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AY-226

M.B.A. Sertlester-MxaDitration
I'ORf, IGN EXCHANGE MARKI,I'

Paper-MBA/4105/CGF
Time : Thrcc Hours]

N.B. :- ( l) Attempt At-1, questjons.

(2) Figures to the right indicate marks.

SECTION A

[J!{aximum \lilrks : 7U

(a) 'The I.M.F. is a financial co-operate in some \l.ays like a credit union. Do you agree ?

Explaio. 14

(b)

oIt
Discuss the salient features of Gold Standard and the reasons of its failure. 14

SECTION-B

Who are the major panicipants in a foreign exchoge markct ? 7

Following rates arc quoted in Paris : $ 1.5537-50 for pound sterling and $ 0.1982-98
for french Franc. What is the direct quotc for pound sterling in Paris ? 'l

OR

Bricfly explain arbirrage. Direcl quote and Indi.ect quote. '7

II cxchange rate at thc cnd of 2004 05 is Rs. 43.91/US $ and if the ralc of inflation
in India and USA during 2005 06 is respectively 7 pcr cent and 4 pcrccnt. Find I

(i) inflation rate dillbrential bctwccn the t*o count es, and

(ii) thc exchange rate at the end oI2005 06. 7

ldcntily the different ways in which a foreign exchange dealer can hedge a lorward
transaction. Siate b efly how each is done. '7

Company ABC and XYZ have been offered the follouing rates per annum on a $ 200

million fir,e 1'ear )oan :

Fixed Rate Floating Rate

Company ABC lZ.O Libor 1 0.1 %

Compdny XYZ 13.0 Libor r 0.6 %

Company ABC requires a lloating ratc loan; company XYZ requires a fixed rate loan.

Design a srvap that will net a bank acting as intermediary 0.1 percent per annum and

be equally attraclive for both the companies. 7

OR

(a)

(b)

(c)

(d)

3. (a)

(b)
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(c)

(d)

what are the three lvals in *hich futwe conirilcts rcduce crcdit risk ? 7

A can borrorv floatlng-rate funds from dollar Inarket at 1 year IIBOR or it can borros

fixed-rate Euro at 7 percenl. B can borrort floating rate lunds from l,rs dollar markct

at LIBOR I 25 b.p. or can br,rrorv fixed rate funds from the Euro market at 8.25 perconl

B needs iixcd-rate Euro Ane.ds lloating-rale dollar. Can the currcrcy srlap be gainlul

10 buth ol them ' 1

st.cl lo\-c
.l (a) Explain in brief the features ,rl intemalioxal hond nrarkct. 1

(b) Discus,; thc valuation pnrcess of EurobonJ. 7

OR

(c) \ryhat .Lrc reasons for thc Broulh ol Euro Nloncy \{arkct ? 7

(d) There are scvcral methods o1-mcasuring thc size ofthe Iluro-curenc:,' nrarkel. Commcnt
on this stalement and list thc rcasons lbr rhese diliirenl measurernenls. 7

SECTION-I)

Your afiliatc in the Philippines dcclarcd a dividcnd o1 50.000,000 pesos u hich is transferablc
in six months to the parenl compafly in the United Slales. You are \rorricd about adversc

economic and poiitical developmcnts in fie Philippines that could trigger a sharp depreciation
of the peso during thc ncxt six monlhs. Your altempts lo hedge in the iorward market $erc
unsuccessiul, as )'our bankcrs \\'ere nol able to quole you a for\tard ratc {br the peso. You
arc looking at 1wo options :

(i) Invcst thc peso Iunds rn l'hilippines golemment securities yieldrng l0 percent pcr
annum. and take the risk ol thc exchange rate that will prevail six monlhs tiom now.

(ii) You uere approached b) a VS. lhm operaling in the Philippines rvhich needed local
funds. They expiessed rheir lvilingness 1o bofto$ + 50,000,000 from yoLlr allllialc
against a payment in Li.S. Llollars oI $ 2.250,000 to lour bank in the United States in
six n)orlths.

You asked your stafl'lo licsearch the prospects of the peso/dollar exchange rale in
the nert six months. Tley compiled the iirllowing data :

5

Curcnl
Spol Rllc

Spol Ratr in Six Months

t 8.5 10.0 24.0

No Bcsl case \\brst case

ohangc Scenario Scenario

The no-changc case assumc:r thal the Cenlral Bank of the Philippines will suppo11 the

ratc at tho culrcnl levcl dLrring the ncxt monlhs.
(a) \\'hich coLrrse ofaclion \yili you lake in cach ol lhe three scena i)s ?

(Sho* all calculations)
(b) \\'hich course ofaction \\'ill -'"ou lake assuming thal )-ou assign the lollo\\'ing probabilities

10 the future spot rate scenarios l
1\'o change l0 %
+/$20.0 25%
Pt$24.A 65 %. 11

l

18.-s
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