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Maximum score for each question is in brackets. Please, make your answers as short as you can

Question 1. [35] [offshore banking] 

1.1. [30]  Please read 

http://www.l0pht.com/pub/blackcrwl/patriot/offshore_banking.txt.

Please, make an outline of the information that you read in form of a table, see below.

Provide as many rows as you find useful. I give a couple of examples below.

	I agree
	I disagree
	Missing in the above cited document
	Ref page from Levich
	Missing in Levich, but is an interesting point

	
	Labeling Offshore banking  as `risky` is anything but truth, see par. 2
	
	p. 308, par. 2:

(citation is below)

“offshore customers face additional risks…”
	

	Restrictions on advertising of offshore banking hurt people
	
	
	
	Levich does not mention that
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Please, answer only one of the two sub-questions, 1.2 or 1.3:

1.2. [5]  Comment whether restrictions on advertising are really hurtful. 

Or 

1. 3.  [5] Are there any pro-competitive effects that these restrictions might bring about? 

Question 2. [30]  Each sub-question is 3. Please, define only ten concepts, two for each chapter,  [Levich, Chapters 11 – 15]. No extra credit will be given for defining more than ten terms. Please, define the following:

Chapter 11:

2. 1 noise traders

2. 2 stabilizing speculators

2.3  transaction costs and transaction taxes 

Chapter 12:

2.4 dynamic hedging strategy

2.5  implied volatility [p. 433]

2.6 asymmetric payoff profile  [p. 391]

Chapter 13

2.7 swap risks: market risk & default risk

2.8 exposures: credit, current and potential

2.9 p. 454 saturation and scarcity value 

Chapter 14

2.10 peso problem [p. 514 and Chapter 7]

2.11 currency overlay strategy

2.12 tactical hedging strategy

Chapter 15

2.13 closed-end funds

2.14 segmented markets

2.15 reciprocity [p. 558]

Question 3. [15] [currency and interest rate futures]

Please, compare incentives to hedge the interest rate risk in two following cases.  

Banking House UMBS_USER and Ko hired you as an investment consultant. 

Case 1: Please, advise on hedging strategy in borrowing 1 million $ for three months to finance a new, high-tech subsidiary, a brainstorm project by financial gurus.  [“Is Internet banking a crystal ball, which improves ones investment returns, or I-banking is a devil’s joke under the ownership of Adams’ family?”] 

Hint: Given the conditions above, one might rightly assume that a new venture is a risky one.

Case 2: Please, advise on hedging strategy in investing 1 million $ of cash for a period of three months. This cash was received from alumnus for a specific goal of financing the celebrations of UMBS 175 anniversary (supposed to occur in exactly three months).

Hint: Given the conditions above, one might assume that alumnus’ expect the celebrations to cost exactly 1 million $.

Explain why incentives to hedge in these two cases are the same / not the same.

Question 4. [20] [Levich, Chapter 15] Discuss the home country bias `future prospects’: do you expect the bias to get higher or lower, and why. 

Bonus [10].  Please, relate the following news [see URL: 

http://www.princeton.edu/pr/news/00/q4/1205-browser.htm]

to the subject of international finance.

Specifically, whether the discovered feature of the browser design looks as 

1. useful for financial institutions, and for which if so

2. hurtful for financial institutions, and for which if so.

State your reasons. Please, be concise and precise. 

Bonus [10], alternative.  Please, be concise. State whether the statement is well thought, and why do you think so.

Please, comment on the wiseness of the following statement of a well-known financial authority, whose opinion is highly important for many important finance professionals.

''For some time, growth in aggregate demand exceeded even the productivity-enhanced expansion of potential supply,'' Mr. XXX said. 

Attn: You are welcome to ask me how to approach this bonus. I will eagerly provide you with full correct solution (but only after you e-mail me your initial draft).

Mr. XXX also added that:

[''More recently, though, the pace of expansion of economic activity has moderated appreciably, in part as tighter financial conditions have had some impact on interest-sensitive areas of the economy.'']

