Review for the final

12/04/03

Topics for the final

I’ve placed these topics in four categories: (A+) – totally fundamental - if you can’t do A+ concepts, you can’t do anything in other sections; (A) – very important; (B) medium importance; (C) lower priority. Note that the topics placed in category B must be understood in order to make sense of any of the A and C category topics.

These will generally follow the topics outlined for the quizzes so far. Here they are:

Chapters 1 through 4

1. Shareholder vs. Corporate Wealth Maximization – differences, pro-s & cons-s (B).

2. Exchange rate systems – freely floating, fixed, fixed w/ bands. Pros & cons for fixed vs. flexible rate regimes (A).

3. Exchange rate determination in different systems (free-floating, crawling peg, fixed) (A+).

4. Balance of Payments Accounts & Sub-accounts (B).

5. Book-keeping for BOP (A+).

6. Capital Mobility (C).

7. Spot Rates (C).

8. Forward Rates (B).

9. Forward premium/ discount (A).

10. Purchasing power parity (absolute & relative) & the law of one price (A+).

11. Exchange rate pass-through (A).

12. Real effective exchange rate (B).

13. Fisher effect & international Fisher effect (A+).

14. Interest rate parity (covered & uncovered) (A+).

Chapter 5 (please note that lecture notes have additional material)

1. BOP (flow) approach to exchange rate determination (A+).

2. Asset market (stock) approach to exchange rate determination (A+).

a. Monetary approach to exchange rate determination.

b. Portfolio-balance approach to exchange rate determination.

3. Effects of macroeconomic shocks on forex (A).

4. Forecasting techniques (B).

5. Anatomy of the Asian crisis (B) & of the Russian and Brazilian crises (C).

Chapter 6

1. Structure and market participants of the forex market (A+).

2. Types of transactions on the forex market (A+).

3. Spot, Forward, & Swap transactions terminology (B).

4. Types of quotes (A).

5. Forward quotes (A).

6. Cross rates and inter-market arbitrage (A+).

Chapter 7

1. Futures vs. forwards (A+ – basically why would you use the one tool vs. the other?).

2. Initial margin requirements for forwards (C).

3. Daily resettlement of margins for forwards (C).

4. Futures terminology (A+; that note this is a necessity – without this how can you do anything else that involves futures contracts or options?).

5. Futures contracts vs. futures options (A).

6. Basic option pricing relationships at time of expiry (A+).
7. Options terminology (strike price, premium, break-even price, out-of-the-money, at-the-money, in-the-money options) (A+).

8. Types of options: American vs. European and Long & Short Call, Long & Short Put (A+).

9. Option market speculation (A+).

10. Market, time, & intrinsic value of options (B).

11. Currency Volatility & Options (B).

12. Replicating Portfolio Evaluation of Options (B).

Chapter 8
1. Distinction between transaction, operating, and translation exposure (A+).

2. Pros & Cons for hedging (B).
3. Causes of transaction exposure (B).
4. Contractual hedges: money market hedge, forward market hedge, & option market hedge (A).
5. Account Receivable Hedge (A+).
6. Account Payable Hedge (A+).

Chapter 9
7. Operating exposure – how does it differ from the other two exposures we know (A+).

8. Channels through which operating exposure arises: unit volume of sales, prices, & costs – basically need to understand that forex change could impact unit sales volume, prices, & costs (A).

9. Currency risk sharing clauses (B).

10. Matching cash flows – again, no need to memorize diagrams, need only to now, in words, how it works (A).

11. Back-to-back loans – basically, how could you set up a one (A).

12. Cross-currency swaps – same here, how can you set it up (A).

Chapter 10
1. Translation exposure (A).

2. Functional currency (B).

3. Current rate method or re-measurement vs. temporal method of translation – remember, just the two main differences b/n them – existence of CTA account for current rate & the way translation exposure treats the non-monetary assets & liabilities (A+).

4. US translation policies (A).

5. Balance sheet hedge: basically how would you do it, in a nutshell (B).

6. Earnings management (C).

Chapter 11(please note that lecture notes have additional material)
1. Weighted average cost of capital – how can you compute it (A+).

2. International cost of equity: world CAPM – need only to understand how it works conceptually (A).

3. International cost of equity: segmented/integrated CAPM – same here, just need to understand how it works conceptually (A).

4. Estimating international cost of capital: Goldman Sachs Integrated approach (A).

5. Market liquidity and segmentation (A).

6. Cost of capital: MNE vs. domestic WACC (B).

Chapter 12(please note that lecture notes have additional material)
7. Pros & cons for cross listing (A).

8. Types of American Depository Receipts (A+).

9. Instruments to source equity globally: directed public share issuance, euro equity, private placement (144A), sale of share to private equity funds, strategic alliances (A+).

10. International equity market structure (B).

11. Market concentration (C).

12. International Investment Vehicles & International Diversification – basically what are the main instruments an investor can use to diversify her portfolio internationally (B).

Chapter 13
1. Theories of capital structure (A).

2. Forex risk and cost of debt (A+).

3. Benefits vs. Costs of localization of financial mix (A).

4. Sources of internal and external financing for MNE’s subsidiary (B).

5. Taxes & the choice of financial mix (the summary of the talk by Professor Foley) (B).

6. Eurocurrency markets (A).

7. International bank loans & syndicated credits (A).

8. Euronotes (A+).

9. Eurobonds (A+).

10. Project Financing (B).

Chapter 14

1. Interest rate risk – credit & repricing risks (A).

2. Strategies to hedge interest rate risk: Refinancing, Forward Rate Agreements, Interest Rate Futures, Interest Rate Swaps, & Currency Swaps (A+).

3. Unwinding Swaps (A).

4. Counterparty risk (A).

Chapter 16

1. Multinational Capital Budgeting: project vs. parent viewpoint (A).

2. Evaluation of a Greenfield foreign project (A+).

3. Sensitivity Analysis (B).

4. Real Options Analysis (B).

Chapter 18
· Selected topics if applicable (most likely will not be applicable, I will send you a note on Tuesday, 12/09/03).

Format

20 questions (very similar to the quiz questions, possibly w/ some addition subquestions). You will have to answer all questions. 80%-90% of them will be from (or very similar to) the questions from lecture notes, sample-quizzes, quizzes, problem sets, suggested exercises, and replies to memo questions. The other 10-20% will be used to see if you can apply the course concepts we studied to more advanced problems. The time for completing the questions will be 2 (two) hours. You will be allowed two crib sheets w/notes. You will need a calculator. (I’ll bring two or three spares – depending on what I can round up – but you shouldn’t count on them.)

Grading

As mentioned in the syllabus, I will be following the grading standards set by the Department of Finance for advanced electives, where I would put a bit more weight on the A and A- grades: (A: 16%, A-: 17%, B+: 18%, B: 18%, B-: 17%, C+ and C: 14%).

Office Hours in the exam week

I thought that it would be useful that I do office hours during the exam week
. So, here is the schedule that I have prepared:

Wednesday, 12/10/03: 1-2pm (KMEC 7-177) & online 7-8pm.

Wednesday, 12/17/03: 1-2pm (KMEC 7-177) & online 7-8pm.

If you cannot attend any of these, you would be able to read the archived transcripts from the online office hours (under “Communication”, “Collaboration”).

Review Session

We will have an in-class review session on Tuesday, 12/09/03. Please come up w/ plenty of questions (!

Time & Location

The exam is scheduled for Thursday, 12/18/03, 10-12noon, in Room UC-59. Please note that if you cannot come to that date, you have to notify me before end of classes, 12/09/03. Note that there will be no make-up final exams offered. 

Several of you have notified me of additional final exams on 12/18/03 or arrangements to leave the US prior to 12/18/03. For these instances, please come to see me so that I can arrange for you to take the final exam at a prior date, Thursday, 12/11/03, 10-12noon.

How to study for the final

By now, I’m sure you have found your own best way to study (. Here is just a suggestion, and it’s up for grabs. Prepare yourself by going backward through the topics we’ve covered -- start from the last topics and go back to the beginning. You may wish to do that couple or more times, say “first read” from end to quiz #4 material, then again from end to quiz #1 material.

Sample questions

Since I have provided previously sample questions for the topics in quizzes #1 - # 5, I will be sending sample questions for the last part of the course (the one after Thanksgiving). I will send these to you together w/ answers, on Sunday, 12/07/03.

� Note that I will also have office hours on Thursday, 12/04/03, 2-3pm, and Tuesday, 12/09/03, 1-2pm.
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