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Term End Examination, 2019-20
Paper-V :
Methodology and Calculation of Foreign Exchange

Time : Three Hours] [Maximum Marks : 75
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Note : Answer any five questions. All questions carry equal marks.
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Define and explain the difference between the following :-

Spot market and forward market.

Interest rate arbitrage and covered interest arbitrage.

Real exchange rate and nominal exchange rate
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Critically examine the statement, "The theory of purchasing power parity cannot fully
explain exchange rate movements."
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"In the long run a decline in a country's price level causes its currency to appreciate while
a rise in the country's relative price level causes its currency to depreciate." Is this
statement true? Support your answer with examples.
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What is a foreign exchange bank? What are its functions? Explain its role in a developing
economy. '
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What do you understand by foreign exchange rates? How is it determined?
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Describe the factors affecting fluctuations in foreign exchange rates and methods to
control it.
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Explain the various exchange transactions for fixation of foreign exchange rates.
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What do you mean by swap adjustment of interest rates?
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Explain why there is a rise in demand for a foreign currency when its price falls.
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How can increase in foreign direct investment affect the price of foreign exchange?




