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FIN 4330 Assignment

1.
Bama Corp. has sold euro put options with the exercise price of USD1.20/EUR at a premium USD0.01/EUR.  Calculate and fill out the following table.
	ST
	Will the buyer

Exercise?
	Payoff at maturity


	Profit

	USD 1.18/EUR


	
	
	

	USD 1.19/EUR


	
	
	

	USD 1.20/EUR


	
	
	

	USD 1.21/EUR


	
	
	

	USD 1.22/EUR


	
	
	


2.
The following exchange rates are quoted for Japanese Yen (JPY), U.S. Dollar(USD), and Swiss Franc (CHF).  You can buy or sell at the stated rate, i.e., ignore the bid-ask spread.

Citibank
JPY120.00/USD

Barclay Bank
CHF1.6000/USD

Dresdner Bank
JPY80.00/CHF

Assume you have an initial CHF 10,000,000.  Show steps and calculate the amount of arbitrage profit in Swiss francs.  Do not use the try-and-error method.  In other words, conclude what should be done first.

3.
Following information is available

	
	U.S.A.
	Europe

	One-year nominal rate of interest
	4%
	6%

	One-year expected inflation
	2%
	5%

	Spot rate
	USD1.14/EUR

	One-year Forward rate
	USD1.10/EUR


1)
Using the Relative Purchasing Power Parity, forecast the future spot rate one year from now.
2)
Using the International Fisher Effect, forecast the future spot rate one year from now.
