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% F Payments among Nations

& Rl L

1. Accounting principles 1C.0¥ J&

A credit item (+)positive items: a country must be paid;
payment by a foreigner into the country.
5. Exports of goods

Purchases by foreigners in this country

Foreigners’ investing in the country’ s bonds
A debit item (-)negative items: a country must pay; payment
by the country to a foreigner.
fF5: Tmports of goods

Purchases by firms 1in this country from foreign
countries

Purchases by investors in this country from foreigners

2. Balance of Payments Statement [E Rl 37 T 1]
« Current account (KD fACA (Fd. RS EIIFEE H.
XF A ] g Bt e B S AT A s . B TR AR )
« Financial account (@K ) fFA (H#ZEHRTE. EFRIESR
o)
. Official international  reserves (E HEPRMES) 16
OR (4. ANCTE = 18 EH bRt 34 14l e X A0
« = THEPFRK L E S, MRHEEach transaction has two item,
one positive and one negative, of equal value.—
double—entry bookkeeping & ic K EA .
positive items + negative items = 0
positive balance: surplus
negative balance: deficit




(1) Current account balance®% &K ' Z %
ZEK P ER(CA) = BMHABED + FEEFINLIRNIFE + iz
L2y A RE X T LN
e (+) . —HEESINERE G T % aiib 7 6.

g (=)« —EAESHNEAZ R T s rEeE g in 7.

CA = If (Net foreign investment (If): {#EAIMEHE)

CA = S - 1Id (National saving (S): EPrfiZE£ , domestic
investment (Id): ERHNHKE.)

S =1d + If  CHFrfE &= N3 5+ E A% 5O
Y=C+Id+G+X - M ERMZESRE= JHRRT+HBUF
H + 2 7 Z 50D

E=C+ Id+ G W mAMI7 55 ESCH =1 R+ 58 + BUF D

Y =E+X - M), CA= X - M ®MHESHCA=Y - E
Surplusfis® Deficitrp¥~

Positive net Tforeign 1investmentNet foreign borrowerim ik i

lender) WEkE

daving more than 1nvestingDomestic savlings less than
domestically domestic investmentfig&{kT [E AN %
fith & a1 B Y 5 5% iy

Producing more than spending on Spending more than producingZEr=

goods and services ArESEN T H DTS

f CA 1s 1n deficit, then what could we do? (FHCAm7rT,
MNAZE 2?2 )

Increase Y, or decrease E. (NP AT 554, BURUZD X 7 o
5755 S S HD

(2) Official settlements balance® Jj 45 E 24
OR= Current account balance + Private capital balance BB =
CA + KA
RN F A T H s & 28080, B CUE 5 5 5 Z AT L 2 B
T g% e (OR) RERAD,
Ak, B+ OR = 0
B wB>0, MM &N,
IB<O, A 25 9k 2L

2l

AW
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8. vyou are given the following information about a
country’ s international transactions during a year:
Merchandise exports i

$330

Merchandise imports P init
198

Service exports 5755 H [

196

Service imports 57553k

204

Imcome flows, netifil & {F 4

3

Unilateral transfers, net F 51544
-8

Increase in the country’ s holding of foreign assets, net
202

(excluding official reserve assets)IHNAE 1% E B EAE &P
[ncrease in foreign holding of the country’ s assets, net
102

(excluding official reserve assets) I IN7FE % E A E &=
Statistical discrepancy, net{#ZitirE

4

)

A. Caculate the values of the country’ s goods and
services balance, current account balanceZ& K 4
%, and official settlements balanceE J7HE 4 & r= 4.
Merchandise trade balance: $330 — 198 = $132
Goods and services balance: $330 — 198 + 196 — 204 = $124
Current account balance: $330 — 198 + 196 - 204 + 3 - 8 =
$119
Official settlements balance: $330 — 198 + 196 — 204 + 3 -
8 + 102 — 202 + 4 = $23

B.What is the value of the change in official reserve
assets(net) B &% r=?ls the country increasing or
decreasing its net holding of official reserve assets?



Change 1in official reserve assets (net) = - official
settlements balance = —$23.

The country 1s 1increasing 1its net holdings of official
reserve assets./%k__é

% = The Foreign Exchange
Market #MNILTT3%

Exchange ratejl.*: an exchange rate is the price of one
nation’ s money in terms of another nation’ s money.

Floating exchange rate and fixed exchange rate FFaNJLZF[H T
NS

Arbitrage within the spot exchange marketILV Tz HIEI

Spot exchange rate BJHAV Xe

Forward exchange rate iGHAJ & T

Retail part of the market AMLEEW (WRITEMNAN. AFFE—K
P Z I INCAE . )

Interbank part of the market ANt 3 (BRAT [RMY 2 [B] B AR 3K
s M H R )

vehicle currency@EAf-Hm depreciationllZ
)

demand depositsifHAfFE X appreciation
VAKIES

Quotations At devaluationyst
I AE

Par value -y revaluation V&
EFHE

ArbitrageZ=H| Cross—ratesl X
TR

Direct arbitrage B EEF|
Triangular arbitrage —ffiEJl —arbitrage through three rates

1. Demand and supply for foreign exchange (WM HIFER
5tes

(1)U. S exports of goods and services will create a supply of
foreign currency and a demand for U.S. dollars.

5% 5] 1) P o A i 25 I HE T 3 oo i 1) A7 [ B T A N e XS 52 e Y 7
Ko



(2)U.S imports of goods and services will create a demand for
foreign currency and a supply of U.S. dollars.

S [ O e ot AT Al 95 E 0K B — AN AN ] B RN SE Je O 28 7 >R

(3)U.S capital outflows will create a demand for foreign
currency.

5 [E BEA SR B — A N A1 [ BT T A R oK

(4)U.S capital inflows will create a supply of foreign
currency.
5 [ AR MNR G 1E K &= 1~ E Bt A N
. %?—;%%D%%E‘Jtﬂ IR 1A ftss,  dF 0 s 4
HESR .
o N B ANl T e (I ST R TR 2K, A1 DG AS [ 45 i %
PRI SR R 1 4 T AR 25

o WRJFTEN

1. What are the major types of transactions or activities
the result in supply of foreign currency in the spot
foreign exchange market?

#E RIS T 37738 B A T AR B 1) 32 2248 5 B 51 WL 2

Exports of merchandise and services 5555 M17 mmHYH
result in supply of foreign currency in the foreign exchange
market. Domestic sellers often want to be paid using domestic
currency, while the foreign buyers want to pay 1in their
currency. In the process of paying for these exports, foreign
currency 1s exchanged for domestic currency, creating supply
of foreign currency.

International capital inflows [EPFR&EAFAresult in a
supply of foreign currency in the foreign exchange market. In
making 1investments 1in domestic financial assets, foreign
investors often start with foreign currency and must exchange
it for domestic currency before they can buy the domestic
assets. The exchange creates a supply of foreign currency.
Sales of foreign financial assets that the country’ s residents
had previously acquired, and borrowing from foreigners by this
country s residents are other forms of capital inflow that can




create supply of foreign currency

8. You have access to the following three spot exchange rates
RV HHYC %
$ 0.01 / yen
$ 0.20 / krone
25 yen / krone
A. how would engage in arbitrage (ZX]) to profit from
these three rates? What is the profit for each dollar
used initially?
The arbitrage will be: Use dollars to buy Kkroner at
$0. 20/krone, use these kroner to buy yen at 25 yen/krone, and
use the yen to buy dollars at $0.01/yen.
For each dollar that you sell initially, you can obtain b
kroner, these 5 kroner can obtain 125 yen, and the 125 yen can
obtain $1.25. The arbitrage profit for each dollar is
therefore 25 cents.

#FJUEForward Exchange and International

Financial Investment

e A 75 5 [ B 4 5% 5%
forward foreign exchange contracts wtHI#MIL & [E
Hedging and speculating by forward foreign exchangeit HH4MI K]
2 1R B AL
International Financial Investment [E Pr4: 5% &
Covered International Investment &M [E PR &
Uncovered International Investment IEIAME[E BRI E
Forward foreign exchange contractizHi4MI & A :
L) EARRE—HHLL— @ M/MLCIER GrifiCs) Ltz —
B AAN T A A .
Hedging using forward foreign exchange wtHA4MI & A H T & HA{E
18 :
IR E A FEIREA 5 P2 RS A R N i 55, B SR EUY i
RV OB B A g 5 e .
long position (£3k) : FHINMEE~HIH =R £k,
short position (F3k): #hmFff (RIS ARFIL) B 8=l == =k,




Expected uncovered interest differential C(HHIEHIAMF]E Z)

Hedging & H{R{E dollar—-denominated
(Z£JoHME M)

speculate (FH1) inheriting (4k#A4)
Speculation¥&Hl Covered interest
arbitrage (ApEF])

receivable (MUIKR) . disbursed (GZf])
portfolio (FKHHE) diversification (Z#E
1¢)

1. Speculating using forward foreign exchange tH#}
RN ES

AHBS Pk e g sg N $1.98/  NFEERS$1.70/ (TH) —2X1731
HiGsEH 1| e rm B EE, 90Kt i #%$1. 9668 / )——3 1M H
5, RS T B2 $1. 70/ —— I SEN T B e, AT
$1, 700, 000——4575&[F, KA $266, 800

Your speculation may turn out differently :

AR TRTF s #s AN $1.98/  TFEZ2$1.70/ (TH) —2F1T34
HGsEH 1| e A E, 90K I #%$1. 9668 / . ——3 1M H
&, e EHE$2. 20/ —— 3 I SENTH 5988, A
$2, 200, 000——45iF & H, ZH $233, 200

2.Covered International Investment AN E PR

Future $ (e.g., 90 [ Sell £ forward (f) Future £ (e.g., 90
days from now) Buy £ forward (1/f) —»{ days from now)

T' | ' |

Borrow in A A Borrow in

) Invest in . Invest in
Unlted1 States United States A AR BFI:aIn Britain
. N ANAA_ .
(1+fus) (1 Tus) (1+fUK) (1 ud
N A

' \ - ¢ |
<«— Sell £ spot (e)

Current $ Current £
Buy £ spot (1/e) —>

<— Currencies————>»




AL AN
RIS

EéﬁiiAﬁﬁiﬁﬁﬁ Tus: 47132 E 190K H] %
%ggfgﬁﬁﬁikiﬁ Tuk: HHTIE K90 KA 2
e st o: FCBIBICICE (§8/
%F:EAHE%WA%% £ @ HETAMRI90RITH

R 8/ )

Let’ s start with one dollar: Covered interest differential#fil
RIS 22

CD=(1+ iuk) <« f/e - (1+ius)
[f CD>0, investing in Britain

CD<0, investing in America (home country)

Forward premium & HiFf7K—im BHYC 3 s T B HAVC R
F = (f-e)/Je ——TJ/KiEE ((Gf F is positive)

Forward discount it HiN7K—az HAIC 24K T R AT 2R
If F is negative, CD = F + (iuk —ius )

3. Covered Interest ParityilithF]E T4 CD=0

CD=F + (iuk - ius ) =0

Thatis, F=ius - iuk @mHIH (W) KEFHE TR TR ZE.

Or F+ iuk =ius [ AW SETPRMEE S5t 0 2 U as
LAEFZRALTFBEF R, ARG MK k2, NNEK,

« WU ratesyit5
current forward exchange rate4Ejm B X fHif,
current spot exchange rate3E(EIHAVC X fije,
current intreast rates in the two countries. PHEHBREIFZ &
1uk. 1ius.

4. Uncovered Interest ParityIE#xbF]E-FAn

EUD=Expected appreciation + (iuk — ius ) =0

RJEUD=cex—e/e + (iuk - ius)=0, HHExpected appreciation= eex—
e/e

(DU ratesHITh 5, HpeexaRnH 05 38 T I 1 AR >k 10 B Y 22)

—




That is, expected appreciation of the pound =ius - 1iuk
PR () B SF T M E B A £
Or expected appreciation + iuk =ius

[ PN UAT 2o 55 - AR A [ S 43 B W 2

« EUD=Expected depreciation + (iuk —ius ) < 0
The U.S. investor should invest dollar—-denominated bonds.
EUD=Expected appreciation + (ius — iuk) > 0
The U.K. investor should invest dollar—-denominated bonds

o RIEZR]

4. The current spot exchange rateHEiEIHHVC#E is $0.010/yen.

The current 60-day forward exchange rate HEJmHAI Fis
$0. 009/yen.
How would the U.S firms and people described in question 3
each use a forward foreign exchange contractimHI4MI.&EF to
hedge #Miftheir risk exposureXf& ?what are the amounts in
each forward contract ?

a. The U.S. firm has an asset position in yen—it has a
long position in yen. To hedge its exposure to exchange rate
risk, the firm should enter into a forward exchange contract
now in which the firm commits to sell yen and receive dollars
at the current forward rate. The contract amounts are to sell
]l million yen and receive $9, 000, both in 60 days.

b. The student has an asset position in yen—a long
position in yen. To hedge the exposure to exchange rate risk,
the student should enter into a forward exchange contract now
in which the student commits to sell yen and receive dollars
at the current forward rate. The contract amounts are to sell
10 million yen and receive $90, 000, both in 60 days.

C. The U.S. firm has an liability position in yen—a
short position in yen. To hedge its exposure to exchange rate
risk, the firm should enter into a forward exchange contract
now in which the firm commits to sell dollars and receive yen

at the current forward rate. The contract amounts are to sell
$900, 000 and receive 100 million yen, both in 60 days.




5. The current exchange rateBIHA/E%X is $1.20/euro. The
current 90-day forward exchange rateXEiimii X is
$1. 18/euro. You expect the spot rate to be $1.22/euro in 90
days .How would you speculate##l using a forward contract?
[f many speculate in this way ,what a pressure is placed on
the value of the current forward exchange rate?

Relative to your expected spot value of the euro in 90
days ($1.22/euro), the current forward rate of the euro
($1.18/euro) is low—the forward value of the euro 1is
relatively low. Using the principle of low, sell
you can speculate by entering into a forward contract now to
buy euros at $1.18/euro. If you are correct 1in your
expectation, then in 90 days you will be able to immediately
resell those euros for $1.22/euro, pocketing a profit of $0.04
for each euro that you bought forward.

If many people speculate in this way, then massive
purchases now of euros forward (increasing the demand for
euros forward) will tend to drive up the forward value of the
euro, toward a current forward rate of $1.22/euro.

8. The following rates are available in the markets:

Current spot exchange rateBJHAV % : $0.500/Fr

Current 30-day forward exchange rate4FJ30KizEHAI =
$0. 505/SFr

Annualized interest rate on 30—-day dollar—-denominated bonds
BORFETCIHHMM FBFHIEFIE - 12% (1. 0%For 30 days)

Annualized interest rate on 30—day swiss franc —denominated
bonds 30 K% BETHT Z# IR Z : 6%(0. 5%for 30 days)

A. TIs the swiss franc at a forward premium or discountit

AW A B b 2
The Swiss franc 1s at a forward premium. Its current

forward value ($0.505/SFr) is greater than its current spot
value ($0.500/SFr).

B. Should a U.S-based investor make a covered investment
in swiss franc—denominated 30-day bonds , rather than
investing in 30—-day dollar—denominated bonds?explain.

CD=F+ iuk —ius =( 0.505-0.5)/0.5+(0.005-0.01)=0. 005, there



is a covered interest differential of 0.5% for 30 days (6
percent at an annual rate). The U.S. investor can make a
higher return, covered against exchange rate risk, by
investing in SFr—denominated bonds.

=

% fi#What Determines Exchange Rates? L
N2y El > ——

Foe A ARER?

focuses on short—run movements in exchange rates. %5HAWNILZAR
5]

focuses on long—term trends. K HAW I K4S

shows one way in which the short term flows into the medium

term and then into the long term. F HAV KA B 1 K HAH 5200 .
Asset market approach to exchange rates ®r=Ti¥gii—portfolio
repositioning (XHEHEHHE)

« The long run: the monetary approacht . Tz mFid

The quantity theory (FrmzZ=H L)

B 2= o~ 3

Ms=k XP XY (1)

Mfs=kf XPf XYf (2)

Ms: Money supply Bt mfitgy

k: proportional relationships between money holdings and
the nominal value of GDPBE MHFH =AMGDPHIHA XM EZ L (FRERIH
WHE BTN

P: price level 4 #%/K~F

Y: real domestic products SZPrEWN = H

l. Three types of variability for exchange rates (—
P AR S A )90 )
Long—term trends.

Medium—term (over periods of several years) trends.
Short-term (month to month<) variability.

2. ML IR E R =

A5 1 AR AL TR 2 fl o - B ZH T =3 1 LY 5 1) B T
77 1A (e =A&mM/4M)

EATER (1)
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/> RN o e I OAmzfE)
EANAZE (1T)
T T AN T oL e TN UANTHZAE)
x> Lz P NI AR e K> UsmHJHE)
TR T T 2R
(eex)
SZpIlN AL N e T UANmHIZAE)
T/ > A I NI Y e K> UNmJHE)

ﬁﬁ%?i%ﬁ%¢~4ﬁ$§%ﬁ’ﬁ@ﬁﬁﬁﬁjﬂmmﬁﬁﬁ%
] o
o If domestic i increases, while if and eex¥ % & THHAHY
R 1 B HAVE = remained constant, the return
comparison shifts in favor of investments in domestic
bonds. Why?
This 1increase demand for domestic currency increases the
current spot exchange rate value of domestic currency ,so e34

ATEIHAV % decreases.

o If foreign 1 1increases, while 1 and eex remained
constant, the return comparison shifts in favor of
investments in foreign bonds.

This 1increase demand for foreign currency 1increases the
current spot exchange rate e (the domestic currency
depreciates)

3. The Long Run: Purchasing Power Parityi{HH: I=EZ7/j
FAr vt (PPP)
Three versions:
« The law of one price —Hr@EfE: 7 E AR SET E 4y
WAL E, P = e Pf
ZEBNAL 7 KR an R B . a0, W4, Hihsg)m, K
M. “—WrEmd” wWsLH kL' .

. Absolute purchasing power parity ZaXH0WSE S Forin: -
FHR T DA A B2 i = 1) 2 o] 52 25 i an A 7K 22 B .

%
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