HOMEWORK #2

1. Bank A quotes a bid rate of $0.300 and an ask rate of $0.305 for the Malaysian ringgit (MYR).  Bank B quotes a bid rate of $0.306 and an ask rate of $0.310 for the ringgit.  What will be the profit for an investor that has $500,000 available to conduct locational arbitrage?

2. American Bank quotes a bid rate of $0.026 and an ask rate of $0.028 for the Indian rupee; National Bank quotes a bid rate of $0.024 and an ask rate for $0.025.  An American investor has $700,000 to conduct locational arbitrage.  What is the total amount he will end up with after all necessary transactions have been conducted?

3. You just received a gift from a friend consisting of 1,000 Thai baht, which you would like to exchange for Australian dollars (A$).  You observe that exchange rate quotes for the baht are currently $0.023, while quotes for the Australian dollar are $0.576.  How many Australian dollars should you expect to receive for your baht?

4. Hewitt Bank quotes a value for the Japanese yen (¥) of $0.007, and a value for the Canadian Dollar (C$) of $0.821.  The cross exchange rate quoted by the bank for the Canadian dollar is ¥118.00.  You have $5,000 to conduct triangular arbitrage.  How much will you end up with if you conduct triangular arbitrage?

5. National Bank quotes the following for the British pound and the New Zealand dollar:

Quoted Bid Price

Quoted Ask Price

Value of a British pound (£) in $


$1.61



$1.62

Value of a New Zealand dollar (NZ$) in $
$0.55



$0.56

Value of a British pound in New

   Zealand dollars



      NZ
$2.95


     NZ
$2.96

Assume you have $10,000 to conduct triangular arbitrage.  What is your profit from implementing this strategy?

6. Assume the following information:

1) You have $900,000 to invest

2) Current spot rate of Australian dollar (A$) is $0.62

3) 180-day forward rate of the Australian dollar is $0.64

4) 180-day interest rate in the U.S. is 3.5%

5) 180-day interest rate in Australia is 3.0%

If you conduct covered interest arbitrage, what is the dollar profit you will have realized after 180 days?

7. Assume the following information:

1) You have $400,000 to invest

2) Current spot rate of Sudanese dinar (SDD) is $0.00570

3) 90-day forward rate of the dinar is $0.00569

4) 90-day interest rate in the U.S. is 4.0%

5) 90-day interest rate in Sudan is 4.2%

If you conduct covered interest arbitrage, what amount will you have after 90 days?

8. Assume the following information:

1) You have $300,000 to invest

2) Current spot rate of Greek drachma (GRD) is $0.00350

3) Expected spot rate of drachma in 90 days is $0.00354

4) 90-day forward rate of the drachma is $0.00356

5) 90-day interest rate in the U.S. is 3.7%

6) 90-day interest rate in Greece is 4.0%

If you conduct covered interest arbitrage, the return you will realize after 90 days is _____%

9. The cross exchange rate quoted by Bank X bank for the Brazilian real (BRR) is 98 Japanese yen (¥).  Bank X also quotes a value for the yen of $0.009, and a value for the real of $0.88.  You have $150,000 to conduct triangular arbitrage.  What is your return from conducting triangular arbitrage?

10. Bank Y quotes a bid rate for the Indian rupee (INR) of $0.0254 and an ask rate of $0.0257.  Bank Z quotes a bid rate for the Indian rupee of $0.0258 and an ask rate of $0.0259.  You have just completed an international finance course and detect an opportunity for arbitrage in these quotes.  Your rich uncle is willing to lend you $1,000 for one day if you repay him $1,005 tomorrow.  If you accept your uncle’s offer, the return from conducting arbitrage, after accounting for the cost of borrowing, is:

11. Assume the following information:

Bank X
Bank Y

Bid price of New Zealand dollars 

  $.401

  $.398

Ask price of New Zealand dollars

  $.404

  $.400

Given this information, is locational arbitrage possible?  If so, explain the steps involved in locational arbitrage, and compute the profit from this arbitrage if you had $1,000,000 to use.

12. Assume the following information for a particular bank:

Quoted Price

Value of Canadian dollar in U.S. dollars


       $.90

Value of New Zealand dollar in U.S. dollars

       $.30

Value of Canadian dollar in New Zealand dollars
NZ$3.02

Given this information, is triangular arbitrage possible?  If so, explain the steps that would reflect triangular arbitrage, and compute the profit from this strategy if you had $1,000,000 to use.

13. Assume the following information:

Spot rate of Canadian dollar


=
$.80

90-day forward rate of Canadian dollar

=
$.79

90-day Canadian interest rate


=
4%

90-day U.S. interest rate



=
2.5%

Given this information, what would be the yield (percentage return) to a U.S. investor who used covered interest arbitrage?  (Assume the investor invests $1,000,000.)

14. Assume the following information:

Spot rate of Mexican peso



=
$.100

180-day forward rate of Mexican peso

=
$.098

180-day Mexican interest rate


=
6%

180-day U.S. interest rate



=
5%

Given this information, is covered interest arbitrage worthwhile for Mexican investors who have pesos to invest?  Explain your answer.

15. The one-year interest rate in New Zealand is 6 percent.  The one-year U.S. interest rate is 10 percent.  The spot rate of the New Zealand dollar (NZ$) is $.50.  The forward rate of the New Zealand dollar is $.54.  Is covered interest arbitrage feasible for U.S. investors?  Is it feasible for New Zealand investors?  In each case, explain why covered interest arbitrage is or is not feasible.

