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Instructions for Candidates

1. Write your Roll No. on the top immediately on receipt of this question paper.
2. Attempt all question, all questions are compulsory.

3. All questions carry equal marks.

4. Use of simple calculator allowed.

5. Answers may be written either in English or Hindi; but the same medium should

be used throughout the paper.
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2

What is international monetary system? Discuss the different types of market

mechanisms for establishing exchange rates. 9

Explain the Balance of Payments (BOP) and its components. What are the

various factors affecting the Balance of Payments (BOP) of a country.

®
(OR)

What are fixed and flexible exchange rate regimes? Explain why countries

pursue certain exchange rate regimes? €)]

Discuss the role of Work Bank Group in regulating and facilitating international

financial flows in global financial environment. (9)

What are the characteristics and functions of foreign exchange
markets? Discuss the role of government intervention and influence on

exchange rate. )]

Explain the Interest Rate Parity (IPR) Theory of exchange rate

determination. 9)
(OR)

Discuss the impact of relative inflation rates, relative interest rates and relative

income levels on exchange rate of a country. )]
Explain the Purchasing Power Parity Theory of exchange rate determination.

®

What are foreign currency derivatives? Distinguish between foreign currency

futures and options. 9
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(b) The following rates appear in the foreign exchange market :

(c)
(D

Direct quote Spot rate 2 Month forward
/%) %60.75/61.06 %61.50/62.00
Calculate :

() How many dollars should a firm sell to get ¥61.50 million after 2

months?

(i) How many rupees does the firm require to pay to obtain US$ 2,00,000

in the spot market?

(i) Assume the firm has US $ 50,000. How many rupees does the firm
obtain in exchange for the US$?

(iv) Are forward rates at premium or discount? Determine the percentages
also. ®)

(OR)
What is hedging? Discuss the pros and cons of hedging to the firm. (9)

Determine arbitrage gain from the following data :

Spot rate : ¥91.2/£
3 - Month forward rate : %91.7/£
3 - Month interest rates : Raupees (3): 9% and British (£): 5%

Assume T10 million borrowings or £200,000 (as the case may be) to explain

your answer. €))

What is currency forward? In what ways the currency forward contracts

differ from currency futures contracts? )
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Suppose that Ganado Corporation, a U.S. firm, sells merchandise on an
open account to an Indian buyer for ¥18,00,000, with payment to be made
in 60 days. The spot exchange rate on the date of the sale is $1.1200/%, and
the seller expects to exchange the rupees for ¥18,00,000 x $1.1200/X =
$20,16,000 when payment is received. The $20,16,000 is the value of the
sale that is posed to the firm’s books. Accounting practices stipulate that the
foreign currency transaction be listed at the spot exchange rate in effect on

the date of the transaction.
Determine :

() Which type of exposure involved in this transaction?

(i) If the rupee weakens to $1.1000/%, when payment is received by the

U.S. seller, what is foreign exchange gain or loss on sale?

(i) If the rupee strengthens to $1.3000/%, when payment is received by

the U.S. seller, what is foreign exchange gain or loss on sale? (9)

(OR)

How would you define translation exposure and economic exposure to

exchange risk? ®)

GQ Company manufactures LCD televisions. It imports key components
from South Korea at South Korean Won of KRW6,00,000. Further, it
assembles them in India at Rs.6,000 and sells at Rs.37,000.

RY Company, a competitor pf GQ, imports key components from Japan at
¥70,000 and assembles them in India at Rs.6,500. RY sells its Televisions
at Rs.38,000. In a year’s time, KRW depreciates by 5% against Dollar and
Yen appreciates by 2% against Dollar. Assuming that Rupee remains

unchanged, which manufacturer benefits more by change? €)
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5. (a) Briefly discuss the various types of international financial instruments. (9)

(b) What do you mean by cross-listing of shares? Distinguish between GDRs

and ADRs. )

(OR)

(¢) What is international money market? Discuss the features, functions and

participants involved in international money market. C))

(d) Distinguish between international bond market and global equity market.
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(@) o 3w o Rfm ® R e AR W, e e SR W o 'R S
TN R T AT (9)
(a) RFfme ® Pl & v ol @@ R S = Sk (9)

3. (=) TR wer FRIRT = 37 RA w3 TmEr R SR B A= AR oW (9)

(@) TR ¥ R ¥ il ® s @ 2

SRTE BIC Wic e 2 TRI1 BT Bids
/%) 260.75/61.06 261.50/62.00
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5. (@) RftrT TeR @ s Rl aeel ® €8T ¥ Tt SR (9)
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