Chapter 17 Practice Questions
1. Suppose you need to pay for a shipment of Japanese auto parts in six months. If you want to hedge against exchange rate risk then you should make use of _______.
A. a spot exchange rate
B. a forward exchange rate
C. a swap exchange rate
D. None of the above

2. Suppose Bank of America needs to make large numbers of short-term Euro denominated loans but Bank of America lacks major deposits of Euros. Which exchange rate should Bank of America use?
A. a spot exchange rate
B. a forward exchange rate
C. a swap exchange rate
D. None of the above

3. Which of the following is true?
A. Exchange rate trading is typically only available Mondays thru Fridays.
B. Commercial traders make up most of the exchange rate market
C. While the stock market is a “zero sum game”, the exchange rate market can provide gains to all traders.
D. None of the above

4. In the supply and demand model for foreign exchange, we would expect the dollar to appreciate in value when _______.
A. the U.S. export volume increases
B. the U.S. import volume increases
C. the U.S. interest rate falls
D. None of the above

5. Which of the following is true?
A. The supply and demand model for foreign exchange is NOT useful for making predictions about the direction of the U.S. Dollar.
B. Most U.S. Exports are denominated in U.S. Dollars
C. Most U.S. Imports are denominated in U.S. Dollars
D. All of the above
