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Solution
Available time: 45 minutes
For your attention:
Please do not directly write your answers into this problem set. Use the set of
solution pages.
Please do not use apencil.
Additional materials you may use for the exam: a non-programmable calculator.
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.

Question 1 2 3 4 Sum Mark
Points 8 14 10 13 45

achievable

Points

achieved

C:/ Intern Financial Markets / Klausuren \ SS 17 1TSolution



Univ.-Prof. Dr. J. Franke-Viebach
Exam SS 2017: “International Financial Markets” (1% Exam Period)

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)

C:/ Intern Financial Markets / Klausuren \ SS 17 1TSolution



Univ.-Prof. Dr. J. Franke-Viebach 3
Exam SS 2017: “International Financial Markets” (1% Exam Period)

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 gt
quarter of 20167 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 4™ quarter of
20167 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 4™ 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) (05 @ (05

101 - 13 = 88
(1 (©5) @) (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)

by25%: (3 -—4)/4
m o

b) By what percentage has the value of the RON changed with respect to the
euro? Please show your calculation. [5 points]

Solution:

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]
Rbl
eg/r {?} =
Solution:
1)
£ {@} _ 0.+ 002 gee6
€ 1 + 0.04
(1) (1) (1)

b) Based on the current forward price of e™ = 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:

. 1 ) F
1+/rue = ;( 1+/¢ ) epr
What do you callthis relation? [1 point]

Solution: Covered interest rate parity
(0.5) (0.5)

b, Given the market forward rate of e™ = 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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[EUR billlons)
Liabdities Euro|Househoids | Mor-financia MFlz Invesiment OFis ICPFs Genera Resdof
ares Comarations Tunds govem-| e word
e Q4 {except MMFs) menk
Opening balanoa cheei, llabllites
Tobal lakiises 123,420 T4 30,533 33,285 10,30 19,450 3,444 12,584 23292
Monetary goid and special drawing rights (3DR3)
Currency and deposks 25071 24,586 3332 2504
Ehor-term debt securiies 1.318 85 535 E 148 z EBS 4535
Long-term debt securites 17299 1283 3,918 T 34T ) 8,606 4115
Loans 24,526 6267 5,813 oz 5,350 40 2,459 4775
Shares and ather equity 35247 28 16,101 2,747 9,847 9,836 B22 8s 10,135
Listed shares BATT 4,527 413 ] 5BE 14z o
Unilisizd shares and other equity 22185 28 11,474 1,236 ] 9,150 480 8s
Investment fund shares (iIncluding MMF shares) 0205 1,028 5,817 .
Insuramce and pension schemes B,mo39 aTe 18 ] E 8,070 ] 23
Cther sccounis payakde and financial derfvatives T.252 S44 3,235 1,203 373 595 232 BT 1080
af Wivch: Trag's cradits and aovanoes 3,107 178 2,604 =2 ] 55 17 as ZB8
Nt Snancial worth -Te2 ic.588 -5,490 =T -252 234 20 -7.839
Finanolsl aooount, francactions In Rabiifisc
Totl ransacSons in labiEes =2 62 223 175 =37 -125 B 28 121
Monetary goid and 30Rs
Cumency and deposks 242 249 -0 3
Ehor-term debt securiies =2 =] -Z7 -1 iz o -9 -18
Long-term debt securites 42 33 -37 ] 9 1] 17 20
Loans -7 35 -z1 -1 -33 -1 LE] -75
Shares and ather equity 105 o =) ) B2 -10& = 1] 180
Listed shares 45 1 1 ] g o o
Unilisizd shares and other equity 32 o T2 -] ] -125 = 1]
Investment fund shares (iInCiudng MKMF shares) 121 35 B2 .
Insuramce and pension schemes 26 2 -1 ] ] 24 1 -1
Ofher accounis payable and financial dertvaties 45 r 1= -45 -11B =25 - 26
af Wivch: Trag's cradits and aovanoes 135 7 plec] 1 ] -1 1] g 2
Changes in nef financia! worl due o fansacions 101 83 43 3 i7 -15 ] -14 -101
Othar changes avocunt, ablitiss
Total other changes in [k 1252 -11 421 113 02 67E 154 -235 417
of which: Revaiuafions ¥
Monetary goid and E0Rs
Cumency and deposis
Shori-term delrt securties
Lomg-term debd securiies
Licains . . . . .
Shares and ofner aquity o= o 33 o7 53
Listed shares
Unlisted shares and ofher eguiy . .
Investment fumd shares (ncluding MMF shanes) 187 25
Insurance and pension schemes
Other accounts payable and Snancial dervatives . . . . . . . .
Cdher chanpes in nef fnancls! worth -13 242 45 328 -1 -152 ] -18
Clocing balanos chasd, labliitiss
Total lkilEes 125 s T.100 31,607 33,573 10,470 20,040 85,587 12,17 13528
Monetary goid and 20Rs
Curmency and deposks 2E2TE 24,559 25 1534
Ehor-term debt securiies 1274 =5 =17 E 153 z 538 488
Long-izrmm debt securbes ir1ar 1,256 3,554 T 3,500 ET 8,383 4,138
Loans 24,718 6,296 5,875 ot 5485 443 2,514 4728
Zhares and other squity 40525 28 16,550 2521 10,044 10,224 ET1 =11 10566
Listed shares B.5T8 5131 535 ] 743 6= o
Unilistzd shares and other squity 22556 28 11,8432 1,200 o o481 =0z =11
Investment fund shares (IncCuding MMF shares) 11,150 1,145 10,042 .
Insurance and perskon schemes 8,788 -] 137 o E 8,14z ] 28
Other accounts payabie and financial derfvatives 7247 665 3,374 1,125 2 BET BT Bas 1072
af wivich: Trag's cradite and advanoes 3259 184 2728 =3 ] EE 17 g3 ITs
Met Smancial worth =73 15583 -5402 =3 -237 142 T4 -7.597
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