INTERNATIONAL FINANCE 
WEEK 15- QUIZ
INSTRUCTIONS: ANSWER ALL QUESTIONS			TIME: 1 hour

1. A floating Exchange rate ___________________.
A. Is determined by the national governments involved.
B. Remains extremely stable over long periods of time.
C. Is determined by the actions of central banks.
D. Is allowed to vary according to market forces.

2. A simultaneous purchase and sale of foreign exchange for two different dates is called?
A. Currency devalue
B. Currency swap
C. Currency valuation 
D. currency exchange

3. A/An ___________________ is an agreement between a buyer and a seller that a fixed amount of one currency will be delivered at a specified rate for some other currency.

A. Eurodollar transaction
B. Import/export exchange
C. Foreign exchange transaction
D. Interbank market transaction

4. An arbitrageur in foreign exchange is a person who_________________.

A. Earns illegal profit by manipulating foreign exchange.
B. Causes differences in exchange rates in different geographical markets.
C. Simultaneously buys large amounts of a currency in one market and sell it in another market.
D. None of the above.

5. An economist will define the exchange rate between two currencies as the:
A. Amount of one currency that must be paid to obtain one unit of another currency.
B. Difference between total exports and total imports within a country.
C. Price at which sales of foreign goods takes place.
D. Ratio of import to export prices for a particular country.

6. The globalization of business activities have _________ the complexity as well as the importance of the financial managers’ duties.

A. Increased
B. Decreased
C. Ignored
D. Vanished
7. International finance mainly discusses the issues related with monetary interactions of at least__________.
A. one country
B. two or more countries
C. five countries
D. None of the above

8. International finance is concerned with__________

A. exchange rates of currencies
B. monetary systems of the world
C. foreign direct investment
D. all the above

9. _____ is not a characteristic of speculation.

A. Hedging
B. Risk taking
C. Profit motive
D. Exchange rate fluctuation

10. A source of supply of foreign exchange is ________

A. Imports
B. Exports
C. Donations
D. Gifts
11. More expansion of foreign direct investment can boost _______

A. demand
B. money circulation
C. employment
D. unemployment
12 Tax on imports can be treated as _______

A. foreign trade
B. collateral trade

C. trade barriers
D. terms of trade

13. Which of the following would likely have the least direct influence on a country's current account?
A. inflation.
B. national income.
C. exchange rates.
D. a tax on income earned from foreign stock.

14. The primary component of the current account is the:
A. balance of trade. 
B. balance of money market flows. 
C. balance of capital market flows.
D. unilateral transfers.

15 Futures contracts are typically _______; forward contracts are typically _______.
A. sold on an exchange; sold on an exchange
B. offered by commercial banks; sold on an exchange
C. sold on an exchange; offered by commercial banks
D. offered by commercial banks; offered by commercial bank

16 European currency options can be exercised _______; American currency options 
can be exercised _______.

A. any time up to the expiration date; any time up to the expiration date
B. any time up to the expiration date; only on the expiration date
C. only on the expiration date; only on the expiration date
D. only on the expiration date; any time up to the expiration date

17. Currency options are only traded on exchanges. That is, there is no over-thecounter market for options.
A. true.
B. false
18. Which of the following are examples of currency controls?
A. import restrictions.
B. prohibition of remittance of funds.
C. ceilings on granting credit to foreign firms.
D. all of the above

19. The international Fisher effect (IFE) suggests that:

A. a home currency will depreciate if the current home interest rate exceeds the current foreign interest rate.
B. a home currency will appreciate if the current home interest rate exceeds the current foreign interest rate.
C. a home currency will appreciate if the current home inflation rate exceeds the current foreign inflation rate.
D. a home currency will depreciate if the current home inflation rate exceeds the current foreign inflation rate.


20. Research indicates that deviations from purchasing power parity (PPP) are reduced over 
the long run.
A. true. 
B. false.
21 Which of the following forecasting techniques would best represent the use of today's 
forward exchange rate to forecast the future exchange rate?
A. fundamental forecasting. 
B. market-based forecasting. 
C. technical forecasting.
D. mixed forecasting.

22 Which of the following is not a method of forecasting exchange rate volatility?
A. using the absolute forecast error as a percentage of the realized value.
B. using the volatility of historical exchange rate movements as a forecast for the future.
C. using a time series of volatility patterns in previous periods.
D. deriving the exchange rate's implied standard deviation from the currency option pricing model.

23. Translation exposure reflects:
A. the exposure of a firm's ongoing international transactions to exchange rate fluctuations.
B. the exposure of a firm's local currency value to transactions between foreign exchange traders.
C. the exposure of a firm's financial statements to exchange rate fluctuations.
D. the exposure of a firm's cash flows to exchange rate fluctuations.

24 Which of the following operations benefits from depreciation of the firm's local 
currency?
A. borrowing in a foreign country and converting the funds to the local currency prior to the depreciation.
B. purchasing foreign supplies.
C. investing in foreign bank accounts denominated in foreign currencies prior to 
D. depreciation of the local currency.

25 Which of the following is the least effective way of hedging transaction exposure in the long run?
A. long-term forward contract
B. currency swap.
C. parallel loan.
D. money market hedge.
26 An effective way for an MNC to assess its economic exposure is to look at the firm's:
A. income statement. 
B. liquidity. 
C. retained earnings.
D. level of stockholder's equity
27 As opposed to transaction exposure, managing economic exposure involves developing a 
________ solution.
A. short-term 
B. long-term 
C. immediate
D. none of the above
28 A limitation of hedging translation exposure is that translation losses are not tax 
deductible, whereas gains on forward contracts used to hedge translation exposure are taxed.
A. true. 
B. false
29 Which of the following is a reason to consider international business?
A. economies of scale. 
B. exploit monopolistic advantages. 
C. diversification.
D. all of the above
30. Which of the following is not true regarding host government attitudes towards foreign direct investment (FDI)?
A. Host governments may offer incentives to MNCs in the form of subsidies in certain circumstances.
B. Host governments generally perceive FDI as a remedy to eliminate a country's political problems.
C. The ability of a host government to attract FDI is dependent on the country's markets 
and resources.
D. Some types of FDI will be more attractive to some governments than to others.


