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1. The current cost of a US dollar expressed in Canadian dollars is $1.2256. If the price is expected to change to CAD$1.2337, we would say that:
a. The Canadian dollar is strengthening;
b. The US dollar is weakening;
c. The Canadian dollar is weakening;
d. The Canadian dollar is going up;
e. None of the above.

c.

2. In question 1, a likely cause of the change is that:
a. Inflation rates in the US exceed those in Canada;
b. Inflation rates in Canada exceed those in the US.
c. Inflation never plays a role in such changes;
d. Inflation plays a role, but the direction of its influence varies from time to time;
e. None of the above.

b.

3. If the nominal short term riskless interest rate in the US is 8% versus 6% in Canada, and inflation rates are 5% in the US versus 2.5% in Canada :
a. Investment is likely to flow out of Canada, and the Canadian dollar price of a US dollar is likely to decrease;
b. Investment is likely to flow out of Canada, and the Canadian dollar price of a US dollar is likely to increase;
c. Investment is likely to flow into Canada, and the Canadian dollar price of a US dollar is likely to increase;
d. Investment is likely to flow into Canada, and the Canadian dollar price of a US dollar is likely to decrease;
e. None of the above.

d.

4. Floating exchange rate regimes, like the one in Canada, are typically characterized by frequent and sometimes large changes in FX rates, While this is a negative feature of such systems, a significant benefit is that:
a. They prevent monetary policy from being used to moderate the economy;
b. They cause weaknesses in domestic productivity to be reflected in a weakening of the domestic currency rather than in reduced rates of domestic output and employment;
c. They prevent weaknesses in domestic productivity from being reflected in a weakening of the domestic currency and instead, translate them into reduced rates of domestic output and employment;
d. None of the above.

b.

5. Which best describes the position of the holder of a forward exchange contract if the holder plans to purchase the currency of a foreign jurisdiction. The forward exchange contract:
a. Provides the holder with protection if the currency weakens, and provides the opportunity for the holder to benefit if the currency strengthens;
b. Provides the holder with protection if the currency strengthens, and provides the opportunity for the holder to benefit if the currency weakens;
c. Provides the holder with protection if the currency weakens, but at the cost of incurring opportunity losses if the currency strengthens;
d. Provides the holder with protection if the currency strengthens, but at the cost of incurring opportunity losses if the currency weakens;
e. None of the above.

d.

6. Which best describes the position of the holder of a foreign currency call option if the holder plans to purchase the currency of a foreign jurisdiction. The call option:
a. Provides the holder with protection if the currency weakens, and provides the opportunity for the holder to benefit if the currency strengthens;
b. Provides the holder with protection if the currency strengthens, and provides the opportunity for the holder to benefit if the currency weakens;
c. Provides the holder with protection if the currency weakens, but at the cost of incurring opportunity losses if the currency strengthens;
d. Provides the holder with protection if the currency strengthens, but at the cost of incurring opportunity losses if the currency weakens;
e. None of the above.

b.

Please use the chart below to answer questions 7 to 9.




7. What do the periodic mark to market payments to the long futures position amount to (assume that you do not invest payments received nor do you pay interest on funds used to make payments; that is, just use the calculated daily settlement amounts without forward valuing them to October 30, 2009):
a. Cash disbursements of $71.57;
b. Cash receipts of $71.57;
c. Cash disbursement of $7,758.00;
d. Cash receipt of $7,758.00;
e. None of the above.

a or e. due to rounding issues




8. What is the terminal cash flow to the long position in the futures contract if held to maturity:
a. Cash disbursements of $71.57;
b. Cash receipts of $71.57;
c. Cash disbursement of $7,758.00
d. Cash receipt of $7,758.00
e. None of the above.

c.

9. What is the total cost to acquire the foreign currency for the long position in the contract over the period shown:
a. $7,758.00;
b. $7,686.43;
c. $7,829.57;
d. None of the above.

c. or d due  to rounding issues
		
10. A company that expects to collect an account receivable in a foreign currency, and who expects the foreign currency to weaken would:
a. Enter a long call position in the foreign currency;
b. Enter a long put position in the foreign currency;
c. Enter a short put position in the foreign currency;
d. Do nothing;
e. None of the above.

b.

11. You observe the following quote for a US dollar expressed in Canadian dollars: $1.2238/1.2257 if you are domiciled in Canada this is a:
a. Direct quote
b. Indirect quote
c. American quote
d. None of the above

a.

12. The equivalent of the quote in the question above expressed in US dollars is:
a. $0.8171/$0.8159
b. $0.8159/$0.8171
c. $1.2257/$1.2238
d. None of the above

b.




13. The theory of comparative advantage:
a. Implies that individual countries attempt to obtain advantageous trade terms from comparator nations;
b. Is an explanation as to why multinational enterprises have sprung up;
c. Implies that nations ought to specialize in production where they have comparative advantage and trade with other nations for the rest of their needs;
d. None of the above.

c.

14. A multinational corporation is:
a. A business firm incorporated in one country that has production and sales operations in several other countries;
b. A business firm incorporated in one country that has sales operations in at least one other country;
c. A business firm incorporated in one country that has production operations in at least one other country;
d. None of the above.

a.

15. A multinational enterprise is:
a. Just another term for a multinational corporation;
b. A special term that serves to differentiate from the term multinational corporation;
c. Similar to but a subset of the firms captured by the term multinational corporation;
d. None of the above.

a.


Please use this information to answer questions 16 to 24. Your company has entered into an agreement to purchase a machine from a US supplier one year from now at a cost of $1,250,000. The current Canadian dollar spot rate for a US dollar is $1.2248. The price of a call option on one US dollar with Canadian dollar strike price of $1.19 is CAD$0.0175. At the end of one year, the US dollar will cost either $1.1444 (the low case) or $1.2487 (the high case). The Canadian dollar interest rate is 5.10% and the US dollar interest rate is 8.17%. Let us define the profit or loss on the hedge as the difference between the eventual spot price and the price available through the hedge times the size of the contract. Let us define the total cost of the currency as the cost to acquire at the spot that eventually occurs, plus (minus) the gain (loss) on the hedge, plus any cost incurred to acquire the hedging instrument.




16. What is the forward price of one US dollar expressed in Canadian dollars:
a. $1.1444
b. $1.2487
c. ($1.1444 + $1.2487)/2
d. $1.2606
e. $1.1900
f. None of the above.

e.

	For questions 17 to 24, assume the forward price is $1.1900.

17. If you take a long position in the forward contract and the eventual outcome is the low case, what is the profit or loss on the hedge?
a. -$57,048
b. $57,048
c. $73,327
d. -$73,327
e. $73,375
f. -$73,375
g. zero
h. None of the above

a or h due to rounding issues

18. If you take a long position in the forward contract and the eventual outcome is the high case, what is the profit or loss on the hedge?
a. -$57,048
b. $57,048
c. $73,327
d. -$73,327
e. $73,375
f. -$73,375
g. zero
h. None of the above

e.

19. If you purchase the call option and the eventual outcome is the low case, what is the profit or loss on the hedge?
a. -$57,048
b. $57,048
c. $73,327
d. -$73,327
e. $73,375
f. -$73,375
g. zero
h. None of the above

g or h if you assume the cost of the option is to be included in profit or loss

20. If you purchase the call option and the eventual outcome is the high case, what is the profit or loss on the hedge?
a. -$57,048
b. $57,048
c. $73,327
d. -$73,327
e. $73,375
f. -$73,375
g. zero
h. None of the above

e or h if you assume the cost of the option is to be taken into account

21. If you take a long position in the forward exchange contract and the eventual outcome is the low case, what is your total cost of the currency under this strategy?
a. $1,452,375
b. $1,509,375
c. $1,487,548
d. $1,430,500
e. $1,560,875
f. None of the above

c or f due to rounding

22. If you take a long position in the forward exchange contract and the eventual outcome is the high case, what is your total cost of the currency under this strategy?
a. $1,452,375
b. $1,509,375
c. $1,487,548
d. $1,430,500
e. $1,560,875
f. None of the above

c or f due to rounding problems

23. If you purchase the call option and the eventual outcome is the low case, what is your total cost of the currency under this strategy?
a. $1,452,375
b. $1,509,375
c. $1,487,548
d. $1,430,500
e. $1,560,875
f. None of the above

a.

24. If you purchase the call option and the eventual outcome is the high case, what is your total cost of the currency under this strategy?
a. $1,452,375
b. $1,509,375
c. $1,487,548
d. $1,430,500
e. $1,560,875
f. None of the above

b.

25. The differences between futures and forward exchange contracts arise mainly out of a desire to:
a. Create an instrument with materially different risk management features for its users;
b. Facilitate exchange trading of the instrument;
c. Make the instrument comply with the law;
d. None of the above.

b.

26. Futures require the long position to put up margin because:
a. The statement is untrue – only the short position must put up margin;
b. There is no margin required for futures contracts at all;
c. Both the long and the short position may be required to make a payment for daily settlement;
d. None of the above.

c.

27. The term privatization refers to:
a. The fact that in some countries governments have taken companies private by buying them up;
b. The fact that in some countries governments have sold companies they owned to the private sector;
c. A government of a country that has never owned a company and has thus left production to the private sector;
d. None of the above.

b.

28. Most of the US dollar loans used by Canadian companies source the US dollars from:
a. Canadian money markets;
b. Money markets in the United States;
c. From the inter-bank money market in London;
d. From elsewhere.

c.

29. If the US inflation rate is 4% versus 6% in Canada, a pair of jeans costs $46 in the US versus $55 in Canada, and relative purchasing power holds perfectly, what are the current spot and future FX rate after one year expressed in Canadian dollars:
a. Current: $0.8364/Future: $0.8206
b. Current: $1.218/Future: $1.1957
c. Current: $1.1957/Future: $1.2186
d. Current: $1.1957/Future: $1.1731
e. None of the above

c.





30. A rogue trader is:
a. A trader with a devilish personality;
b. A trader not affiliated with a major financial institution;
c. A trader who trades outside of limits set by the institution that employs him/her;
d. None of the above

c.
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-72.00
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