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L7 QUESTION - 54

Your Company has to make o US $1 million payment in
three months’ time. The dollars are available now. You
decide to invest them for three months and you are
given the following information:

(@) The US deposit rate is 8% per annum

(b) The sterling deposit rate is 10% per annum
(c) The spot exchange rate is $1.80/pound
(d) The three month forward rate is $1.78/pound.

(1) Where should your company invest for better
results?

(1) Assuming that the interest rates and the spot
exchange rate remain as above, what forward
rate would yield an equilibrium situation?

(11) Assuming that the US interest rate and the spot
and forward rate remain as in the original
question. Where would you invest if the sterling
deposit rate were 14% per annum?

(1v) With the originally stated spot and forward rates
and the same. dollar deposit rate, what is the
equilibrium sterling deposit rate?
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EXAMPLE - 60
SR /9 50.00

Inflation Rate
India = 10% p.a.
USA =8% p.a.

Calculate 1 & 2 year Exchange Rate.
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ALDOUESTION - 50

The rate of inflation in India is 8% per annum

and in the U.S.A. it is 4% . The current spot rate
for USD 1n India 1s X 46. What will be the

expected rate after 1 year and after 4 years

applying the Purchasmg Power Parity Theory.
(Study Material, PM & Exam May - 2010)

(Page No. 75)




OUESTION - 51

The rate of inflation in USA is likely to be 3%
per annum and in India it is likely to be 6.5%.
The current spot rate of US $ in India is X 43.40.
Find the expected rate of US $ in India after one
year and 3 years from now using purchasing
powernarity theory.

(PM & Exam November - 2017)
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OUESTION - 41

(1) Interest rates for 3 months in USA and Canada

— ——
are as follows: Iﬂw St
Currency Borrow Taterest
US$ 4% 2.5%
Canadian $ 4.5% 3.5 %
(i) Can$/US$ spot 1,235 ----1.240 c*ls

3 months forward 1.25 5---

Advice, the currency in which borrowing and
1ng for 3 months needs to be done for the

Take 3 months = 90/360 days.

(Exam |e111-202 1)
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