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International Finance Management (Quiz C)

I. Explaining the following terms: (20 points)
1. The Law of One Price

2. International Financial Market

3. Balance of Payment

4. Foreign Exchange Option

5. Currency Board

II. Answering the following questions: (24 points)

1. How to manage the international reserve

2. Who are the market participants in the foreign exchange market? Their functions

3. Try to analyze how the easy fiscal policy influence the domestic economic with floating exchange rate and fixed exchange rate.（ use the IS-LM-FE curve analyze）

III. True or False: (20 points)

1. If most countries adhered to a system of fixed exchange rates, global inflation would be lower.  

2. Short-run pressures on market exchange rates result mainly from gradual changes in flows of international trade in goods and services.  

3. Overshooting is the basis for the enhanced effectiveness of monetary policy under floating exchange rates.

4. “Meade’s conflict”means the conflict between the fiscal policy and the monetary policy.

5. The debit crisis only happened under the floating exchange rate system.

6. The off-shore transactors can be resident, also is nonresident.

7. In the exchange rate determined approach, the monetary approach is analyze the short-term exchange rate.

8. The international financial market can adjust the balance of payment. 
9. Outside shock will influence the fixed exchange rate system than the floating exchange rate system.

10. A country is better off running a current account surplus rather than a current account deficit. 
IV. Multiple-Choice Question（20 points）
1.  The foreign exchange system in China is（  ）.
A． fixed exchange rate system   

B.   free-floating exchange rate system

C.   managed-floating exchange rate system  

D.   adjustable peg exchange rate system

2. SDRs a international reserve created by（  ）

A．World Bank                       B. Nation’s central bank

C.  International Monetary Funds     D. International Finance Corporation

3. The domestic currency depreciated will resolve the deficit of the BP only when the Marshall- Lerna condition is（  ）

A.  EM+EX>1                          B.  EM+EX=1

C.  EM+EX<1                          D.  EM+EX>0
4. when the credit number is bigger than the debit in balance of payments, the balance should in record in (     ) for balance the BPs.

A．the debit of the“error and omission” B.  the credit of the“error and omission
C．the debit of the “official reserve” D.  the credit of the “official reserve”
5. who is the resident in international trading（     ）。

A．Diplomat     B. Migrant    C. Military personal   D. World Bank

6. For from point C to point F, which fiscal policy and monetary policy should be mixed（    ）
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A. Expansionary fiscal policy and easy monetary policy

B. Concretionary fiscal policy and easy monetary policy

C. Concretionary fiscal policy and tight monetary policy

D. Expansionary fiscal policy and tight monetary policy 

7 .(    ) Without barriers to international lending, lender countries would _______ and borrower countries would _______.
A. lose; lose     B. lose; gain   C. gain; lose   D. gain; gain
8. Under the change of the spot foreign exchange rate, which means the USD revaluation（  ）。

A. The spot rate goes from $0.78/CHF to $0.81/CHF

B. The spot rate goes from 100yen/$ to 115yen/$

C. The spot rate goes from $0.124/￥ to $0.121/￥

D. The spot rate goes from Euro1.174/$ to Euro1.169/$

9. Which of the following will shift the FE curve outward?
A. a decrease in imports        B. a decrease in the level of exports
C. an increase in imports       D. an increase in foreign interest rates
10. When the US$ exchange rate depreciated, the central bank in America will (     ) on the foreign exchange market for stabilize the foreign exchange rate of USD

A.selling USD，buying gold and foreign exchange    

B. buying USD, selling foreign exchange or gold

C. buying gold, selling USD or foreign exchange

D. selling foreign exchange, buying USD or gold

V. Calculating（16 points）

1.The following rates exist:

Current spot exchange rate: $2.00/£, 60 days USD interest rate/year is 6%， 60 days GBP interest rate/year is 9%， the investor expect that the after 60 days the spot rate is为$2.02/£     
If you have $100,000，how can you invest based on the uncovered arbitrage?

2. If  in 5.21,the spot rate in the three foreign exchange market are：

                 New York :    ₤1= ＄2.00

                London:      ₤1=  ￥200

                Tokyo:        ＄1=￥120

（1）If now you have $10000，can you make an arbitrage in these three markets? And why?

(2)  If on the New York market, the 6-month forward rate is ₤1= ＄1.90. Asked : the 3-month pound is forward discount or forward premium? What is the forward discount or premium rate?
Suggested Answers:

I. Explaining the following terms:
1. Law of One Price:  A product that is easily and freely traded in a perfectly competitive global market should have the same price everywhere, once the prices at different places at expressed in the same currency.

2. International Financial Market: It is a general designation about the international financial trading floor that the international financial products can be trade or钉 exchange between the residents and the non-residents or between the  non-residents.

3. Balance of Payment: The set of accounts recording all flows of value between a  nation’s residents and the residents of the rest of the world during a period of time  usually is one year)

4. Foreign Exchange Option: A contract, given the purchaser a right to buy or sell a standard amount of a traded currency at or before a stated date and stated price.

5. Currency Board: A currency board attempts to establish a fixed exchange rate 

that is long-lived by mandating that the board, acting as the country’s monetary authority should focus almost exclusively on maintaining the fixed rate.

II. Answering the following questions:
  1、（1）scale management. The cost of the international reserves, the imports and exports. A ability for international finance.
(2) Construction management. How to choose a currency as a international reserve., the liquidity.

    2、the foreign exchange market participants include traditional users, foreign exchange banks, foreign exchange brokers and central banks. Include central bank, foreign exchange brokers, foreign exchange banks, traditional users.

    3、（1）Under the fixed exchange rate
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（2）under the floating exchange rate

      

III. True or False:
1.T   2.F   3.T   4.F  5.F   6.F   7.F   8.T   9.T   10.F
IV. Multiple-Choice Question
1．C   2. C   3. A   4. A  5. B  6. A  7. D  8. B  9. D  10. B
V. Calculating
1．（1）Invest the dollar bonds： 

       100,000×(1+6%/6)=$101,000

     (2) Invest the pound bonds：：

      （100,000/2）×(1+9%/6)×2.02=$102,515.00  

       So, according to the uncovered arbitrage, should invest the pound bonds, can earn $ 2515.

  2．（1）direct quotation ￥1=₤ 0.005

             2.00X0.005X120=1.20≠1    

    （2）pound is 6-month forward discount 1000 points。  

[（1.9-2）/2]X12/6=-10%  the discount rate is -10%
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