[image: image1.png]


 

       

Registration No._____________

JUNE 2019 EXAMINATION

DIM 04
Foreign Exchange Management
Time: Three Hours




     
     
                 Maximum Marks: 100

Note: 

1. The paper is divided into TWO Sections: SECTION-A and SECTION-B. 

2. There are five questions in SECTION-A.  You are required to attempt ANY THREE. 

3. All the questions of SECTION-B (Case Study) are compulsory.

SECTION-A (20 Marks each)

1. 
a) 
Critically evaluate  the  importance   of   International  Finance  from  the   perspective of 
Multinational firms and retail investors.
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b) 
Distinguish between currency depreciation and currency devaluation. What impact does either of them have on a country’s imports, and on its exports? 
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2. 
a) 
Using  a suitable example distinguish between direct rate, indirect rate and cross rate in 
regard to Foreign exchange quotes. 
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b) 
‘The equilibrium parity conditions are just theoretical constructs that are irrelevant in the real world’. Do you agree?  Justify.
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c) 
Critically evaluate the interest rate parity theory, and state how it is different from Fischer Effect theory.
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3. 
A Japanese auto dealer has supplied cars in Germany for which the payment of € 6.15 million is due after 6 months from now. Following exchange rate scenario is prevailing in the markets of Tokyo:






bid

ask 
Spot exchange rate (J¥ /€ )

160

175
6-months Swap points(J¥ /€ )

  5

  8

The dealer is inclined to book a forward contract to sell euro as yen is showing a rising trend. The banker of the dealer  has suggested that it would be better to have euros now than later by borrowing the same. The interest rate applicable for the euro loan would be 5%. The interest rate prevailing in the yen market is 2%.
Examine the desirability of the proposal of the banker. Does money market hedge provide higher amount than the forward hedge?
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4. 
a) 
How   does   exchange   rate   risk   influence   the  choice between domestic sources and 
overseas sources of financing?
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b) 
What factors influence the selection of a financial market for an MNC from an emerging economy? What are the factors an MNC considers in capital structure decisions of its overseas affiliates? 
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5. 
a) 
Distinguish between a call option and a put option. Using a numerical example, illustrate 
the hedging of risk using option contracts.
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b)
What are the different kinds of exposures that a business enterprise has to face with regard to foreign exchange rates? What is transaction exposure and why do you think it is most important?
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SECTION-B (40 Marks)

Case Study (Compulsory)

6.  
A Canadian company has been awarded a contract to build a Power House in XYZ country, the currency of that country is XYZ Mark. The contract price is 140m XYZ Mark, to be paid on the completion of the work. The contract will be completed in one year. The Canadian company will be required to spend 60m XYZ Marks immediately and another 60m after 9 months. The required rate of return is 12%.

A Bank has offered the following swap:

i. A currency swap of 60m XYZ Mark @12XYZ Mark per Candian Dollar immediately and a reverse currency swap for the same amount at the same exchange rate after 1 year.

ii. 
The Canadian company will pay interest @15% p.a. payable in XYZ Mark after 1 year. 
The Bank will pay interest @10% p.a., payable in Canadian Dollars after one year.

Spot Rate  : 1 Canadian Dollar = 12 XYZ Marks

1 Year Forward:  1 Canadian Dollar = 13 XYZ Marks.

Case Question: Applying the above Foreign Exchange Rates and assuming that the swap is undertaken, advise whether the contract should be taken up or not. Provide suitable justification and associated calculations.  
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