

International Finance

September 2024 Examination

1. At time of analysis of any particular Economy bird eye view by IMF, why usually Balance of Payment paves the Important aspect? Explain the paradigm from its Current Account pt. of view.     (10 Marks)

Ans 1.

Introduction:
The Balance of Payments (BoP) is a critical financial statement for any country, offering a comprehensive overview of its economic transactions with the rest of the world over a specific period. This data is crucial for international financial organizations like the International Monetary Fund (IMF) to assess the economic health and stability of economies globally. The BoP is divided into three main accounts: the current account, the capital account, and the financial account, each providing unique insights into different aspects of a country's economic interactions. Specifically, the current account, which records the trade of goods and services along with earnings on investments and transfer payments, serves as a fundamental indicator of an economy's foreign trade 
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2. As per Mr. Gustav Cassel, PPP (Purchase Power Parity) rate is more crucial than normal OTC (Exchange rate). Kindly elaborate the effectiveness of PPP Theory with its global features along with its Mathematical Application in International Finance regime. (10 Marks)

Ans 2.

Introduction:
The theory of Purchasing Power Parity (PPP) posited by Gustav Cassel offers a profound insight into the understanding of currency valuation and its global implications, contrasting sharply with the often volatile and speculative over-the-counter (OTC) exchange rates. PPP asserts that in the long run, exchange rates should move towards the rate that would equalize the prices of an identical basket of goods and services in any two countries. This perspective is particularly crucial in the realm of 
3a. What is the Cruciality of EEFC Account? How come the era of EEFC A/C helps Global Traders for Non conversion of FOREX into Domestic Currency?  (5 Marks)

Ans 3a.

Introduction:
The Exchange Earners' Foreign Currency (EEFC) account is a unique financial tool crucial for global traders. This account allows exporters and other foreign exchange earners to retain a portion of their foreign currency earnings, thus providing significant flexibility in managing currency-related risks. By enabling earnings to be held in foreign currencies, the EEFC account plays a pivotal role 
b.  Elaborate as how Translation Risk forms one of very IMP FOREX Risks. (5 Marks)

Ans 3b.

Introduction:
Translation risk, a significant type of foreign exchange (FOREX) risk, affects multinational companies that must consolidate financial statements from various international operations. This risk arises from the need to convert foreign financials into a single reporting currency, potentially leading to distortions in reported earnings due to fluctuations in exchange rates. Understanding and managing translation risk is crucial for presenting an accurate financial picture and maintaining 








