ADM 4354, Fall 2014, Quiz #2 V1 (15 points total) - soliutions
Time allowed: 75 minutes

Name:___________________________________________

Student i.d.:______________________________________

General Rules:

Pen/pencils, rulers and calculators are allowed. Everything else MUST be stored in the CLOSED backpack placed ON THE FLOOR (NOT on the chair next to you and NOT on the table)

DO NOT REMOVE any paper from this test. DO NOT use your own scrap paper. If a sheet of paper gets separated from this exam, please, report it immediately. Having any papers on the desk, chair, or on the floor that is not STAPLED to this booklet at any time constitutes cheating.

IMPORTANT:

You must keep at least 5 decimals digits while performing your calculations (unless specified otherwise).

You do not need to show your work. However, in case of an incorrect answer, a partial credit may be given for the work shown.

1) The Portfolio Investment is a part of:

a) Current account

b) Capital account

c) Reserves account 

d) Trade balance

e) None of the above

Answer: B
2) If Prof. Dodonova invests $10,000 in Microsoft equity, it will be an example of

a) Portfolio Investment
b) Foreign Direct Investment

c) Unilateral Transfer

d) Import

e) None of the above

Answer: A
3) If BCA + BKA < 0, then which of the following must be correct

a) TB>0

b) TB<0

c) BRA>0

d) BRA<0

e) None of the above

Answer: C
4) How much total taxes were collected by Canadian Government in 2013 (T) if the value of goods and services exported by Canada in 2010 (EX) was $46B, that year’s imports (IM) was $52B, savings (S) were $8B, investments (I) were $13B, and the government total spending accounted for $11B (B stands for billion dollars)
Answer: $10B

S+T+IM=I+G+EX

Hence, T=13+11+46-52-8=10
5) What can you say about a country's GDP if in a given year the total consumption was $13B, The total private (i.e., non-government) saving was $5B, and the government collected $22B in taxes

a) Nothing

b) GDP=$4B

c) GDP=$14B

d) GDP=$30B

e) GDP=$40B

Answer: E
Y=C+S+T=38
6) What is your realized percentage return (%) in CAD if last year you've invested funds in Microsoft (MSFT) equity when they were traded at $36 (USD) per share and the exchange rate between USD and CAD was 1.03 CAD/USD and sold them this year at a price of $44 (USD) per share if today's exchange rate is 1.1 CAD/USD
Answer:____30.5%_________

(44*1.1-36*1.03)/(36*1.03)
7) Optimal International Portfolio 

a) Is unique for all investors regardless of their home country

b) Include more stocks from the investor's home country because of home bias effect

c) Has expected return that is greater or equal to the expected return of the Optimal Domestic Portfolio

d) Minimizes Sharp Ratio

e) None of the above

Ans: give 1 point to everybody
8) Find a sharp ratio of a stock with beta=1.2, expected return of 14% and standard deviation of 5% if the risk-free interest rate is 3%
Answer:___2.2__________

(14-3)/5
9) Which of the following is not a possible explanation for the home bias effects

a) Domestic equities may provide a superior inflation hedge.

b) Institutional and legal restrictions on foreign investment.
c) Extra taxes on dividend and capital gain income from foreign securities 
d) Recognition – investors do not invest in firms they never heard about
e) None of the above answers are correct (i.e., all of the above are possible explanations for home bias effect)
Ans: E
10) How many USD will you receive for 1000CAD if the bid-ask exchange rate is 1.12-1.14 CAD/USD

Answer:____$877.19_________

1000/1.14
11) What is the maximum amount of USD that you can receive for 1000 CAD if Canadian banks offer the bid-ask exchange rate of 1.07-1.1 CAD/USD while U.S. banks offer bid-ask exchange rate of 0.92-0.94 USD/CAD. Assume you can exchange currencies at any bank

Answer:____$920_________

Max(1000/1.1; 1000*0.92)
12) Find CAD/USD exchange rate if CAD/EUR exchange rate is 1.3 and EUR/USD exchange rate is 0.8 
Answer:___1.04__________

1.3*0.8
13) Find the minimum possible €/£ exchange rate that does not allow arbitrage opportunity (assume that both bid and ask €/£ exchange rates are the same) if you observe the following bid-ask quotes (keep at least 5 decimal digits while performing your calculations!!!):

1.68-1.71 $/£;

1.43-1.45 $/€;

Answer:___1.1586__________

1.68/1.45
Note to grader: give 0.5 points if students found the maximum rate of 1.71/1.43=1.1958 instead
14) Use the same information as in the previous question and assume you can freely exchange € for £ and £ for € at the rate of 1.1€/£ (note that this rate is smaller than your answer to previous question). In this case

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: C
Note: students were told to choose between B, C, or D only (not A)
15) What is the maximum amount of € you can get for $1000 if you observe the following bid-ask quotes:

1.7-1.72 $/£;

1.35-1.37 $/€;

1.23-1.25 €/£
Answer:____$729.93_________

Max(1000/1.37; (1000/1.72)*1.23)
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