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Fordham University

Collage of Business Administration

Take Home Mid-term 1

FNCB 4200
Prof. Gautam Goswami

Financial Management of Multinational Enterprises
Fall 2005
All question carry equal marks (20 points). Ignore the points next to the questions. You can use your books and class notes but please do not take any help from other students. If your work is copied by any other student both of your exams will be cancelled. 

1.
A foreign exchange trader in Paris normally provides quotes for the one-, three-, and six-month forward rates.  When you ask over the telephone for current quotations for the French Franc against the US. Dollar, the trader replies:



"6.4685 to 782, 65 to 98, 350 to 220, 430 to 561"

a.
Calculate the all outright quotes for the spot and forward rates. (6 points)

b.
Calculate the annualized percentage premium (discount) from the six month bid rate. (6)

c.
You have Ff. 1,000,000 and want to buy from the trader dollars in three months.  How many dollars will you receive for the Ff. 1,000,000? (6 points)

d.
You need Ff. 500,000 in six months.  How many dollars will it cost in total to purchase 
the Ff. 500,000 from the trader? (6 points)

2.
Recently an arbitrageur obtained the following quote:


New York:
DM 1 = 
$0.5373




FF 1 =

$0.2355


Frankfurt
$1 = 

DM 1.8605




FF 1 = 

DM 0.4246


Paris:

DM 1 = 
FF 2.2834




$ 1 =

FF 4.2565

•
Find all two point and three point arbitrage opportunities from these quotations assuming that you will buy or sell only once at any location.  Calculate the percentage profit for each arbitrage opportunity.  Find the highest profit that can be made from these opportunities and show where to buy and sell currencies for that arbitrage.  Assume that the arbitrageur incurs transaction costs and therefore needs to make at least 1% profit. (25 points)

3.
 The following spot quotes are provided by a New York dealer:



$0.2000 / 20 per FF and $ 0.0300 / 35 per BF

What direct quote (with maximum bid-ask spread) for Belgian Frank from a Paris dealer would prevent an arbitrage action. (25 points)

4. 
(25 points)

Ms. Martinez, an exchange trader, is convinced that the Dutch guilder is presently undervalued relative to the US. dollar.  She wants to profit from her analysis.





Market Scenario



Exchange Market




Spot Rate




$0.4954




30-Day Forward Rate



$0.4980



Spot Rate Forecasted By




Ms. Martinez For Day 30


$0.4990



Money Market:  1-Month Interbank Rates




Dollar





11.25%




Guilder




5.95%

a.
Based on interest rate parity, what should the 30-day guilder forward rate be?

b.
Calculate Ms. Martinez's US. dollar profit if she arbitrages DG1,000,000. Clearly show all steps.  

c.
Calculate Ms. Martinez's expected US. dollar profit if she speculates by buying (selling) DG1,000,000 spot and does not cover in the forward market.  Clearly label all steps.

d.
Calculate Ms. Martinez's expected US. dollar profit if she speculates DG1,000,000 using only the forward market.  Clearly label all steps. 

e.
What do you recommend Ms. Martinez do?  Support your recommendation in as much detail as possible.

5.
(25 points) The 3-month interest rate in the U.S. is 6.50% and 8.50% on Canada.  The Canadian dollar sells spot for $.8200, and the 3-month forward rate is quoted at a 2.50% annualized discount.


a.
What is the three month forward rate ($/C$)? (6 points)

b.
Does Interest Rate Parity Hold?  Provide financial analysis to support your response.  Also use the "exact" formula to answer this question.  (6 points)

c.
For a transaction size of Can$500,000, what would be your net Can$ profit from taking advantage of the above arbitrage opportunity?  (6 points)

d. Taking as given the interest rate in the U.S., the $/Can$ spot and forward rate, what could the Canadian interest rate have to be for Interest Rate Parity to hold.  Again, in your response, use the "exact" formula.  (6 points)

