1) If a country introduces a currency board, then:

a) It has a dirty floating exchange rate in which the central bank states the bounds of the exchange rate corridor and intervenes when the exchange rate goes outside of the bounds

b) It is illegal to exchange foreign currency at private banks and other financial institutions: only governmental agencies can provide currency exchange services

c) The country establishes a fixed exchange rate regime in which a unit of domestic currency cannot be introduced into the economy without an additional unit of foreign exchange reserves being obtained first.

d) The country establishes a board of outside observers (under IMF jurisdiction) that must approve all major decisions of that country’s central bank before such decision is implemented.

e) None of the above

Ans: C
2) A depreciation of Canadian dollar relative to the currencies of Canada’s major trading partners will
a) Lead to a decrease in the Canadian Trade Balance in the short-run and an increase in the Canadian Trade Balance in the long run
b) Lead to an increase in the Canadian Trade Balance in the short-run and a decrease in the Canadian Trade Balance in the long run
c) Lead to a decrease in the Canadian Trade Balance both in the short-run and in the long run
d) Lead to an increase in the Canadian Trade Balance both in the short-run and in the long run
e) Have no effect on the Canadian Trade Balance since it must be equal to zero in the equilibrium
Ans A

3) Which of the following statements is correct?
a) Direct Investment is recorded in the Capital Account while Portfolio Investment is recorded in the Current Account

b) Direct Investment is recorded in the Current Account while Portfolio Investment is recorded in the Capital Account

c) Both Direct Investment and Portfolio Investment are recorded in the Capital Account

d) Both Direct Investment and Portfolio Investment are recorded in the Current Account

e) None of the above

Ans: C
4) For a Russian resident an exchange rate quotation of 60RUB/$ is a
a) Direct American term quotation
b) Direct European term quotation
c) Indirect American term quotation
d) Indirect European term quotation
Ans: B
5) If $/£ exchange rate is 1.6 $/£; $/€ exchange rate is 1.2$/€, and £/€ exchange rate is 0.75£/€, then:

a) Arbitrage is not possible

b) If you start with dollars, the only way to make arbitrage is to exchange currencies in the following direction: $ ( £(  €(  $.
c) If you start with dollars, the only way to make arbitrage is to exchange currencies in the following direction: $ ( €(  £(  $.
d) If you start with dollars, you can make arbitrage by exchanging currencies in any of the following directions: $ ( £(  €(  $ or $ ( €(  £(  $.
Ans: A

6) If $/£ bid-ask rates are 1.67-1.68$/£; $/€ bid-ask rates are 1.17-1.18$/€, and €/£ bid-ask rates are 1.45-1.46€/£, then:

a) Arbitrage is not possible

b) If you start with dollars, the only way to make arbitrage is to exchange currencies in the following direction: $ ( £(  €(  $.
c) If you start with dollars, the only way to make arbitrage is to exchange currencies in the following direction: $ ( €(  £(  $.
d) If you start with dollars, you can make arbitrage by exchanging currencies in any of the following directions: $ ( £(  €(  $ or $ ( €(  £(  $.
Ans: B
7) Find synthetic $/£ ask rate if $/€ bid-ask rates are 1.31-1.33$/€ and £/€ bid-ask rates are 0.82-0.84£/€. Important: Your answer must state the ask rate only. If you will provide both bid and ask rates - you will receive zero mark for this question.

Ans: 1.33/0.82=1.623$/£

8) If the CAD/USD bid-ask exchange rates are 1.21-1.23, what is the USD/CAD bid rate? Important: Your answer must state the bid rate only. If you will provide both bid and ask rates - you will receive zero mark for this question

Answer: 1/1.23=0.8130 (accept any reasonable rounding)
9) Find £/€ exchange rate if $/€ exchange rate is 1.2$/€ and $/£ exchange rate is 0.9$/£
Ans: 1.2/0.9=1.333£/€

10) You would like to exchange £1000 for Euro (€). Find the maximum amount of Euro you can get if you are faced with the following bid-ask exchange rates (please, round your answer to the nearest cent):

$/€: 1.22-1.24

$/£: 1.37-1.39

£/€: 0.89-0.91

Answer: 1000*1.37/1.24= €1104.84
11) Given the following information about BKA; BCA and BRA, find the missing number
	
	Credit
	Debit

	BKA
	1000
	800

	BCA
	1150
	980

	BRA
	150
	?


Ans: 1000+1150+150-800-980=520
12) Which of the following is true if spot $/£ bid-ask exchange rates are 1.68-1.70 $/£, 1-year forward bid-ask exchange rates are 1.62-1.64$/£, the borrowing rate in the U.S. is 4%, the investment rate in the U.S. is 3%, the borrowing rate in U.K. is 5%, and the investment rate in the U.K. is 4%

a) Arbitrage is not possible

b) Arbitrage is possible and arbitrage strategy involves investing in £s. 

c) Arbitrage is possible and arbitrage strategy involves borrowing in £s. 

d) Arbitrage is possible; however, there is not enough information to pick one of the answers above. 

Answer: C

13) If U.S. interest rate is higher than U.K. interest rate, you can say that

a) USD is expected to depreciate

b) USD is expected to appreciate

c) PPP is violated but RPPP may be satisfied

d) RPPP is violated

e) International Fisher Effect is wrong

Answer: A

14) Find U.S. interest rate if 1-year forward $/£ exchange rate is 1.4$/£, spot exchange rate is 1.43$/£, and interest rate in the U.K. is 8%.

Solution: i=1.4/1.43*1.08-1=5.73%
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