
FX Swaps and 
Cross Currency 
Swaps

FX Swap
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FX Swap

FX Spot Trade FX Forward Trade

Simultaneously agrees to sell the 
same amount of that currency at a 

future date using a forward rate
Counterparty agrees to buy a 

currency at the current spot rate 

Both the spot price and the forward price are fixed at the start of the trade

Far legNear leg

Spot Transaction
(Happens immediately)

Forward Transaction
(Happens later)
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Investor enters into a 6-month EUR/USD FX Swap to buy and sell 100 million dollars

Current market data

EURUSD spot rate 

6-month forward points 

1.0950

+89.10

Far legNear leg

Six months after the spot date using 
the current 6-month forward rateReceives

Pays

The investor buys 100 million USD against EUR

At the spot rate of 1.0950
Investor sells 100 million USD against EUR

100 million USD 

91,324,200.91 EUR

Forward Rate
EURUSD Currency pair

One forward point

0.0001 dollars1/10000 of a dollar

To calculate the EURUSD 6-month forward rate

or 

89.1

10,000
0.008910=

Forward points

10,000
=
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1.0950 0.008910 1.10391+ =

Delivers 100 million USD

Receives 90,587,094.96 EUR (100m ÷ 1.10391) 6 months 
forward dateINVESTOR

Cash flows for the Far Leg

Spot Rate Forward Rate+ =Fwd points / 10,000 

89.1

10,000
0.008910=

Forward points

10,000
=

One of the currency 
amounts stays the same

The USD amount 
of 100 million 

remained constant in 
both legs of the swap

Both legs are based on 
the same initial spot rate

All cash flows are locked in 
at the start of the trade

Forward leg’s price is 
adjusted by the relevant 

forward points

Investor isn’t exposed to 
changes in the FX spot rate

over the life of the swap

1 2 3
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If FX swaps don’t expose the investor to changes 
in FX rates, why would anyone use them?

Liquidity Management Short-term Funding

FX swaps are primarily used for:

Corporation needs temporary 
access to a foreign currency

Use an FX swap to get the currency 
they need without taking on FX risk

FX Product Breakdown
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Facilitating

FX Swaps in Global Financial Markets

They serve as essential tools for: 

Banks Corporations Investors

Liquidity Management Short-term Funding

OTC FX derivatives turnover by instrument

Spot Outright FX swaps Currency swaps FX options

Source: Triennial Central Bank Survey conducted by the Bank for International Settlements (BIS).

Based on April 2022 transaction data

51% of the global FX turnover

FX Swaps 

$3.8 trillion 
in daily average turnover

FX swaps dominate the 
OTC (Over the Counter)

FX derivatives landscape

© 2025 Financial Edge Training 6



Cash Management 
with FX Swaps

Cash and Liquidity Management

FX Swaps are frequently used by companies to manage short-term liquidity

COMPANIES
Need to have enough 

cash available
To meet short-term 

obligations To avoid holding excessively 
high cash balances

Idle cash doesn’t generate high returns, and large cash holdings can drag down overall performance
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TREASURER
Identifies

6-month euro surplus 6-month U.S. dollar shortfall

Ensure it can meet its U.S. dollar obligations while managing its excess euros effectively

Invest the EUR surplus and 
borrow the USD shortfall

Company exposed to FX risk 
from potential changes 
in the EUR/USD spot rate

In 6 months this transaction
would have to be reversed

Sell the euro surplus and 
convert it into U.S. dollars

Borrowing rates on USD might 
be significantly above wholesale 

USD money market rates

The realized investment rates on 
EUR might be significantly below
wholesale money market rates
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Lock in exchange rate for the reversal (eliminating FX risk)

Is there a more cost-effective solution that doesn’t introduce FX risk?

FX Swaps

COMPANY

Sells the EUR surplus for 
USD in a spot transaction

Agree to reverse the 
transaction in 6 months

Why might this synthetic borrowing be cheaper than regular borrowing?

FX Swaps

Collateralized Borrowing

Borrowed USD EUR surplus = Collateral

COMPANY

Reduces the credit risk 
for the lender

Lower the implied 
borrowing cost
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Why might this synthetic borrowing be cheaper than regular borrowing?

FX Swaps

Companies can efficiently manage short-term 
liquidity across currencies, minimizing costs and FX risk

FX Swap doesn’t involve explicit borrowing charges 

Spot Risk in FX Swaps
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Six-month forward basis

Fluctuate significantly as FX spot rates change

Outright FX Forwards

Mark-to-market (MTM) values

€100 millionAgreed to buy 
Against U.S. dollars

If the USD strengthens:

Mark-to-market 
(MTM) loss

Allows you to buy those €100 million for 
fewer dollars at the new spot rateStronger 

dollar

Interpreted as collateralized borrowing and lending transactions 

One of the two currency amounts is typically kept constant 

Mostly True

FX Swaps

Carry no exposure to 
spot rate changes There is still a small 

element of residual 
spot risk in FX swaps

Why?

Sell 100 
million USD 

On a forward basis

Buy 100 
million USD

At spot
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Sell 100 
million USD 

On a forward basis

Buy 100 
million USD

At spot

Assuming positive interest rates

Present value of the 
100 million USD 
received at spot 

Present value of the 
100 million USD 

paid in six months 

Exactly 100 million USD Will be less than 100 million 
USD due to discounting

Sell 100 
million USD 

On a forward basis

Buy 100 
million USD

At spot

Assuming positive interest rates

Creates a small net long position in USD on a present value basis

Present value of the 
100 million USD 
received at spot 

Present value of the 
100 million USD 

paid in six months 

Exactly 100 million USD Will be less than 100 million 
USD due to discounting
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FX Basis

FX Basis

Market data from November of 2023 

EUR/USD spot FX Rate 1.0950

USD 6-month interest rate 5.395% (ACT/360)

Quoted forward rate 1.1039

𝐸𝑈𝑅𝑈𝑆𝐷଺௠ ிௐ஽ ൌ 𝐸𝑈𝑅𝑈𝑆𝐷ௌ௉ை்   x  1 ൅ 𝑖௎ௌ஽ ∗ 𝑑𝑎𝑦𝑠𝑏𝑎𝑠𝑖𝑠1 ൅ 𝑖ா௎ோ ∗ 𝑑𝑎𝑦𝑠𝑏𝑎𝑠𝑖𝑠 1.1039 ൌ 1.0950  x  1 ൅ 5.3950% ∗ 1823601 ൅  𝑖ா௎ோ ∗ 182360
Rearrange the equation to solve for the missing value of the 6m euro interest rate

Implied 6-month euro interest rate 3.7549%
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Actual 6-month euro interest rate 3.885% 

Roughly 13 basis points higher 
than the calculated implied rate

A difference of 13 basis points is far too large to ignore

Implied 6-month euro interest rate 3.7549%

Difference between the 
actual and the implied 
interest rate should be:

Actual 6-month euro interest rate 3.885% 

Interest rate parity principle No-arbitrage framework

ZERO

FX Basis 

6𝑀 𝐸𝑈𝑅𝑈𝑆𝐷 𝑏𝑎𝑠𝑖𝑠 ൌ 𝑖଺ெ ா௎ோ ௜௠௣௟௜௘ௗ െ 𝑖଺ெ ா௎ோ ௔௖௧௨௔௟ ൌ 3.7549% െ 3.885% ൌ െ 0.1301%
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-13 basis points in November 2023 

FX Basis 

EURUSD basis has been persistently 
negative since the beginning of 2008

Something fundamentally changed  
during and after 2008

Basis became significantly 
negative at several points

European Banks

Became illiquidHeld USD-denominated assets 

Needed to meet their USD funding liabilities

Autumn 2008

Marked the peak of the 
global financial crisis

Banks across the globe faced 
severe liquidity shortages
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Their pressing need was for USD, not euros

U.S. banks could access dollar liquidity 

Federal Reserve’s 
emergency facilities

European banks could only obtain euro liquidity 

European Central 
Bank (ECB)

Banks across the globe faced 
severe liquidity shortages

Autumn 2008

Marked the peak of the 
global financial crisis

Price of this borrowing was pushed 
far away from normal market condition levels

Many banks were on the 
same side of this trade

European Banks

FX Swaps

Took the euros from the ECB
(European Central Bank)

Swapped them into 
USD in the FX market
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2% below the market 
interest rate for Euros

European Banks

Paying a penalty of 200 basis 
points below market rates To borrow dollars using FX Swaps

Rate they were paid in euros

Demand for 
USD liquidity was 

extraordinarily high
Pricing pressure 

in the FX markets

2012

European sovereign debt crisis
USD funding crunch for European banks

FX Basis further negativeNeed for USD liquidity

FX Basis turned negative 

Market stress Heightened risk aversion

During major crises like 2008 and 2012
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February 2022

War in Ukraine Broader 'risk-off' move in markets

Further widening the
negative FX BasisBanking crisis in March 2023 

Banking crisis in March 2023 

Collapse of several 
regional banks 

in the U.S. 

Stress in key 
European financial 

institutions

Market participants scrambled for liquidity
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FX Basis 

Dynamic metric

Reflects the real-world stresses of funding markets

Cross Currency Swaps 
(XCCY) 
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Cross Currency Swaps

Exchange interest rate 
payments in one currency 

Interest rate payments 
in another currency

Cross currency swap involves two different currencies 

Includes an exchange of principal amounts

CombinationInterest Rate Swap FX Swap

Party A Party B
Interest rate payment 

Two parties exchange 
principal amounts at the 

start of the contract

For Cross Currency Swaps, 
the same FX rate is used for 
both principal transactions

Reverse the 
exchange at the end

Interest rate payment 

Principal amounts exchanged at the start

Principal amounts exchanged at the end
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COMPANY

Issuing debt in 
one currency 

Needing funds in 
another currency

Cross Currency Swap

Investor holding 
foreign-currency-denominated bonds 

Transform its liability into the
preferred currency

Converting both the notional and interest 
payments into a more favorable structure

Cross currency swap to hedge both exchange 
rate fluctuations and interest rate differentials

FX Swap Cross Currency Swap

Short-term funding Longer-term financing
Often 1-12 months, and up to two 
years in the most liquid markets

Often ranging from 3 to 30 years
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Two-Tier Market

Dealer-to-Client Dealer-to-Dealer
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1

Dealer-to-Client

Initial principal exchange

PARTY A PARTY B
Physically exchange currency amounts at the agreed spot FX rate

2

Dealer-to-Client

Counterparties exchange interest rate payments

Interest payments can be fixed or floating in either currency

Both rates fixed Both floating One is fixed The other floating

© 2025 Financial Edge Training 23



3

Dealer-to-Client

Currencies are exchanged back 

Same FX rate agreed at the start of the swap

Principal amount is fully hedged against FX risk

Cross currency swaps an effective tool 

Clients hedging foreign currency 
debt issuances or investments

Dealer-to-Dealer

Banks Financial institutions

Designed to minimize counterparty credit risk 
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Cross Currency Basis Swaps 

Floating interest 
rates on both legs

Hedging PurposesInterbank Funding

1

2
USD notional amount is

adjusted periodically 

Reflect changes in the FX spot rate over time

Reduce counterparty risk

Overtime

At the start

Reduce counterparty risk

COUNTERPARTY 1 COUNTERPARTY 2 

Exchanging USD for EUR

USD strengthens significantly against EUR

5-YEAR EUR/USD 
CROSS CURRENCY 

SWAP
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COUNTERPARTY 1 COUNTERPARTY 2 

5-YEAR EUR/USD 
CROSS CURRENCY 

SWAP

Reduce counterparty risk

Receive USD at maturity

Larger Exposure

Since the value of their expected 
USD payment has increased

Mitigate risk

Party that initially 
received USD

Keep exposures 
in checkReturns part of it

Periodically adjusted 

Clients

Loans Investments

Hedge

Notional amount 
remains fixed

COMPANY

Borrows in a foreign currency wants 
to hedge the full loan amount 

INVESTOR

Holding a foreign-currency bond 
typically prefers a stable hedge 
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Clients need a structure where the notional stays unchanged

Challenges for banks when hedging 
dealer-to-client swaps in the interbank market

Dealers must manage this mismatch carefully 

Using additional trades Risk management techniques

Typical Structure of 
Cross Currency Swap 
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Initial principal 
exchange

Exchange of 
interest rate

Final principal 
exchange

Client XCCY Swap Dealer
EUR

USD
Loan

EUR

Initial principal 
exchange

Exchange of 
interest rate

Final principal 
exchange

Wants the same economic 
effect as borrowing in USD

Client has a 
5-year loan in EUR 

5-year cross currency swap

Client delivers EUR Receives USD from the 
cross currency dealer
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Client pays the agreed USD interest rate on the borrowed USD 

Initial principal 
exchange

Exchange of 
interest rate

Final principal 
exchange

Client XCCY Swap Dealer
USD INTEREST

EUR INTEREST

Cover the interest due on 
the original EUR loan

EUR interest payments the 
client receives  

Receives the agreed EUR interest rate on the invested EUR

Initial principal 
exchange

Exchange of 
interest rate

Final principal 
exchange

Client needs the EUR to repay the 5-year EUR loan

Final exchange should happen at a pre-agreed rate

Cross Currency Swap Synthetically exchange amounts and interest 
payments from one currency to another

Client XCCY Swap DealerLoan EUR
USD

EUR
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Initial principal 
exchange

Exchange of 
interest rate

Final principal 
exchange

Cross Currency Swap

Interest rate differentials are already accounted for in the regular 
exchange of interest payments during the life of the swap

The final principal 
exchange

Same spot FX rate used 
at the start of the trade 

Client XCCY Swap DealerLoan EUR
USD

EUR

Initial principal 
exchange

Exchange of 
interest rate

Final principal 
exchange

Client returns the exact USD 
amount originally received 

Gets back the exact EUR 
amount initially delivered

Fully repay the EUR loan

Client XCCY Swap DealerLoan EUR
USD

EUR
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The Cross 
Currency Basis

Cross Currency Basis

Cross currency swaps Cross currency basis swaps

Interest rate on both swap legs - on both currencies - is floating

5-year EUR/USD cross currency basis swap 

Exchanging floating interest rate payments linked to: 

ESTR 
Euro Short-term Rate

SOFR 
Secured Overnight Financing Rate

Cross currency basis swaps don’t always exchange floating rates one-for-one without any adjustment
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Relative to 

Higher demand to borrow

USD EUR

Market adjusts the pricing of the swap to reflect that

EUR/USD Basis swap

Adjustment would be made to the EUR leg

USD is the dominant global funding currency

USD

Cross currency basis swap market

Demand for dollar liquidity 
tends to drive the market USD funding the "base" 
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AskBid
-7.750-11.750Y01
-9.125-13.125Y02

-10.250-14.250Y03
-11.125-15.125Y04

-12.000-16.000Y05

5-year EUR/USD cross currency basis trades at -16 to -12 basis points

Source: Infront

As a market taker, you could enter into a 5-year swap where you:

Pay SOFR flat Receive ESTR Receive SOFR flat Pay ESTR

Minus 16 
basis points

Minus 12 
basis points

5Y EUR/USD Cross 
Currency Basis
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Cross Currency Basis

Reflects the cost or premium Borrowing or lending in different currencies

Key indicator of funding stress and capital flows in global markets

Supply and demand 
for funding

Credit conditions Market liquidity

5-year EUR/USD cross currency basis 
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Close to zero before the onset of the global financial crisis in the second half of 2007

Turned sharply negative during the crisis 
and reached similarly distressed levels European sovereign debt crisis in 2012
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Typically for 3 or 6 monthsFX swaps allow for short-term synthetic borrowing 

5-year EUR/USD cross currency basis 
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Allow for longer term synthetic borrowingCross Currency Swaps

European banks faced a unique challenge

IlliquidUSD-denominated assets 

European Banks

Could only obtain Euro liquidity from the European Central Bank

Their pressing need was for USD, not Euros

Cross Currency Swap

Took the Euros they had 
access to from the ECB

(European Central Bank) 
Synthetically converted 

them into USD 
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European banks faced a unique challenge

IlliquidUSD-denominated assets 

European Banks

Could only obtain Euro liquidity from the European Central Bank

Cross Currency Swap

Institutions that had 
access to USD funding 

Lending out Euros and 
borrowing Dollars

Their pressing need was for USD, not Euros

Many banks were on the 
same side of this trade

Desperately trying to borrow USD 

Banks with 
USD liquidity

Less willing to lend it in swaps

Cost of USD borrowing increased sharply
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European Banks

To borrow USD for 5 years via cross currency swaps

Paying a penalty

Demand for 
USD liquidity was 

extraordinarily high

Creating significant pricing 
pressure in the 

cross-currency swap market

Widen during periods 
of financial stress

Reflecting heightened 
demand for USD funding

2012

European sovereign debt crisis

USD funding crunch for European banks

Cross Currency Basis
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Cross-Currency Swap 
in Funding Example

UK investment-grade issuer

Looking to raise 100 million GBP in 5-year funding

Issue USD bond: 
SOFR + 74bps

Issue GBP bond: 
SONIA + 64bps

IssuerUSD Bond 
Investor BankSOFR + 74bps

SONIA + ?

We need to calculate the effective spread over GBP swaps if the 
issuer were to issue in USD and swap it back into GBP

Cross currency swap

SOFR – Secured Overnight Financing Rate SONIA – Sterling Overnight Index Average

SOFR + 74bps
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Cross Currency Basis

Issuer Bank
SOFR +74 bps

SONIA - 17.25bps
+ 74bps?

The 5-year GBP/USD basis swap was trading at -17.25 basis points

Bank adds 74 basis points on the USD leg 

Spread to add to the GBP leg: 74 bps?

Needs to receive SOFR + 74 basis points 

Want to receive the credit spread over SOFR 
that was determined at bond issuance

Not quite

Conversion Factors

Basis points in different currencies are not always directly comparable due to interest rate differentials

One basis point in USD is not equal to one basis point in GBP, we need to apply a conversion factor

GBP/USD spot is 1.25

1bp in USD: 57,742 USD (46,193 GBP) 1bp in GBP: 46,646 GBP

One basis point in USD did not equal one basis point in GBP 

OR

1bp in USD = 0.9903 bp in GBP
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Issuer Bank
SOFR + 74bps

SONIA
-17.25bps 

+73.28bps

SONIA
+56.03bps

74 basis points USD leg 

74 0.9903x = 73.28
Additional basis 

points for the GBP leg

GBP/USD spot is 1.25

1bp in USD: 57,742 USD (46,193 GBP) 1bp in GBP: 46,646 GBPOR

Conversion Factors

One basis point in USD did not equal one basis point in GBP 1bp in USD = 0.9903 bp in GBP

FX Basis Traded at a negative level 

Reducing the cost of swapping USD funding into GBP

UK investment-grade issuer

Looking to raise 100 million GBP in 5-year funding

Issue USD bond: 
SOFR + 74bps

Issue GBP bond: 
SONIA + 64bps

GBP: SONIA + 56.03bps Is the cheaper option when swapped back into GBP

Swap into GBP using XXCY swap
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Fixed-to-Fixed and 
Fixed-to-Floating Swaps

Interbank Market

Corporates or investors managing fixed-rate liabilities

Fixed-to-floating Fixed-to-fixed

Cross currency swaps are generally quoted and traded as floating-to-floating basis swaps
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Client

Cross currency 
basis swap

EUR float USD float

Adds two separate interest rate swaps 

One in EUR One in USDBANK

Fixed-to-fixed EUR/USD Cross Currency Swap

Client

Client

ClientEUR interest 
rate swap

EUR fixed

EUR float

USD interest 
rate swap

USD float

USD fixed

Cross currency 
basis swap

EUR float USD float
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Fixed-to-fixed  Fixed-to-floating

Client

or

BANK
Internally offsets its risk using market-traded instruments

Ensuring efficient execution and pricing

Relative Value
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Flexibility of 
issuers and 

investors

Cross Currency Swaps

Opportunities 
to diversify 
portfolios 

Differences 
in credit 
demand

Realized 
spread

International markets

Cross Currency Swaps

Flexibility of 
issuers and 

investors

Opportunities 
to diversify 
portfolios 

Differences 
in credit 
demand

Realized 
spread

Issuers Investors

Flexible Cost efficient

Making funding and investment decisions
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Tap into regions where demand
for their credit is stronger or 

where borrowing costs are lower
Swap the proceeds back

into their preferred currency

Cross Currency Swaps

Flexibility of 
issuers and 

investors

Opportunities 
to diversify 
portfolios 

Differences 
in credit 
demand

Realized 
spread

Issuers

Cross Currency Swaps

Flexibility of 
issuers and 

investors Opportunities 
to diversify 
portfolios 

Differences 
in credit 
demand

Realized 
spread

Swaps create opportunities to diversify portfolios

Investing in foreign bonds 

Returns hedged in 
their base currency
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Cross Currency Swaps

Flexibility of 
issuers and 

investors

Opportunities 
to diversify 
portfolios Differences 

in credit 
demand

Realized 
spread

Drive differences in credit demand across currencies

Market conditions

Better risk-adjusted 
returns for investors

Funding cost 
advantages for issuers

Pricing variations

Cross Currency Swaps

Flexibility of 
issuers and 

investors

Opportunities 
to diversify 
portfolios 

Differences 
in credit 
demand Realized 

spread

Realized spread

Once the funds are swapped into the target currency
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Cross Currency Swaps

Issuers & 
Investors

Global opportunities

Ensuring that currency 
fluctuations don’t impact 
their financial objectives

Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training

© 2025 Financial Edge Training 47




