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SECTION A [15 Marks] 

QUESTION 1 [5 MARKS] 

List five [5] main factors that affect exchange rate in any country. 

QUESTION 2 [10 MARKS] 

Explain the difference between the following pairs of terms: 

J. Spot market and Forward market 

2. Dealers and Brokers 

3. Eurobond and foreign bond. 

4. Flexible and fixed exchange rate 

5. Hedging and Speculation 

SECTION B [35 Marks] 

QUESTION 1 [20 MARKS] 

Most of the Least Developed Countries (LDCs) are characterized by unsustainable level of debt 

but they continue to borrow even more, explain why do these countries experience 

unsustainable debt? 

QUESTION 2 [15 MARKS] 

Briefly discuss the key market participants in the foreign exchange market and explain what 

their roles are. 

SECTION C [50 Marks] 

QUESTION 1 [25 Marks] 

This question comprises of two parts; 

i. What is the Bretton wood system [5 Marks] 

ii. | Compare and contrast the objectives of the IMF and World Bank [20 Marks]



QUESTION 2 [25 MARKS] 

Explain how each of the following transactions will be classified and recorded in the debit and 

credit of the U.S. balance of payments: 

(a) A Japanese insurance company purchases U.S. Treasury bonds and pays out of its 

bank account kept in New York City. 

(b) A U.S. citizen consumes a meal at a restaurant in Paris and pays with her American 

Express card. 

(c) Alndian immigrant living in Los Angeles sends a check drawn on his L.A. bank account 

as a gift to his parents living in Bombay. 

(d) A U.S. computer programmer is hired by a British company for consulting and gets 

paid from the U.S. bank account maintained by the British company.


