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00 O O In the customer or retail part of the spot foreign exchange market, individuals, busi- nesses, and other
organizations can acquire foreign moneys to make payments, or they can sell foreign moneys that they have
received in payments. The spot foreign exchange market thus provides clearing services that permit payments to
flow between individuals, businesses, and other organizations that prefer to use different moneys. These payments
are for all of the types of items included in the balance-of-payments accounts, including payments for exports and
imports of goods and services and pay- ments for purchases or sales of foreign financial assets.An example can
show how this works. The example also demonstrates the role of demand deposits as the major form of money
traded in the foreign exchange market. Consider a British firm that has purchased a small airplane [ a corporate jet
(0 from the U.S. producer of the plane and now is making the payment for it. If the British finn pays by writing a
check in pounds sterling, the U.S. finn receiving the sterling check must be content to hold on to sterling bank
deposits or sell the sterling for dollars. Alternatively, if the U.S. finn will accept payment only in dollars, then it is the
British buyer who must sell sterling to get the dollars to pay the U.S. exporter.Let's assume that the latter is the case.
The British firm contacts its bank and requests a quotation of the exchange rate for selling pounds and acquiring
dol- lars. If the rate is acceptable, the British finn instructs its bank to take the pounds from its demand deposit

[ checkingd account, to convert these pounds into dol- lars, and to transfer the dollars to the U.S. producer. The
British bank holds dollar demand deposits in the United States, at its correspondent bank in New York. The British
bank instructs its correspondent bank in New York to take dollars from its demand deposit account and transfer
the dollars to the U.S. producer, by trans- ferring them to the U.S. producer's bank for deposit into the producer's
demand deposit account.4
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