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Available time: 45 minutes 
 
 

For your attention: 
 
 
1.     Please do not directly write your answers into this problem set. Use the set of 

solution pages.  
 
2. Please do not use apencil. 
 
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 Decisions of Firms 
 
a) From which perspective does modern finance view the behaviour of firms? 

 [2 points] 
 

Solution: 
 
Effects on welfare of households 

(1)              (1)    
 

 
 

b) Briefly name and briefly explain the two types of capital that firms deal with. 
Please also give one example of each type of capital. 

 [6 points] 
Solution: 

- Physical capital (or: real capital): (1) 
 
Used to produce goods and services (1) 
 
Example: machinery (1) 
                 (or: buildings, land, inventory) 
 
 

- Financial capital: (1) 
 

 Used to finance the purchase of physical capital (1) 
 (or: represents claims on real assets) (1) 
 
 Example: stocks (1)  
                  (or: bonds, loans) 
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Problem 2:  Financial Accounts  
 
We look at the data of the euro area shown in the table in the appendix. 
 
 
a) Was the euro area a net debtor or a net creditor at the beginning of the 4th 

quarter of 2016? Please name the corresponding indicator and give the 
amount.                                                                                       [4 points]  

 
Solution:debtor in the amount of 762, indicator: “net financial worth” 

(1)                                (1)                           (2) 
 
 
 
b) Was the euro area a net borrower or a net lender during the 4th quarter of 

2016? Please name the corresponding indicator and give the amount.    
[4 points]  

 
Solution:lender in the amount of 101, 
(1)                           (1) 
 
                       Indicator: “changes in net financial worth due to transactions” 
                                                                (2) 
 
 

c)  By what amount did the euro area’s position of a net debtor/net creditor 
change during the 4th quarter of 2016? Please show two ways to calculate this 
change by using the appropriate data from the table.   [6 points] 

 
Solution: 
 

- 673 – (-762) = 89           ( or: - 673  +  762   =  89 ) 
  (1)    (0.5)   (1)         (0.5) 

 
 101     –         13       =  88 
  (1)    (0.5)   (1)         (0.5) 

 
 
 
 
 
 
 
 
 
 
 
 
Problem 3: Exchange Rates 
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You noticed that the exchange rate between the Romanian Lei [Ron] and the euro 
has decreased from 4 [RON/€] to 3 [RON/€]. 
 

a) Has the euro appreciated or depreciated with respect to the Lei? By what 
percentage? Please show your calculation.                                  [5 points] 

 
Solution: 
 

depreciated (1) 
 

    by 25 %:       ( 3      – 4  ) / 4        
(1)  (1)  (1)         (1) 

 
 
 
 
 
b) By what percentage has the value of the RON changed with respect to the 

euro? Please show your calculation. [5 points] 
 
Solution: 
 

 
(1)     (1) 
1

3
       −  

1

4
1

4

 =      33 %   

                                                              (1) (2) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Problem 4:Price  Relations  Between  International  Financial  Markets 
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Consider a currency trader based in Russia. The current spot exchange rate of the 

euro is  RUB 60 per EUR 1. The risk-free rate in the euro area is 4 percent per year 

and the RUB risk-free rate is 2 percent per year.  

 
a) Calculate the arbitrage-free forward exchange rate between the Russian ruble 

and the euro. (Please give three digits.)                                              [4 points] 
 








€
e

RblF
fair =   

 
 
Solution: 
                                                      (1) 

84658
040

020
60 .

.1

.1

€
e 











RblF
fair   . 

                                      (1)            (1)                              (1) 
 

 
 
 
b) Based on the current forward price of eF = 70 [ Rbl / € ], we want to examine how 

the trader can earn a risk-free arbitrage profit. 

 
 

b1 The following relation holds if the forward rate is at its arbitrage-free risk value: 
 

F
fairRUB ei

e
i )( € 1

1
1     . 

 
What do you callthis relation?                                                     [1 point] 
 
 
     Solution:   Covered interest rate parity 
                          (0.5)                (0.5) 
 
 
 
 
 
 
 
 
 
 
 b2  Given the market forward rate of eF = 70 [ Rbl / € ], please indicate the four  
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      transactions needed to make a profit. Please also indicate the four markets  
      where these transactions take place.                          [8 points] 
 
     Solution: 
 
     - take funds (or: credit) in Russian money (or: financial) market 
           (1)                                      (0.5)       (0.5) 
 
 

     - exchange these funds into euros on the spot market 
(1)                                      (1) 
 
 
     - invest the euros in the euro money (or: financial) market 
        (1)                                 (0.5)       (0.5) 
 

 
     - exchange the euros back into RUB on the forward market 
(1)                                                       (1)        
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
Appendix 
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