International Finance

June 2021 Examination

Q1. Explain different accounts maintained under balance of payments with its components. Also, explain why a stronger rupee could enlarge the India’s balance of trade deficit and why a weaker rupee could affect the India balance of trade deficit.
Answer 1.
Introduction:
The balance of payments (BOP) is the method countries use to monitor all international monetary transactions at a specific period. Usually, the BOP is calculated every quarter and every calendar year.
All trades conducted by both the private and public sectors are accounted for in the BOP to determine how much money is going in and out of a country. If a country has received money, this is known as a credit, Its Half solved only
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Q2. A US based IT firm required GBP 100000 in 180 days. The company feels that exchange rates are expected to fluctuate in the next 6 months. Their near accurate estimate based on a good quality research were as below: Current Rate of GBP = USD 1.50 180 days forward rate for GBP = USD 1.48 Call premium USD 0.02 (strike price of USD 1.50 for 180 days) Interest Rates in London for deposits – 4.5% and for loans – 5.1% Interest Rates in New York for deposits – 4.5% and for loans – 5.1% A fair estimate of exchange rate after 180 days is expected to be USD 1.44 with a probability of 20%, USD 1.46 with a probability of 60% and USD 1.53 with a probability of 20%. Advise the company on a good hedging strategy. Make suitable assumptions if required and state the same. 
Answer 2.
Introduction:
Meaning of hedging: 
A hedge is an investment that protects your finances from a risky situation. Hedging is done to minimize or offset the chance that your assets will lose value. It also limits your loss to a known amount if the investment does lose weight. It's similar to home insurance. You pay a fixed amount each month. If a fire wipes out all the value of your home, your loss is the only the known amount of the deductible.
Q3. Conduct the below exercise 
Step-1: Click the link 
https://www.imf.org//media/Files/Publications/WEO/2021/Update/January/English/da ta/WEOJan2021update.ashx 
Step-2: Answer the below questions 
a. What do you understand by Real GDP? What is the Real GDP Growth Rate of India and China in 2019? What is the estimated real GDP growth rate of India and China in 2020? What is the projected real GDP growth rate of India and China in 2021 and 2022? (5 Marks) 
Answer 3a.
Introduction: 
What is Real GDP? 
Real gross domestic product (real GDP) is an inflation-adjusted measure that reflects the value of all goods and services produced by an economy in a given year (expressed in base-year prices) and is often referred to as constant-price GDP inflation-corrected GDP, or constant dollar GDP.
Real GDP compares GDP from year to year and different years more meaningful because it shows comparisons for both the quantity 
Q 3b. What are the estimated 2022 GDP Loss (in percentage) in comparison to pre-covid levels (January 2020 forecast) in China and Other Emerging Economies in Asia other than China? 
Answer 3b.
Introduction: 
In 2022 post-Covid, the recovery rate of the economy is phenomenal, but this is not only because of the betterment of the means of production or more jobs but also because Covid has hit the world economy very hard. Due to which the growth rate of many countries declined due to the pandemic. 
Concept and application:
