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M.B.A. III"* SEMESTER EXAMINATION, 2019
Paper — VII
Foreign Exchange Management

Time: Three Hours
Maximum Marks: 80

PART - A (&8 — 3]) [Marks: 20]
Answer all questions (50 words each).

All questions carry equal marks.

vt goT JfFard 8/ g FIT T SV 50 Tl & 3B T &/
vt got @ 3ip wHT &

PART - B (5vs — §) [Marks: 40]
Answer five questions (250 words each).
Selecting one from each unit. All questions carry equal marks.
URIE §HE W VH—9F 97 g7d §9 Fl 9id F97 B/
g Je7 BT FTv 250 F] H EE T &l
T 7o & S THT &/

PART - C (Gvs — @) [Marks: 20]
Answer any two questions (300 words each).

All questions carry equal marks.

P g FoT PIOTT | Jdb T T IV 300 Isq) & 3fFE 7 &/
v gl & 3 THIT 8/
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PART - A / Gvs— 3

Q.1 Small Questions -
B U —

(a)

(b)

(©)

(d)

(e)

()

(@)
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What is the acronym for the rates at which bank buy and sell foreign currencies?

What is the commission charged by the bank is called and how it is measured?

faaelt gareti &l wlie &R = & forg fvw aRavli wres &1 IUIIT fbar Sirar 27 da
ERT forT T HHIR T HEAAT & IR SH DY AT Sl 27?
I[f USD/GBP =1.0152/62, then what does it mean? If I Need to buy GBP 1,000,000

against USD, then how many USS$ should I carry?
afe USD/GBP = 1.0152/62 2, 1 $9&T F1 #deld 2?2 3R 931 USD & daoi GBP
1,000,000 @¥ET &1 faegHdl 8, o g3l fba= US$ o1 =f2y?

Explain currency options. What are the two vanilla currency options called,

Explain each?

qaT i §AsIgd | 71 IFeT 941 Sif<rd T dedid 8, TS Bl FHsIed?
Difference between currency forwards and stock forwards. (Any 3 differences)
&1 HRAS 3R WLih BRae & 99 R | (H1F 3 3fcR)

Define foreign exchange risk. How does exchange information system assist in
managing foreign exchange risk?

fcel ga1 SRad 1 alRWIT &Y | TaRgeist T gomell faaeh a1 Sifed & gded
H HY WERIAT BT 87

If I am expecting INR 12000 from my Indian client after 4 months product sold
today? What currency exposure am I exposed to? Explain it.

R H ATS 4 HEH & I8 307 WRAI AT8d I INR 12000 &1 IRfE HR 8T 7 H
&1 & e ISR & SIRgA # €7 39 FHsmai |

If United States has an expected inflation rate of 5% per annum and United
Kingdom has expected inflation rates of 7% if relative PPP holds, which currency
should appreciate and by how much? Explain the reason behind your answer?

e Agad T MRS § 5% ufcrad @) smfdrd Yarwifa &% 2| 3R gAISes fheH
9 7% 9faay & R 1 &R B ST Pl & MR AUeT HI Afdd FHH I8 ol

5 &1 &1 WA BT MY AR fhaT gRI? U IR & U BT HROT g |
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Q.2

Q.3

Q.4

(h) Differentiate between flags, triangles and rectangles in the context of technical
analysis. (Use diagram).
TBa! fagel o & ded # i, o iR maal @ §i9 iR | (TG BT STINT )
(i) Explain the objectives of Foreign Exchange Management Act.
el a1 ydem iffaw & Seeal @ e a |
() Define ‘Person’ under section 2 of Foreign Exchange Management Act, 1999.

faaell ga1 udes 1M, 1999 &1 &RT 2 & T ‘Afdd BT YRATT & |
PART -B / ¥vs— §

UNIT -1/ go1s -1

What are the various types of Foreign Exchange Markets? Explain each with example.

facel gaT aoiR & fAff=1 R @1 87 U Bl ITer0T Afed WHSSY |
OR /3re1at

Explain cross exchange rate. Consider the following information. The rate between
Japanese yen and US dollar is USD/JPY = 119.05/121.95 and the rate between Euro and
USS$ is USE/EUR = 0.7920/32. Calculate the cross rate between EUR/JPY.

P TaEdSl X 9an | FfeiRed SMeR W AR & | Sl 39 iR US Sferk @ 9=
@1 &% USD/IPY = 119.05/121.95 2 3R I 3R US$ & &= @1 ¥ USE/EUR =
0.7920/32 €| EUR/JPY & 9/ %" X &I T P |

UNIT -1/ o185 — I

Explain each of the following with example —
(a) Fixed vs Fixed Swap
(b) Floating vs Floating Swap

(c) Fixed vs Floating Swap
ISRV & A1 FrEfoRad # 9 S B FHEI8Y —

(a) fhrrs 99 fhas WU
(b) TAT T FAIST W
(c) frRs 99M TelifeT Wy
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Q.5

Q.6

Q.7

OR /3gd1

A US Company which bought 100 million Australian dollar (A$) when the quote was
$/A$ 0.72 is planning to sell it in 3 months’ time? The current spot rate is $/A$ 0.785.
It is worried that the A$ may depreciates due to disappointing Australian conditions. It
decides to hedge his exposure to Australia $ using options. A call option is available on
$/A$ 0.8025 for 3 months at a premium of 0.007234$. Draft the hedge and show how it
will materialize after 3 months when the rate would be $/A$ 0.8121.

U MARPT HU-1 59 100 fAfera= sifgforas e (A$) TR o, o9 drell $/A$ 0.72
off, 39 3 W2 # d°9 &I Ao g | Aol Wi e $/A$ 0.785 7| I fifod € &
fRreToe aRRfEl & SR AS Joa # fR1ae 81 |Gl © | I8 Sif< &1 SN aRd
JfESferar § & forg omue SIRad &1 &1 &= & (o ofar 71 0.007234$ & NfH| o 3
e & fw $/A$ 0.8025 WR ®idl ey Sueel & | 89 Bl Site B 3R @ f& I8
3 #EM & I D41 81 ofd NE $/A$ 0.8121 BN |

UNIT -II1 / %18 — 111

A US firm recently imported a French machinery from its French supplier. The payment
of € 40000 is to be made 3 months from now. The spot rate today is $/€ = 1.6. The US
firm is worried about USD depreciating against the € which may affect its $ payments.
What is the amount of Exposure? What kind of exposure is it called? Explain how can
the US Firm manage its exposure by using currency futures if a futures contract on
€ 37500 is available on the US stock exchange at an exchange rate of $/€ = 1.65.

T SRS BH 7 BT &1 H 30 Bl Tgfciapd! | Ud Wil 7=l &7 mard o |
€ 40000 BT T 31 | 3 #EH a8 fHar ST 2| 3T Wi ¥e $/€ = 1.6 3| Jud ®H
USD @& R ¥ fRifcd & ST € & el eI &R 8l & Sl 39 $§ Y &I ysidd ax

hdT & | TRIUIOR dT IR 7 27 9 b9 dvg &1 TRAUIsR ®al Sidl 87 I8 9d] b
I a1 € 37500 TR IRIET Jged $€ = 1.65 & A R W MReT Wi gaTdsl H
YA ©, Al SHRS! BH &1 Al BT SUAN BRSD MU SIRIH BT YG&T DA B Fdbell
=

OR /31gd1
Explain the four methods used to manage translation exposure with examples.

IETERU & AT ST UaRIUIoR BT Jaed HR= & folv SUANT fhy S arel IR il
BT A |

[8310-FM] Page 4 of 8



Q.8

Q.9

UNIT -1V / 5&18 -1V

A US investor is considering an investment in Australia. The manager has collected

some preliminary market data. His investment horizon is 1 year.
EXHIBIT
Current Spot Rate A$/$ 1.2045
1-year Australia deposit rate 1.0%
g MRS Fawre sifegforar # fFaer R IR o= @1 2| U6ud 7 §8 URMS iR STl
U=l by € | SepT feyaer farferst 1 a9 € —
EXHIBIT
Fc Wie T A$/$ 1.2045
1—aY SRS T BT AT T 1.0%

If the current one year forward rate is presumed to be an unbiased estimate of the future

spot rate what do you think should be the 1 year forward rate for A$/$?
If IAAE UH 99 B Hikae &) I AI™ & Wic IC B 96T A= a1 S g, ar

MY T T & T A$/$ & fow 1 99 &1 »iRas Y€ 81 @1fau?
OR /319141

Elaborate, ‘Covered Interest Rate Parity is governed by arbitrage and uncovered interest

rate parity is not governed by arbitrage’.

R PIRTY ‘JATesTied =TSl &% FHAT B FARYVE gRT PRI fhar SIram g iR gt @re
SR FHAT SfRUVH gRT FRifa =8 B

UNIT-V/ &8 =V

Q.10 Under what transactions does we require the permission of Central Government to send

and receive foreign exchange currency?

P9 o9 — <7 @& de8d faeel ga1 fafma 99+ ok U & & foy 89 & WRaR @l
3TTART Y ITaTIdhdr Bt 27

OR /31gd1

Q.11 Explain the treatment of foreign exchange fluctuations in all the three cases where

Honorable Supreme Court of Indian gave the verdict.
A AFel | facell 98T & IAR — QA P SUAR b aN H Id, STal A |dred

<ARTTT F Bhgolr 3T |
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PART-C / @vs— 9

Q.12 WA currency dealer quoted a bid — offer price of 235.90 — 92 in ¥/CS$. Spot rate quotes

in the interbank market are as follows —
WA HaT SIeR 7 235.90 — 92 in ¥/C$ &1 dlell — UKTd g Igd fbaT | gerdd qroiRk H
Wi ¥ IV 39 UhKN & —

Currency Pair Interbank Market Quote
¥/€ 126.65/126.66
€/$ 0.6682/0.6685
€/C$ 1.8623/1.8628
A$/C$ 1.0486/1.0489

C$ - Canadian Dollars
AS$ - Australian Dollars

Is it possible to earn riskless profit using the interbank quotes available on the Interbank

market and the dealer code on the Japanese Yen and Canadian Dollar? If yes, then how?

IT S IIoTR TR ST SeNdd IGRUT IR ST I9 3R HA1STs Siolk R SIoR hle
BT IUANT PHRD SR fET o™ AT BT Fa 22 Al I, Ol HA?

Q.13 Comment on the statement, ‘The foreign exchange market never sleeps.’
H R fewofl #), faeell a1 aroTR ) 8l e ©

Q.14 Suppose you are a British investor holding a major stake in a tech start — up in US. As a
UK resident, you are concerned with the pound value of your US equity position.
Assume that if the American economy excels in the future, your stake will be worth
$ 800,000 and the exchange rate will be $ 1.60/£. If the American economy experiences
a downturn, on the hand, your stake will be worth $ 400,000 and the exchange rate will
be $1.80/£. You assess the American economy will excel with a 70 percent probability
and will fell with a 30% probability.
(a) Estimate your exposure to the exchange risk,
(b) Compute the variance of the pound value of your American equity position that is

attributable to the exchange rate uncertainty.

(c) How would you hedge this exposure? If you hedge what is the variance of the

pound value of the hedged position?
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A AIRY & omg uas fafewr Mo € it 3Rt # o ° eI — 319 # Uah 99! BRI

TGd 2| P Y Al & w9 H M9 gue ey Refd & ok qou ¥ fifaa €1 79 o

f afe 9fasy # ARSI sreferqeen o1 fawR 8 &, a1 3Mus! TRiert $ 800,000 srFfY

3R faffra &= $ 1.60/£ Brfi | afe sFiRas sreferawen # Hd1 &1 o/gwd BT €, A1 81T W,

Jmud! IR $ 400,000 BRfT 3iR fafr e <% $1.80/ Ui &R | 81U &dhe™ &_d & fdb

SMR®! rferawerr 70 TR FHE & A1 Ihe Rl R 30% |WEEr & @ AR

ST |

(a) fafra SiRew & fo ou= SIREw &1 A o |

(b) fafFma R AFRFAAr & HROT U@ FRDT AT R & USS Jea & fa==or a1
O N |

(c) 3T 3H GIRGA BT d ADHI? AR MY T BRI &, dl 7ol RAT & USS oI &l
faemor @ 2°

Q.15 Last week, Ford was invited by Michael Wagle, a friend and a financial analyst, to advise

him concerning an investment made in Canadian dollars. During their conversation,
Wagle presented him the following information —

(a) C$/$ spot rate (mid — market): 0.856

(b) One — year Canadian deposit rate: 4.00$

(¢) One — year U.S deposit rate: 6.50%

0Bl 8, BIS &I ATSdhd dNTd, U TR IR U fax faveivs grT mef3a foar
ofl, AIfh T2 Herels Sferk H fhy U 99 & 9R ¥ Ao & &1 IS | U+ Iraad &
SR, arTel H I8 Frefalad SHeR) odd &1 —

(a) C$/$ wic e (@1 — IoR): 0.856

(b) TUH AT B HTSs oA <% 4.00$
(c) UP ATl DI MRPB! ST &3 6.50%
Wagle added: “I am not sure how the C$/US$ exchange rate will change in the future,
but I would like to generate an almost riskless profit on my one year investment in
Canadian dollars. Would that be possible?” After reviewing the data Wagle presented,

Ford made the following comments:
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Comment 1: “T expect the Canadian dollar to appreciate against the U.S dollar over
coming year. According to my analysis, based on the difference between expected price
inflation in US and Canada, the percentage change in the spot exchange rate will be
4.50%”.

Comment 2: “Given the current one — year forward points U.S. dollar is trading at a one
year forward discount of 3.50%”.

From the comments made by Ford and the information provided by Wagle, can a riskless
profit be made?

aTel o PET G DI 8§ fh 9oy # A $/gud § fafmy @) B9 geerl, dfed #
BHATSTS SIER H AT Uh ATl D [ TR TITHT SHRGH S AT IA~ BRAT =TT | T
Tg T BT e BT Y aRTel @ ST TeT aRE & are, BiS 3 Prefiied siew
for |

feaoft 1: g1 SFiIe B % Fre Sfelk o aret a¥ # sFRa SferR & gardel 9T | W
fIeelyoT & AR, U IR FArEl H U Hod FERBIT & 3R & MR W, Wi
TSl Y | yirer aRadd 4.50% 2R

fewofl 2: "HIS[ET U W & M B fdg3i B W Y IMRD! SfeR VP A D [ofg
3.50% @ fpIS<T R HRIER HR & 2|

Bl §RT BI T3 ORI 3R arTel gRT &1 8 SR 3, 91 SIRGH RS o9 HAT S
APl &7

. rite short notes on (any two) —
Q.16 Write short not (any two)
(a) Difference between technical analysis and fundamental analysis.
(b) Capital account transaction vs current account transaction in FEMA.

(c) Liberalized remittance scheme

(fp<l Y <)) R BIC Al ford —
(a) THPT fATeior iR Hiferd fageryor & 99 3rav

(b) FEMA ¥ UGl WAl ofFas 9919 dle], W1l o ad

(c) SERIpd XHIS~ ATSII
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