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                  Maximum Marks: 100

Attempt all the questions. 

SECTION-A (25 marks for each question)

1. 
a) 
What are the different techniques of forecasting exchange rate? What are the problems 
while forecasting exchange rate? 

        

                                    [12]



b) 
What do you mean by consolidated net transaction exposure? Explain the method of arriving at the amount of real operating exposure?           


       [13]







2. 
Explain the major theories of FDI. What are the benefits from FDI to the host  and the home countries? Discuss  








[15+10]
Section-B 

Case Study (50 Marks)

G-7 Pressures Japan, China on Exchange Rates

The tensions had been building up for quite some time. And it was high time. Japan’s and China’s trade surpluses with the US have been skyrocketing with the former in the vicinity of $70-80 billion and the later as much as $150 billion. Very noticeable in normal times, they have become even more so as the US grapples with the worst employment market it has had in recent years.

US industry and labour have long complained that the Japanese and Chinese currencies are kept artificially weak. Japan’s main hope in its worst economic crisis after the last World War is exports. And exports obviously require a cheap currency. Things generally worked well for Japan from the second half of the nineties and at its low the yen fell to 150 a dollar. But the last year or so has seen a reversal, with the US economy and stock market going through difficult times. The dollar’s attraction has waned. The yen has retraced quite a bit of ground to rise to 120 levels against the greenback, where Japan has been trying to draw a line in the sand to prevent it from rising further. Its inventions to stop its currency from breaking below 115 are too numerous to be counted. In this, so far, it has had US support. That may now be changing. The US is unlikely to sit back and watch imports carving out an ever-greater share of its domestic market. Its policy-makers are starting to think it is unfair to use the exchange rate to drive exports.  Hence, the mounting pressure on Japan and china to allow their currencies to appreciate. This will not only reduce imports, but also make US goods more competitive in international trade, if not a growth driver.

Mr. John Snow, the present US Treasury Secretary, comes from industry. His concerns and perspective are very different from those of his predecessor, Mr. Robert Rubin, an exbanker who enunciated the strong dollar policy. Mr. Snow and the Bush Administration are anxious to stem the loss of jobs in US manufacturing with the Presidential election looming up next year.
They are likely to jettison (if they not have already done so) the exchange rate and promote the domestic economy.

Thus, the call in the G-7 Finance Ministers’ meet in Dubai over the weekend to allow market forces to determine exchange rates.
The market was not slow to react to the new stance of the world’s most powerful economic czars.

The dollar fell across the board: to below 112 yen, around 1.15 against the euro and 1.65 against sterling. The US Treasury yields climbed up as the market saw less demand for US bonds from foreign investors, given the depreciating currency. China has overtaken Japan as the biggest exporter to the US. There is equal pressure on the Chinese to allow their currency to appreciate. It will be hard to resist this, although an immediate switch to a complete float looks unlikely. Turbulent times are ahead in global currency and bond markets. 

Case Questions:

a. 
What do you understand by Global Currencies and Bond Market?  


       (15)
b. 
How is the export affected with the fluctuations of currencies?



       (15)

c. 
Why were Snow and Bush worried about declining position of dollar and improved position of Yen?










       (20)
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Attempt all the questions. 

SECTION-A (25 marks for each question)

1. 
a) 
Parent’s interest dominates while making capital budgeting analysis”.  Explain? 
         [5]

     
b)  
How do you calculate the cost of debt and cost of equity?           


       [10]

     
c)  
Explain the various methods of estimating terminal cash flow?   


       [10]
2. 
a) 
Explain the techniques adopted for the natural hedge.                 


       [13]

b) 
Explain delta hedge, cross hedge and delta-cross hedge in the market for currency futures.  

     

                                           


       [12]

Section-B 

Case Study (50 Marks)

Gain an International Competitive -Advantage with Halo Financial

As a leading specialist currency dealer, foreign exchange is our core business. We have the expertise, high-tech resources and the time to successfully manage your currency exposures and speedily transfer your payments, enabling you to concentrate on running and growing your business profitably. At Halo Financial, we are 100% aligned with our client’s financial goals. We are committed to helping businesses and the people behind them. We extend our services to companies large or small, quoted or unquoted, mid-size corporate or owner-managed family enterprises and we forge close working relationships with managing directors, finance directors, treasurers and their respective teams.
As commerce becomes ever more global, our expertise will underpin your initiatives in penetrating new international markets and business opportunities. We will assist you in managing your cash-flow and currency exposure, encouraging the belief that foreign exchange can be a profit centre rather than a loss-making chore. Harnessing our specialist skills leaves you free to focus on your core business.

Specialist Currency Management 

Working as your own dedicated external treasury, Halo Financial will provide your business with the foreign exchange solutions you need for successful currency management. We’ll help you minimise your currency exposure, work at increasing your bottom line profit, ensure international tenders are appropriately priced and assist in streamlining your business processes. We do this by providing simple, flexible currency solutions and access to accurate and incisive analysis of the foreign exchange market. The transfer of your payments will then be made through our technologically advanced back office systems to ensure your domestic or international payments are made on time, every time.

Move your FX business to Halo Financial and enjoy the following key features and benefits:
We will:

· Save you money on your currency transactions

· Minimise the currency risks your business faces

· Maximise the profit margins in your international deals

· Provide all the benefits of a dedicated, in-house foreign exchange department without the costs

· Streamline your international payments

We deliver:

· Market leading exchange rates

· 24-hour monitoring of target exchange rates

· Protection against exchange rate volatility

· Fast onward domestic or international payments

· A personal, dedicated currency dealer (no call centre/automated answer phones)

· Expert analysis of developing trends and market sentiment

· A concise but incisive plain English daily currency report

· The information you need, when you need it

· Appropriate trading strategies

· Highly trained, experienced and knowledgeable staff

· Transparency and accountability

· Security and satisfaction

Added Value

Whatever the nature of your business, whether you are a buyer or seller of currency, we have a flexible solution for you. Using our network of counter-parties we can offer significant savings on exchange rates and transaction costs. Whatever the size of your trade, we will use our expertise to protect and enhance your payments and receipts.

Case Questions:

a. 
How is Halo Financial affected by Foreign Trade Policy 2009-2014?

b. 
How will the Company enhance their Foreign Trade with the latest policy?

