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Assessment by the Sports Expol
Pound’s Value

Because the Sports Exports Company (a US. firm)
receives payments in British pounds every month
and converts those pounds into dollars, it needs to
closely monitor the value of the British pound in the
future. Jim Logan, owner of the Sports Exports
Company, expects that inflation will rise substan-
tially in the United Kingdom, while inflation in the
United States will remain low. He also expects that

INTERNET/EXCEL EXERCISES

‘The website of the Federal Reserve Board of Governc
s exchange rate trends of various currencies. lts

tion “Foreign Exchange
Use this Web page to determine
how exchange rates of various currencies have
changed in recent months. Note that most of thes
currencies (except the British pound) are quoted in
units per dollar. In general, have
trengthened or weakened against
last 3 months? Offer one or more

Rates-monthly.”

that the Latin American currenci
direction against the dollar? Explain.
Go to wnw.o: fxhi
the direct
adian dollar for the beginning of each of the last 12
‘months. Insert this information in a column on an
electronic spreadsheet. (See Appendix C for help on
onducting analyses with Excel) Repeat the process to

Open with v
s Company of Factors That Affect the British

the interest rates in both countries wil ris
the same amount.

by about

1. Given Jim wwhether the pound
will appreciate or deprciate against the dollar over time.

2. Given Jim's expectations, will the Sports Exports

Company be favorably or unfavorably affected by the
future changes in the value of the pound?

< move in the

Obtain
change rate ($ per currency unit) of the

rate of the euro. Compute
he value of the Canadian
nonth. Determine the
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each of the upcoming months?

3. Jim Logan, owner of the Sports Exports Company,
is concerned that the pound may depreciate

INTERNET/EXCEL EXERCISES

‘The website of the Chicago Mercantile Exchange pro.
vides information about currency futures and options.
Tis address is .

1. Use this website to review the prevailing prices of
currency futures contracts. Do today’s futures price
(for contracts with the closest settlement date)
generally reflect an increase or decrease from the day
before? Is there any news today that might explain the
change in the futures prices

2. it appear that futures prices among
currencies (for the closest settlement date) are changing
in the same direction? Explain.

rrency options to hedge the exchange rate risk? Is
there any disadvantage of selecting this method for
hedging?

3. 1f you purchase a British pound futures contract
with the closest settlement date, what is the futur
price? Given that a contract is based on £62,500, what
i the dollar amount you will need at the settlement
date to fulfll the contract?

4. Go to www.phlx.com '
‘money currency option quotations for the
Canadian dollar (the symbol is XCD) and the euro
(symbol is XEU) for a similar expiration date.
Which currency option has a larger premium?
Explain your results.

and obtain the

ONLINE ARTICLES WITH REAL WORLD EXAMPLES

Find a recent article online that describes an actual
international finance application or a real world exam-
ple about a specific MNC’s actions that reinforces one
or more concepts covered in this chapter.

I your class has an online component, your profes-
k you to post your summary there and pro
vide the web link of the article so that other students
it. If your class is

can acc live, your professor may

ask you to summarize your application in class. Your

professor may assign specific students to complete this
signment for this chapter,

to do the assignment on a ]

as a search term to ensure that the online articles

are recent:
company AND forward contract

Inc. AND forward contract
mpany AND currency futures

Inc. AND currency futures
company AND currency options

Inc. AND currency options
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