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WORK PROBLEMS: FOREIGN EXCHANGE
1. The peso (P) exchange rate with the US$ is quoted outright:

        Spot       
        1 mo         
       3 mos        
      6 mos_ __      
 
   Buy_     Sell_
   Buy_
    Sell_
   Buy_
    Sell_
   Buy_
    Sell_
P/$
1.6000-1.6010

1.5960-1.5980 
1.5875-1.5920
 
1.5700-1.5790

a. _________________________ Are these American or European terms?

b. _________________________ Who is issuing the quotes?

c. _________________________ Which is the spot buy quote?  

d. _________________________ Which currency is the bank buying at that price, P or $?

e. _________________________ If they are buying that currency, what is the

counterparty doing?




i. ___________________________     Who is the bank’s counterparty? 

f.  _________________________  Which quote is higher: bid or ask?

g. _________________________  Write the spot quote in the abbreviated outright form.

h. _________________________  Is the $ trading at forward premium or discount?

i. __________________________ Are interest rates in $ higher or lower than in the P?

j. How do you know? _______________________________________________________

k. Write the spreads:

spot   _________________

1 mo.  ________________

3 mos. ________________

6 mos. ________________

l. ____________________________________What is the pattern on the spreads as the 
length of the contracts increases?

m. Write the forward quotes as swap quotes (both buy & sell): 

1 month 
 ____________________

3 months
 ​​​​​​​​​​​​____________________

6 months
 ​​​​​​​​​​​​​​____________________

n.  ____________________________ Write the full outright spot quotes “the other way

 around.”

i. Is the buy quote still less than the sell? _________________________________
__________________________________________________________________

2. Calculate the full  outright quotes on the following forward quotes for the US$:


   Buy_
    Sell_
 RP/$ 1.2345-50, 
25-40

_________________ ________________ 

 MF/$ 456.25-35, 
125-100
_________________ ________________

 Ps/$ 0.03670-5, 
12-20

_________________ ________________

a. Is each numerator currency trading at a forward premium or discount against the $?

  i. RP ________

 ii. MF ________

iii. Ps ________

b. Are interest rates in the numerator currency higher/lower than in the $?

  i. RP ________

 ii. MF ________

iii. Ps ________

c. ___________________________________________________ How do you know?

d. ________________________If you wished to sell $1,000,000 spot, how many RP 

would you receive?

3. The quotes on the pound sterling (£) are:

  
    spot    
  1 mo
     3 mos        6 mos


   Buy
 Sell_
  
$/£1.5720-30
   20-5
     65-30        125-55

a.  ___________________________________ Write the full outright spot quote:

b. Write the forward quotes outright:

1 mo.  ________________________________________

3 mos. ________________________________________

6 mos. ________________________________________

c. Write the spreads:

spot   ________________

1 mo.  ________________

3 mos. ________________

6 mos. ________________

d.  _________________________________ How did the spreads change with the longer 


maturities?

e. ___________________ How many £ would you get if you sold $5 million spot to the

bank?

f. ___________________ How many $ would you get if you sold £1 million six months 
forward to the bank?

4. The spot rate is $1.0824/€ - $1.0826/€.

a. _____________________________________________ Calculate the middle rate? 

b.  _____________________________ Calculate the quote "the other way around"


(i.e., €/$)?

c. ______________________________ If the middle XR (i.e., the exchange rate)



 changes to $1.1500/€, is the $ appreciating or depreciating? 

d. ______________________________ What is % change in the middle rate of the $ 

(in “b”)?

e. ______________________________ What is % change in the middle rate of the €?

f. ___________________________  If the € middle rate devalues 40%, calculate the

 ending exchange rate (XR) (from “a”).

g. ___________________________ If the $ middle rate revalues 40%, calculate the
ending XR (from “b”):

h.  ___________________________ If the $ revalues 40%, what percentage change has 


occurred in the €?

i. _______________________ If you wished to sell €1,000,000 spot, how many $

 would you receive (use the appropriate buy or sell quote)?

j. ________________________ If you wished to buy $50,000,000 spot, how much would it cost you in € (use the appropriate buy or sell quote)?

5. If you had bought $2,000,000 of SF when the exchange rate was SF 1.5430/$ and you had 


invested the funds to earn 6.00% for one year:

a. ______________________________ What were your total receipts (in $), if the XR was SF 1.5050/$ when the investment matured one year later and you sold the proceeds and translated them into $?

b. ______________________________ What was your rate of return in SF?

c. ______________________________ What was your rate of return in $?

6. _______________________ What is the percentage of premium or discount for the $ if spot is 


¥111.45/$ and 3-month forward is ¥110.80/$?

Selective answers:

1-g.
P1.6000-10/$

1-m.
3 months: 125-90 [read “125 to 90”]

1-n.
$0.6246/P - $0.6250/P
[Remember that the buy is always less than the sell!!!]

2. MF 455.00/$ - MF455.35/$

3-b.
one month: $1.5700/£ - $1.5725/£

3-e.
£3,178,639.54

4-e.
+6.24%    [Note: the percentage decline in one currency does not equal the percentage



increase in the other!!!!]
4-f.
$0.6495/€

4-h.
-28.57%

5-a.
$2,173,528

5-c.
8.68%

6.
-2.33%
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