  
QUESTION 5
a) Price per share = 40 euros
Amount to invest = $ 10,000
Current exchange rate = $2/ euro
No of shares =$10,000/ (40*2) = 125

b) Fill in the table 
	
	
	Dollar denominated 
	Return (%) for yearend exchange 
	rates
	

	Price per share
	Pound denominated in return 
(P1-P2)/ P2*100
	$ 1.80/euro
	$2/euro
	$2.2       0/euro
	

	35
	-12.50%
	-21.25%
	-12.50%
	-3.75%
	

	40
	0.00%
	-10.00%
	0.00%
	10.00%
	

	45
	12.50%
	1.25%
	12.50%
	23.75%
	




c) The dollar denominated return equal to the pound -denominated return when there is no change over the exchange rate in one year even if the price of the share changes 

QUESTION 6
Answer 
Find the standard deviation of both pound and dollar denominated rate of returns 

	
	pound
	dollar

	Standard deviation
	10.21%
	13.10%








QUESTION 7
a)                1-year forward rate=1.85
British risk-free rate = 8%
Investment = $5,000
Current exchange rate = 1.75
 =     =  = 
1+(US)=  
= 1.02%
 
Answer 
The standard deviation of the dollar-denominated return 
Forward = 5,000 euros
Exchange rate = 2.10 euros 
	Contract amount
	1.80
	2.00
	2.20

	5000
	5000*(2.10-1.80) = 1500
	5000*(2.10-2.00) = 500
	5000*(2.10-2.20) = -500



The standard deviation of the dollar-denominated return 

QUESTION 8
Answer 
Total performance in each case can be calculated by multiplying the relative weight with their respective return
Currency selection in case of EAFE can be calculated by multiplying the EAFE 	weight with weights of foreign currency 
EAFE weight *the weight of foreign currency

Currency selection = manager weight *the weight of foreign currency

The currency selection of EAFE is as follows 


Currency selection = (0.3*(0.9-1.0)) + (0.10*(1.0-1.0)) +(0.60*(1.1-1.0))
= (0.3*(-0.1)) +(0.1*0) +(0.6*0.1)
= -0.03+0.06 = 0.03 = 3%

Currency selection of managers 

Currency selection = (0.35*0.9-01.0) +(0.15*(1.0-1.0)) +(0.50*1.1-1.0)
                                = (0.35*(-0.10)) +(0.15*0) + (0.50*(0.10))
                                = -0.035+0+0.05
                              = 0.015 or 1.5%
The currency selection of managers is 1.5%

Country selection = EAFE weight * the return on equity index 

Country selection on managers= managers weight *the return on equity index 

Country selection = (0.3*0.2) +(0.15*0.15) +(0.60*0.25)
                              = 0.06+0.015+0.15
                                 = 0.225 or 22.5%
Country selection of managers is as follows 
= (0.35*0.2) +(0.15*0.15) + (0.50*0.25)
= 0.07+0.0225+0.125
= 0.2175 or 21.75
Stock selection = return on equity -managers *managers weight 
Stock selection return = (0.18-0.20) *0.35+(0.20-0.15) *0.15+(0.20-0.25) *0.50
                                 = (-0.02) *0.35+0.05*0.15+(-0.05) *0.50

                                 = -0.007+0.0075-0.025
                                 = -0.0245 or -2.45%
The stock selection return for managers = -2.45%

QUESTION 9
Exchange rate = $1.75/euro
One-year forward exchange rate =$1.85/euro

Spot rate = 1.75
1-year forward rate=1.85
British risk-free rate = 8%
Investment = $10,000
Current exchange rate = 1.75
 =     =  = 
1+(US)=  
= 14.17%
The dollar-denominated return is 14.17%

QUESTION 10
Amount to be invested = $10,000

Value in pounds = 10000/$1.75 = 5714
[bookmark: _GoBack]Therefore the value in pounds = 5714
