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1. An Amerlcan.tourlst visiting Germany and spending money there (for lodglng, food etc.
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reduce the U.S. current account deficit and reduce Germany's current account balance.

2. A weakening of the U.S. dollar with respect to the British pound would likely reduce the U.S.
exports te Britain and increase U.S. imports from Britain.

3. Among the agencies providing loans to foreign goverringents are the International Monetary Fund,
the World Band, and the International Financial Corporation. -

4. According to the “J curve effect”, a weakening of the U.S. dollar relative to its trading
partners’ Currencies would result in an initrial increase 1in the current account balance, followed
by an subsequent decrease in the current account balance.

3. A_hank*wilylunra foreign currency at the ask quote and will sell 3 forgign currency at the
bid quot.e. '

6. U.S. dollar deposits placed in-banks located in Europe and other continents ars known as
Eurodollars. |

7. If the forward rate were the same as the spot rate, and interest rates of the two countries
differed, it would be possible for astute investors to engage in arbitrage tc earn virtually risk
less profits. |

8. A cross exchange rate between two foreign currencies can easily be obtained with the two
currencies’ exchange rates relative to the dollar.

9 If the Br1t1sh.government desires an apprec1at10n in its currency w1th respect to the U. S.
dollar, it would consider 1ntel venlng in the fermgn exchange market by buvlng dollars with pounds.
10. if the current spot rate exceeds the exercise p rice of a put option, that option is classified
éé being out of the money. ' I
1. A European option ca only be exercised at maturity, while an American option can be exei'cised

any time prior to maturitv.

12. A corporation wishing to hedge payables using options would likely purchase call options:

a corporation wishing to hedge receivables would likely purchase put options.

13. An advantage of a fixed exchange rate system is that governments are not required to constantly
intlervene in the foreign exchange market to maintain exchange rates within specified boundaries.
14. The absolute form of Purchasing Pover Parity (PPP) states that the rate of change in the prices
of products would be similar when measured i1n a common currency.

15. Since the balance of payments simply reflects the result of international accounting, all

transactions are measured using double-entry book-keeping.
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1. Which of the following factors do probably not dn'ectly affect a country” s capital account

and its components?
a. Inflation b. Interest rates c. Exchange rate movements d. Unemployment
2. The Smithsonian Agreement
a. Devalued the U.S. dollar relative to the major currencies.

b. Widened .the boundaries within which exchange rates were allowed to the major currencies.
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c. Was a first step in letting market forces determined the appropriate price of a currency.
d. Signed at the end of 1973.
3. Which of the following are mentioned as factors affecting exchange rates?

a. Relative interest rates b. Relative inflation rates

Government controls d. Expectations

4. Among the econamic targeté called for by the Maastricht Treaty'for a country’s currency to
be included in the single European currency are limits on :

a. Inflation rate b. Budget deficits

c. Amount of public debt d. Exchange rate

5. Covered interest arbitrage will probably be eliminated by market forces. The factors that will

be affected by this realignment are:

a. the spot rate b. the foreign interest rate
c. the local interest rate d. the forward rate of the foreign currency

6. It has been argued that the exchange rate can be used as a policv tool. Assume that the U. S.
government would like to reduce inflation. Which of the fellowing are appropr_iate actions giiren
this scenario?

a. Sell dollars for foreign currency b. Buy dollars with foreign currency

c. Buy a pound put option d. buy a pound call option

. T .. : : . : C
7. Which of the following is probably not an option for a multinational corporation (MNC) wishing

to reduce its exposure to British pound payables? ‘
a. Purchase pounds forward b. Buy a pound futures contract
c. Buy a pound put option | d. Buy a pound call option

8. The spot rate for the Singapore dollar is $0.588. The 30-day forward rate is $0. 590. The forward

rate contains all annualized premium of
a. 4.06% b. 4.08% c. 3.40% d. 5.01%
9. Which of the following is not a payment method used for international trade?
a. Letter of credit b. Remittance c. Collection d. Df;ft
10. Which of the following is not a category of classification for exchange rate systems?

a. Fixed b. Freely floating c. Managed peg d. Managed float
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