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REMARKS:
. This is a group assignn%h‘t“ﬂith-a-maximum_o_f 6 students per group.
e The problems are to be answered in the space provided for them on this booklet.
. Clearly show your working and encircle the final answer.

) This assignment is due at the start of class on Monday Feb 15, 2016,
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PROBLEM 1 (10 POINTS)
Let the current MOP exchange rate be 4 MOP/US$.

(a) A forecaster predicts a 37.5% MOP depreciation. What value of the exchange rate is she predicting? (4
POINTS)
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(b) Another forecaster predicts a 60% US$ appreciation. What value of the exchange rate is he predicting? (4
POINTS)
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(c) Do the two forecasters in (a) and (b) agree or disagree with each other? Explain. (2 POINTS)
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PROBLEM 2 (8 POINTS) % | €O

Suppose the Japanese Yen is currently traded at Yen 80/$. The Canadian Dollar is traded at C$ 1.40/$.

(a) Determine the implied Yen/C$ cross rate. (1 POINT)
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(b) Suppose the Yen/C$ was at Yen 66/C8$. Is there any arbitrage opportunity? (1 POINT)
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(c) How would you take advantage of any arbitrage situation? (2 POINTS)
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(d) What is your profit? (4 POINTS) _nbX /ZJ = = \
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PROBLEM 3 (2 POINTS EACH, TOTAL 12 POINTS) é \ ( (o Q X — \ e 74\
Your bank offers you the following quotes: é%
C%/e 0.58-0.60
C$/E 1.48-1.51

a) How many Canadian dollars will you need to buy €100?
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b) How many pounds will you need to buy C$1007?
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¢) How many euros will you receive if you sell C$2007?
£
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d) How many pounds will you receive if you sell C$2757?
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e) How many Canadian dollars will you need to buy £1257
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f) How many euros will you need to buy C$3007?
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PROBLEM 4 (15 POINTS)

Assume that you can trade at the following prices:

Spotrate ~ = _F €1.4987/£
One-year forward exchange rate — % €1.4876/E
One-year pounds sterling interest rate — Ei 3.55%
One-year euro interestrate = = 4.10%

Is covered interest arbitrage worthwhile? If so, explain the steps in words and compute the profit.
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PROBLEM 4 CONTINUED
Use this space to continue working on Problem 4
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