Committee served as a channel of information Documentation, Accounting, and Auditing of Foreign ‘Exchange
between the market and the Federa! Flaserve as well as other official and Money Market Operations of Commercial Banks, prepared by
institutions in the United States and abroad. On a numbar of the newly created Federal Financial Institutions Exarmnanon Council
occasions Committee.meetings provided an opportunity for mem- {FFIEC).
bers of the market to give their views of current developments in the
exchange markets and possible policy options avallable to the in reviewing this document before it was published in the Federal
United States. Outside of meetings. individual members of the Register. the Committes urged that the statement be modified to set
Committee also took it upon themselves to alert the Federal Reserve forward general principles for documentation. sccounting, and
Bank of New York to significant miarket developments as they auditing procedures, while allowing greater flexibility with respect
occurred. to minimum standards in order to accommodate the variety of

control systems curently in place in Wd banks. /

in addition, the Committee provided comments on issues Lpon MW e

which the Feders! Reserve or other official agencies sought Tho Role of Standards

technical advice. The Committee was particularly useful in pro- Pab W bt
viding technica! advice in connection with two efforts to devise both of these instances, the Commitee recognized the
standards for the foreign exchange trading community. complexities of establishing a set of standards to cover & wide
variety of institutions operating often across different legal jurisdic-
Providing Technica! Advice tions. At the same time, it felt there was merit in making the effort to
. outfine standards and practices which markst participants might be
- First, the Committee was asked to comment in March on an able to accept.
- intemational Chamber of Commerce (ICC) proposal for rules to be
applied to foreign exchange contracts. The request came through it also recognized the need for standards to ensure sound banking
H. David Willey, Vice President of the Federal Reserve Bank of New practices and the desire, on the part of the supervising agencies. to
York, who participated in the ICC's drafting group in his capacity as a have a common ground for bank examination of foreign exchange
member of the Committee on Banking Regulation and Supervisory operations. inasmuch as these efforts were underway. the Commit-
Practices, set up by the central banks of the Group of Ten Countries. tee welcomed the opportunity to be-able to make & contribution
Several members of the Committes expressed doubt that the ICC based on its members practical market experience and continues to
would be able to sstablish an effective set of niles relating to work with the regulatory authorities in developing these standards.

insolvency in view of the variety of legal approaches that exist in
different countries.

Wk acliow fatece




THE COMMITTEE'S RELATIONSHIPS WITH OTHER ORGANIZATIONS

The Foreign Exchange Committes fills a unique role among the
organizations that ere concerned with the foreign exchange area. t
brings together institutions that participate in the foreign exchange
and intemational money markets, unlike the Forex Assoc.ation of
North America (FANA} which is an organization of individuals. it
focuses on technical or practical matters of concem to the
marketplace and has not engaged in educational programs or public
relations efforts such as those organized by the various bankers’
associations. Even so, from time to time the Committee recognizes
that issues it may choose to consider might also fall within the
jurisdiction of one or several other groups.

it was clear from the outset that matters of market practice would
often be of interest to both the Committee and the FANA. For this
reason, the President of FANA serves as an obsaerver at Committee
mestings. When the question zbout confirmations arose, the
Committee decided to seek the advice and recommendations of the
FANA Market Practices Committes before discussing the issue
itself. The FANA made 8 comprehensive recommendation for

standardizing the confirmation process, which was of use to the
Committes in its deliberations. The Committee did not comment on
ell ofthe FANA recommendations but found the effort to identify the
problems surrounding the confirmation process quite useful.

The Committes also established and maintained gontact with
members end staff of the Intemational Division of the American
Bankers’ Association and the Committee on Funding and Foreign
Exchange of the Bankers’ Association of Foreign Trade. Through
these contacts the Committee kept abreast of the work of the other
groups, thereby reducing the scope for unnecessary duplication of
effort and defining more precisely the role the Committee could play
on issues of mutual interest.

PROCEDURAL MATTERS OF THE FOREIGN EXCHANGE COMMITTEE

Meetings of the Committee wers held, usually on the first Friday
of each sltemate month, as prcvided in the proposal for the
establishment of the Committee. For the time being, this schedule
was adequate 10 deal with the iterns on the Committee’s agenda.

Under the supervision of the Cornmittee’s Secrstary, Margaret L.
Greene, Vice President of the Fedaral Reserve Bank of New York.
procedures were developed for circulating Committee documents
to more than 200 institutions participating in the market.

Two recommendations were issued during the yesar. in making
these recommendations, the Commities attempted to state its
understanding or opinion about appropriate market procedures.

The Committee does not attemyit 1o write rules and regulations
and recognizes that the force of its racommendations rests solsly on
its ability to engender respect in the market for its views.

MEETINGS OF THE FOREIGN
EXCHANGE COMMITTEE
IN 1978-1878

r

Novernber 3, 1978
January 5, 1979
March 2, 1979
May 1, 1979
July 13, 1979
Seprember 14, 1979
November 2, 1979
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: RECOMMENDATIONS
ISSUED IN 1979 ,

Confirmation of
Foreign Exchange
Jransactions

Issued January 5. 1979

in view of some of the recent changes in practices in the foreign
exchange market, a question has ariten as to the responsibility of
banks and of brokers for confirming foreign exchange transactions
effected between two resident banks. This matter has been under
study for some time by various groups. But because of many costly
errors that have arisen out of misunderstandings on this issue, the
members of the Foreign Exchange Committee fett it appropriate to
make some early recommendations.

Specifically, the Foreign Exchange Committee unanimously
concluded that there is no reasan to change the existing practice
whereby each of the two contracting parties to the transaction has
an equal responsibility to confirm. On spot transactions telephone
confirmation is expected to be completed on the day of the
transaction. Many members of the Committee folt that this
procedure is appropriate for all transactions and urged market
participants to consider adopting it whenever feasible.

The Committee stressed the responsibiiity of banks to confirm
foreign exchange transactions in a timely manner. Nevertheless the
Committee is aware that occasionally banks may experience
unavoidable processing delays. Under thess circumstances the
bank thst is prepared to confirm may ask the broker that served as
intermediary to contact the counterparty bank to verify the details of
the transaction. /n so doing. the bank shoufd explicitly inform the
broker of its inability to receive confimnation from the cther
contracting party. in this case the broker, as in all other
communications with his principats, gssumes responsibility for the
accuracy of the information he transmits.

h Bank-To-Broker
Communication

Issued Septemnber 14, 1879

Questions have been raised about the practice of having open
speakerphones between banks and brokers. In the interest of
maintaining a high level ot professionalism and integrity among
market participants, the Foreign Exchange Committee recommends
against the use of completely open mvo-way phone lines between
banks and brokers. This recommendation is based on the need to
maintain the confidentiality of operations of the banks, within their
own trading rooms and with their customers.

The Committee recognizes that the brokers’ use of speakerphones
permits bid-offer quotations to be transmitted rapidly to many banks
and does not criticize the use of speakerphones per se. However,
the Committee recommends against traders speaking to brokers
through speakerphones over lines which would normally be left
open. AL the least. banks’ phones to brokers should be equipped
with a press-to-tak button 50 that conversations within one bank’s
trading room cannot inadvertently be transmitted to a broker's
office. and possibly through the broker’s speakerphone into trading
rooms in-other banks. The Committee also expects that brokers will
safeguard against the likelihood that conversations between a bank
and 8 broker are inadvertently transmitted to & third party. In this
regard the Committee recommends that brokers’ lines to banks
should similarly not be left open. '

in summary, the Committee believes that continuously open
sperkerphones at either the banks’ or brokers’ end are inappropriate
and that both should be controlled by the use of press-to-taik
buttons.




SELECTED OTHER DOCUMENTS
OF THE COMMITTEE

Coriclusion of Feasibility Study to Establish Foreign Exchange Committee .
June 1878

ft was generally agreed that eny new forum for discussing matters
of mutual concem In the foraign exchenge market (snd where
sppropriate off-shore deposit markets) should be organized as an
independent body under the sponsorship of the Federal Reserve
Bank of New York. Such a Committee should:

1.  be representative of institutions participating in the
market rather than individuals;

2.  be composed of individuals with a broad knowledge of
the foreign exchange markets and in a position to
spesk for their respective institutions;

3. have sufficient stature in the market to engender
respect for its views. even though the Committee
would have no enforcement authority;

4. be constituted in such a8 manner as to ensure at all
times fair presentation and consideration of all points of
view and interests in the market, and

6. notwithstanding the need for representation of all
interests, be small enough to deal effectively with
issues that come bafore this group.

The objectives of the Committes would be:
To provide & forum for discussing technical issues in the
foreign exchange market. s well as the related intemational
money markets.

To serve as a channel of infarmation between the market and
the Federal Reserve and, possibly, other official institutions
within the United States and abroad.

it is understood that the Committee would seek to work
closely with the FOREX Associstion of North America (FANA)

The Committes may consider the possibility of formulating
recommendations for uniform terminology and technical
standards for use in the foreign exchange market. i will not
concern itself with the evaluation of individual market
participants, nor will it attempt to set requirements, qualifica-
tions or terms for participation in the market.

The Committes

in response to the results of the feasibility study. the Federal
Reserve Bank of New York agreed to sponsor the establishment of &
Foreign Exchange Committee. it was agreed that:

1.  The Committee should consist of no more than 14
members and an equal number of alternites. In
addition, the President of FANA would be invited to

participate.

2. institutions participating in the Committes should be
chosen in consideration of their participation in the
exchange market here as well as of the size and general
importance of the institution. Selection of perticipants
should remain flexible to reflect changes as they occur
in the foreign exchange market,

3. Responsibility for choosing member institutions snd
altemnates rests with the Federal Reserve Bank of New
York. The Federal Reserve may solicit the advice of
current Committee memblets.

4, Innmially, the terms of half of the members will be for two
years and half for three. Thereafter, to provide for
maximum participation in the Committee by institu-
tions eligible for membership. the tarm of membership
would bs two years. it i$ envisaged that, at the
expiration of each member’s term, the alternate would
succeed to full membership.

The composition of the Committee should be as follows:

B-6 east coast banks (possibly including one New York
Edge Act corporation)

2-3 regional banks
2-3 f{oreign banks

1-2 brokers {preferably to represent both foreign exchange
and Euro-depositors) ~

the president of the FOREX Association of North
America .

the Federal Reserve Bank of New York

i

Committes Procedures

At the outset, there would be a meeting of the Committee—with
8 specified agenda of items—at least every altemate month
{January, March, May, July, September, November). The format of
the discussion, however, would be informal.

in the event that 8 member is unable to attend a meeting, his
altemate may attend.

Any recommendation the Committee wishes to make on ftems
coming to its attention can be discussed and decided upon only at
its mestings. Any such recommendation would be distributed not
only to member institutions and their altemates, but to every senior
officer in charge of the international money desks of every partici-
pating institution in the United States.




The Committee may designate ad hoc working groups to focus
on specific Issues,

Depending on the agenda of items to be discussed, the
Committee may choose to invite other institutions to participate in
its discussions and deliberations.

Summaries of discussions at each meeting would be prepared
and distributed to market participants generally by the Federal
Reserve Bank of New York on behalf of the Committee.

Meetings of the Committee would bi held at the Federal Reserve
Bank of New York.

In addition to the meetings provided for above. 8 meeting of the
Committee may be requested at any time by two or more membears.

New York Fed Forms Forsign Exchange Committee

To Represent Market Farticipants In U.S.
Press Release Novernber 2, 1978

NEW YORK~The Federal Reserve Bank of New York has formed
arepresentative foreign exchange committee of market participants
in the United States, Paul A. Volcker, president of the New York Fed,
said Thursday.

The objsctive of the group, formed after extensive discussions
with participants in the market, is 10 provide a forum for informal
discussion of technical lssues in the foreign exchange markets and
to serve as a channel of information from the market to the Fecleral
Reserve and through the Federal Reserve to other official institu-
tions in the U.S. and abroad, Mr. Voicker said.

Monthly meetings of the committea will normaily be held at the
New York Fed. with the first mesting in November.

The president of the Forex Association of North Amercis, 8
professional organization of foreign exchange dealers, and officers
of the New York Reserve's foreign department will attend, along
with committee members.

Scott £. Pardee. New York Fed vice president and deputy
manager for foreign operations for the system open market account,
will be the principal representative of the Federal Resarve.

The formation of the committee dousn't imply assumption of any
new responsibility for organizing or supervising the market by the
committee or the Federal Reserve. The purpose is limited to
improving communication between the main participants and the
Federal Reserve about market practices, technical problems, and
the overall performance of the foreign exchange market. The nature
and scope of the committes have been reviewed with the U.S.
Treasury and the Departmant of Justice.

Mr. Volcker said the types of topics which will be discussed
include technical issues related to emergency situations arising from
communiction breakdown or other problems, payment instruc-
tions, accounting procedures, methods of settisment, and more
general questions on the functioning of the market, such as the
methods by which the Federal Reserve conducts its own activities in
the market. The New York Fed acts for the Federal Reserve System
and the U.S. Treasury in foreigh exchange operations. it also serves
&s a correspondent for about 140 foreign central banks, rnonmatv
authorities and intemational organizations.

Committea members have been selected from major banks
throughout the nation and from foreign banks with active foreign
sxchange operations in the U.S. Foreign exchange brokers also are
represented on the committee. Market participants from institutions
other than banks also will be asked to join in the diswssions from
time to time.

The New York Fed has designated 12 full members and 12
alternste members. Initislly some members will serve two-year
terms and some will have three-year terms. Future appointments
will be for two years in order to provide maximum participation by
other institutions.

Committee membsers are: David E. Bodner, senior vice president,
Chemical Bank (chairman of the committee); Donald O. Cameron,
senior vice president, Chase Manhattan Bank {vice chairman of the
committes); Philip D'Angelo, president, Daniel E. Noonan inc.;
Horst Duseberg, senior vice president, European-American Banking
Corp.; and G. Douglas Grainger, assistant agem Royal Bank of
Csnada.

Also full members are Kenneth G. Hartwell, vice president, First
National Bank of Boston; Robert F. C. Leclerc, vice president,
Continental Bank intemational; Renaldo Levy, senior vice president,
Marine Midiand Bank; Donald R. Mandich, president, Detroit Bank
and Trust Co.: Hans U. Neukomm, senior vice president. Credit
Lyonnais: Raymond R. Peters, vice president. Bank of America; and
Vincent Poma., vice president, Union Bank of Switzerland.

The 12 sitemnates are: Anthony F. Aloi, president, Lasser Brothers
inc.: Emst Brutsche. senior vice president, Citibank; Thomas J.
Devine, vice president, Manufacturers Hanover Trust Co.; Hans B.
Hunsch, senior vice president, Bankers Trust Co.; Jerry W.
Johnston, senior vice president, Security Pacific National Bank; and
Masayuki Kishida, deputy general manager. The Bank of Tokyo Lid.

Also altemates are: Victor von Kiemperer. vice president,
Dresdner Bank AG; Dennis LeJeune, vice president, Harris Trust and
Savings Bank: William C. Nelson, vice president, Mellon Bank; Keith
B. Stanger, vice president and assistant manager, Lloyds Bank
internationa! Ltd.; Kurt Viermetz, vice president, Morgan Guaranty
Trust Co.; and John Windeler, senior vice president, lrving Trust Co.
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COMMITTEE COMMENTS ON FFIEC DRAFT:
Statement of Minimum Standards for Documentation, Accounting

and Auditing of Foreign Exchange and Money Market Operations ,
Lenter June 7, 1979

Mr. Hugh Conway

Review Examiner -
federal Deposit insurance Corporation
Washington, D. C. 20429

Dear Hugh:

The Foreign Exchange Committee welcomes the opportunity to
comment on the draft Statement of Minimum Standards for
Documentstion, Accounting and Auditing of Foreign Exchange and
Money Market Opearations. The Committes recognizes the need for
standards to ensure sound banking practices and is sympathstic
with the desire of the Federal Reserve, the Comptrolier of the
Currency and the Federal Deposit Insurance Corporation to establish
minimum requirements. Moreover, the Committee believes that the
Statement goes a long way towards meeting this objective. At the
same time, however, we believe that it is important to recognize that
control systems vary substantially among well-managed banks.
Consequently, the Committee feels that a Statement of Minimum
Standards must be sufficiently fiexible to allow for these variations
and that attempts to develop a uniform system which is extremely
detailed run the risk of reducing efficiency without necessarily
improving control.

Bearing these considerations in mind, Committee members believe
that the section on “Standards for Preparation and Maintenance of
Accounting instructions and the Establishment of internal Controtls”
should begin by spelling out the basic objectives the authorities
hope to attain in a general statement of purpose. This would stress
the rationale for having adequate documentation, accounting and
audting procedures, without specifying in detail what those
procedures should be. For example. there could be a statement to
the effect that intemal controls shou'ld be designed to insure that all
transactions entered into by traders are fully and currently reflected
on the books of the bank, that traders cannot enter into transac-
tions without properly recording them, and that support operations
management is fully independont of the trading operation. Following
such 8 statement, the specific procedures mentioned in the
Statement could then serve as suggested methods 1o achieve these
purposes rather than as specific raquired standards. For example, it
is questionable whether time stamping contracts. as suggested on
page 4 of the propbsed statement. is indeed effective in providing
adequate safeguards against either errors, misappropriations of
funds. or unauthorized transactions. Moreover, on-line computer
systems now used by many banks ir processing transactions have
built-in clocks which log the time of entry of data to the system.

10

Comments relating to other sections of the draft are as follows:

. . Some view a global limit on volume as broviding no
further protection against either defivery or overall credit
©r currency exposure and were not clear what a globa!
limit is meant to control.

. . .Some members suggested that their own bank’s audtors
would question the provision that they reappraise the
system of intemal controls every time they conduct an
audit (page 6). Such a major undertaking might direct
resources away from regular compliance audits.

+ - .Some members felt that the comments on page 3 relating
to transactions with members of the Board of Directors or
others affilisted with the bank were unnecessary since
they would normally be covered in genera! bank codes of
ethics or policy guidelines relating to all types of banking
transactions.

1

.- - Questions were also raised with respect to meaning of the
final sentence in that paragraph relating to "any arrange-
ments for holding positions or executing contracts for the

_account of other offices, banks or outside parties.”

.. .Members expressed concem that the language in the
proposed statement requiring auditors to review the
compliance with the bank’s policies and directives (page
6) was too limited and should basically encompass a
review of comgliance by ail relevant depam?ents.

... Some members thought the meanings of the expressions
Tinancial swap contracts” {page 3) and “unding positions”
{page 4) were unclear.

1 hops that these remarks will be hsipful to you. | understand that
you are seeking comments from other groups and from individual
banks as well. We will be pleased to discuss these matters further if
you wish, since we believe the effort is worthwhile.

Yours sincerely,

7oK b __

David E. Bodner
Chairman
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