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ANSWER QUESTION ONE and ANY other THREE   

Question one

a)  Discuss any five factors that influence exchange rates
     (5 marks)

b) Explain what international banking is and differentiate between domestic  banks  and international banks


   (5 marks)
c)  If the exchange rate between French francs and sterling is 8FF; I$.  If microcomputer continued to sell for $ 1,200 in London and 8,000 FF in Paris; where is this computer sold cheaply?  What should the actual price in all the countries if the PPP is to hold?
  (5 marks)
d) Distinguish between future contracts and forward markets.                                                                                                                                     (10 marks)
Question two
a)   Kitale a company in Kenya wants to cover itself against depreciation of        sterling pound.  Data given is

Receivable expected for Kitale Co. & Bros £ 1,200,000

Spot rate Kshs. 122/£

Payment date 3 months

3 months interest rate

         Kenya:  18% per annum

         UK         5%   per annum
Required

What should the exporter do?


(10 marks)
b) What are the major objectives of the following institutions( 5  marks)
(a) The IMF

(b) The world bank
Question three
a) A French exporter Peter is to receive DM 2.0M in 6 months.
Exchange rates are:-

Spot:  FF 3.3974/DM                                                                  

6months Forward FF: 3.3465/DM

a)     There is fear that DM will depreciate in the near future.  What should           he do?
                                                                                        (4 marks)
b)    What would you suggest to peter in case appreciation of DM is likely to          take place?                                                                                           (3 marks)
ii) Describe any four events that have increased International Trade        globally.        



     (8 marks)
Question four
i) Outline and discuss four factors to consider when choosing between Euromarkets and Domestic markets



(6 marks)
ii) Wembuye Ltd a subsidiary of U.S multinational has a translation exposure of shs 20 million. The rates are as follows;

Spot Shs 120.0/ £

One year forward shs 123.0/ £

A 6% depreciation of shilling is expected. How can the exchange risk be hedged?



(9 marks)

Question five
i) Discuss five reasons why Kenya needs to develop a derivative market








( 5 marks)
ii) Globalisation has resulted in several organizations engaging in corporate alliances and the establishment of several trading blocks.  The advent of e-commerce has enabled companies to greatly expand their markets.

Required:

Identify and elaborate on five factors that complicate financial management in multi-national firms.






(10 marks)
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