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Universitat " Siegen

Fakultat 11l — Wirtschaftswissenschaften
Univ.-Prof. Dr. Jan Franke-Viebach

Exam “International Financial Markets”
Summer Semester 2015
(2" Exam Period)

Solution
Available time: 45 minutes

For your attention:

The exam is made up of 7 pages (including this cover page). Please check and
see if the exam you are holding is complete.

For your answers, use the designated spaces. Should these not suffice, use the
backside of the pages. Please do not use a pencil.

Additional materials you may use for the exam: a non-programmable calculator.
ATTENTION: The variables used in this examination represent the same values

as in the lecture. If you use variables from the lecture in your answers, you do
not need to define them.

Question 1 2 3 4 Sum |Mark
Points 14 7.5 13 10.5 45
achievable

Points

achieved
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Problem 1: Economic and Financial Accounts

We look at the “Integrated economic and financial accounts” of the euro area for
the 3" quarter (July —September) of 2013:

- page 3 shows the uses of income as part of the economic accounts
- page 4 shows the liabilities’ side of the financial account.

We are interested in the sector “General government”.

a) By which lines of the tables on page 3 and 4 can we find out if the sector
“General Government” was a deficit unit or a surplus unit in the 3" quarter?
[4 points]
Page 3:
Page 4:
Solution: Page 3: net lending/net borrowing (2)
Page 4: changes in net financial worth due to transactions  (2)

b) Was the “General Government” a deficit unit or a surplus unit? By what
amount? [2 points]
Solution: deficit unit in the amount of 81

(1) 1)

c) We want to calculate the total change of the liabilities of the “General Govern-
ment” during the 3™ quarter.

c1 What were the liabilities of the “General Government” at the beginning of the
3'Y quarter 2013? [2 points]

Solution: 10,884 (2)

¢, What were the liabilities of the “General Government” at the end of the

3'Y quarter 2013? [2 points]
Solution: 10,727 (2)
c3 Did the liabilities increase or decrease? By what amount? [2 points]

Solution: decrease by 157

1) (1)

d) In order to get the result mentioned in b), we must complement the result
of c3 by two elements. Please name one of them. [2 points]

2 points

maximum

Solution: - other changes in liabilities (2)
- transactions in assets (2) }
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Problem 2: Market of Foreign Exchange

a) In a system of a flexible exchange rate, the public authorities do not
“intervene”. What is meant by such an “intervention”? [3.5 points]

Solution:

Purchase and/or sales of foreign currency
(0.5) (0.5) (0.5)

with the intention of manipulating the exchange rate.
(0.5) (1) (0.5)

b) Next to the so-called exchange function, the forex market performs two other
functions in a system of a flexible exchange rate. Please name these

functions. [4 points]
Solution:
- matching supply and demand (or: equilibrating mechanism)
(1) (0.5) (0.5)
- pricingzzf;mction (or: determination of exchange rate)
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Problem 3: International Currency
a) What is an international currency? [4 points]
Solution:

currency that ...

- ... fulfils the functions of money (or: is used) (2)

- ... outside its country of issue (or: its home country) (2)

b) Please name one empirical indicator for the international use of the euro as
a medium of exchange. [3 points]
Solution:

- share as invoicing (or: settlement) currency in international transactions

(0.5) (2) (0.5)
- share in international trade finance
(0.5) 1.5 (O

- share in foreign exchange trading
(0.5) (0.5) (0.5) (2)

- share in foreign exchange market intervention
(0.5) (0.5) (0.5) (1)

¢) China wants an important international role for its currency (Renminbi).

¢, Please name and briefly explain one feature of China that facilitates this role.
[4 points]

Solution:
- large economic size of the country (or: of its international transactions): (2)

increases use of the RMB (or: its acceptance; or: reduces transaction costs) (2)
- political stability: (2)

increases trust in stability of currency’s value (or: in its monetary policy) (2)

c2 Please name one feature of China that still impedes the international use of
the Renminbi. (You do not have to explain this feature.) [2 points]

Solution:
- underdevelopped financial system (or: finan. system not open for foreigners) (2)

- lack of confidence in the value of the RMB over the long term (2)
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Problem 4: Euromarket
a) What is a Euromarket? [2.5 points]
Solution:
It trades assets which ...
- ... are denominated in a currency A (1)
- ... but were created outside the country where A is legal tender

(0.5  (0.5) (0.5)

b) Please give two reasons why the Eurodollar market evolved in the 1950s.
[4 points]
Solution:
- socialist countries wanted to hold dollars outside the USA (2)
- capital export controls of the USA restricted acces to dollar loans (2)
- regulation Q restricted interest payments on dollar deposits in the USA (2)
- no reserve holdings on dollar deposits (or: liabilities) outside the USA (2)
- no insurance deposits on dollar deposits (or: liabilities) outside the USA (2)
c) Please explain why market participants in the Euromarket need a very good
reputation. [4 points]
Solution:
- Euromarket transactions are outside the jurisdictions of the currency in which

contracts are denominated (2)

(or: are offshore transactions;
or: market participants are less under control of local authorities)

- therefore, market participants are very careful when choosing their counter
parties (2)
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