QUESTION ONE

1. [bookmark: _GoBack]Delta Co expects to receive 900,000 Euros from a credit customer in the European Union in six months’ time.  The spot exchange rate is €2,345 per $1 and the six-month forward rate is €2.410 per $1.  The following commercial interest rates are available to Delta Co.

Deposit rate		Borrow rate
Euros		2.0% per year		6.0% per year
Dollars		1.0% per year		3.0% per year

Delta Co does not have any surplus cash to use in hedging the future euro receipt.

Required

1. Evaluate whether a money market hedge or a forward market hedge would be preferred on financial grounds by Delta Co.
  									

1. Evaluate the alternative hedging techniques that are available to Delta Co
 									


1. Omega Co whose home currency is the dollar, trades regularly with customers in a number of different countries.  The company expects to receive €1,200,000 in six months’ time from a foreign customer.  Current exchange rates in the home country of Omega Co are as follows:

Spot exchange rate:			4.1720 - 4.2020 euros per $
Six-month forward exchange rate:	4.1300 - 4.1600 euros per $
Twelve-month forward exchange rate:	4.2025 – 4.2810 euros per $

Required

1. Calculate the loss or gain compared to its current dollar value which Omega Co will incur by taking out a forward exchange contract on the future euro receipt, and explain why taking out a forward exchange contract may be preferred by Omega Co.
 									

1. Discuss and evaluate how the International Fisher effect will effect the calculation of exchange rates
                                          							           
	



									       

