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(1st  Exam Period) 
 

Solution 
Available time: 60 minutes 
 
 
For your attention: 
 
1. The exam is made up of 11 pages (including this cover page). Please check 

and see if the exam you are holding is complete. 
 
2. For your answers, use the designated spaces. Should these not suffice, use the 

backside of the pages. Answers written in pencil will not be scored. 
 
3. Additional materials you may use for the exam: a non-programmable calculator. 
 
4. ATTENTION: The names for variables have the same meaning as in the 

lecture. Insofar as you also use the same symbols for the variables as we did in 
the lecture you will not have to define these any further. 
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Problem 1: Financial  systems 
 

a) We usually distinguish between “market-based” and “bank-based” financial  
       systems. Please briefly explain these systems.                             [ 6 points] 

 
 
 
Solution: 
 
 

- Market-based: 
 

(i) suppliers and seekers of funds               (0.5) 
 
(ii) make contracts         (0.5) 
 
(iii) directly      (or: direct finance)             (2) 

 
 
 
 
 
 

- Bank-based: 
 

(i) financial intermediaries    (0.5) 
 
(ii) step in between  (or: indirect finance)    (2) 

 
(iii) non-financial fund suppliers and seekers (0.5) 
 
 
 or: fund seekers and suppliers both make a contract with a financial     
       intermediary  (3) 
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b) The following table shows data on the financing structure of non-financial 
corporations for 2009 (all data are expressed as percentages of GDP). Can 
you find evidence that the USA have a more market-based system in 
comparison to the euro area? Please briefly explain your answer.   [6 points]         

 
 
 Liabilities  from 

bank  loans 
 
Stocks 

Liabilities  from 
debt  securities 

 
United States 
 
Euro area 

 
22 

 
52 

 
106 

 
55 

 
20 

 
8 
 

 
 
 
Solution: 
 

 
- stocks and bonds    (1) 
 
      are more important (1) 
 
      in the USA than in the euro area             (1) 
 
 
- as they represent direct contracts between fund seekers and suppliers, (2) 
    
      this indicates that the USA have a more market-based system than the  
      euro area                      (1) 
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  Problem 2:  Financial Accounts  

 
a)  A financial deficit is the outcome of mismatches of economic transactions in the   
    goods market. Please define a financial deficit by one of these mismatches.  
                                                                                                                        [3 points] 
       Solution: 

       
- purchases          (1)  
 
         exceed               (1) 
 
          sales                  (1) 
     
 
- or: spending (1) exceeds (1) income (1) 
 
- or: investment (1) exceeds (1) saving (1) 

 
b) The following questions refer to the table on p.5. The table shows data for the euro  
     area for the 3rd quarter 2009.  
 
      b1  By which position can we identify whether a sector was a deficit unit or a  
           surplus unit?                                                                                  [2 points] 
 
          Solution: 
 
          Changes in net financial worth due to transactions  (2) 

 
 

    b2 By what amount did the “Households” raise funds?  [2 points] 
 
          Solution:   19              (2) 

 
 

    b3 What was the most important form of new liabilities of the “Households”? By  
         what amount?                                              [3 points] 
 
           Solution:    
    

- Loans (or: long-term loans)   (2) 
 
- 14 (or: 16)                             (1)  
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c) Was the sector “Rest of the World” a net debtor or a net creditor of the euro area at    
       the end of the 3rd quarter of 2009?                                                 [3 points] 
 
          Solution:    
 
              The question cannot be answered from the table       (1.5 points) 
  
                because the position “net worth” is missing                     (1.5 points) 
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Problem 3:  Transnational  integration  of  financial  markets 

a) Please name two types of barriers which separate a country’s financial markets 
from foreign financial markets. Give an example for each type of barrier. [4 points] 

     Solution: 
 

- natural barriers      (1) 
 
 
   example: cultures; distances (1) 

 
 
 

- state-created barriers  (1) 
  
 
   example:  restrictions for foreign participants;   (1) 
                    different tax treatment of domestic and foreign asset income  

 
 
 

- barriers created by national market participants 
 
 

example: cartels;     (1) 
                restrictive access conditions to financial infrastructure. 
 

MAXIMUM  of  4  points ! 
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b) In the beginning of the 1990s, the German unification led to a strong increase in 
German interest rates. As German financial markets were highly integrated with 
financial markets of other Western European countries, the latter experienced 
positive and negative effects.  

 

b1 What did the lenders/investors from these other Western European countries   

       do? Did they benefit or suffer?                                               [3.5 points]   

 

Solution: 
 
- lenders/investors:  (i) shifted funds to Germany        (2) 
        
                                 (ii)  benefited from higher interest rates    
                                               (1)             (0.5) 
 

b2  What happened to interest rates in these countries?              [1 point] 

            Solution: 
        increased    (1) 
 
 
 
 
b3 What did the borrowers from these other Western European countries do? Did  

      they benefit or suffer?                                     [3.5 points]           

 
Solution: 

 
 
- borrowers:    (i)  reduced their borrowings           (2) 

 
(ii)  suffered from the higher rates     

                                   (1)             (0.5) 
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Problem 4: Cross rates in the forex market 
 
a) We are given the following mid-point quotes between the US-dollar ($), the Swiss 

Franc (SFr) and the Japanese Yen ( ¥ ): 
         
      0.9119 [$/€],   1.5971 [SFr/$],   128.17 [Y/$] . 
 
       Please calculate the exchange rate of the Yen in terms of the Swiss Franc (if we  
        are in Switzerland, this is just the direct quote of the Yen). Please clearly show  
        your way of calculation and indicate the dimension of the resulting rate.   
                                                                                                                     [3 points] 
 
Solution:  
 
 
            (0.5) 

       




=
¥

SFr
0125.0

17.128
5971.1

 

            (0.5)                (1)         (1) 
 
 
 
 
 

 
b) We are given the following bid and ask rates of the euro and the Swiss Franc 

against the US Dollar.  
 
      1.1610    -  1.1615     [$/€],    
 
      1. 4100  -  1.4120  [SFr/$].    
 
       We want to calculate the bid rate of the euro in terms of the Swiss Franc, [SFr / € ].    
 
 
       b1  Indicate the two transactions needed to change from euros to Swiss Francs  
            with the help of arrows (→ ).                                                       [2 points] 
 
 
 
             Solution:  
 
             Euro   →     dollar     →   Swiss Francs 
             (0.5)                 (1 )                     (0.5) 
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          b2  Which of the rates given above do we need to calculate the bid rate of the          euro in terms of Swiss Francs?                       [2 points] 
 
 
                Solution:  
                  1.1610              1.4100 
                     (1)                     (1) 
 
 
 
 
 
    b3  Please use the rates from b2 to calculate the bid rate of the euro in terms of       Swiss Francs?                                                                         [3 points] 
 
 
 

           




=⋅
€

SFr
6370.11610.14100.1  

                                                              (3) 
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Problem 5: Currency Option 
 
We look at the second line of the following table: 
 

 
 
 
a) What does the expression EUR/USD mean?                                      [2 points]     
 
Solution:  
 
    - EUR: indicates that the euro is the traded (or: quoted) currency 
                                                                 (1) 
 
    - USD: indicates that the US dollar is the pricing currency 
                                                                       (1) 
 
 
 
 
 
 
 
b) Suppose that the contract volume is 50,000 [€]. Please calculate the price of a 6- 
      month call in terms of USD.                                                          [4 points] 
 
Solution:  

 
0.0567 [$/€]         x      50,000   [€]            =     2835 [$]  
   (1)     (0,5)                (0,5)     (0,5)                    (1.5)   
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c) We look at the position of a “long call”. What are the rights and what are the 

obligations from this position if it is a European-style option?            [7 points] 
 
Solution:  
 

 
- rights:  
 

(i)         buy    50,000  euros       
                     (1)     (0,5)    (0,5)             

   
  
(ii) after 6 months (or: at maturity) 
                     (1) 
 
(iii) at the price of 1.401 [$/€] (or: at the strike price) 

                              (1)  
 
 
 

- obligations:  
 

(i) pay   2835 euros (or: the premium) upfront 
                (0.5)      (0.5)                                          (0.5) 

 
 

(ii) pay the amount of 70,050 euros if he exercises the option  
(0.5)                              (0.5)          (0.5) 


