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INSTRUCTIONS: ANSWER QUESTION ONE AND ANY OTHER THREE QUESTIONS
QUESTION ONE
a)	If Bank X is quoting “A” $1.5838/€ bid and A$1.1682/€ ask and bank Y is quoting A$1.1684/€ bid and A$1.1690/€.  Suppose Kazungu buys €2 million from X at it’s a $1.682€ ask price and simultaneously sell €2 million to Y at it’s A$1.684/€ bid price.  Calculate arbitrage profit 
(7 marks)
b)	Wal –Mart established two retail outlets in the city of Shanzen, China which has a population of 3.7 million.  These outlets are massive and contain products purchased locally as well as imports.  As Wal-Mart generates earnings beyond what it needs in Shanzen, it may remit those earnings back to the United States.  Wal-Mart is likely to build additional outlets in Shanzen or in other Chinese cities in the future.  
i) Explain how Wal-Mart in China would use the spot market in foreign exchange (6 marks)
ii) Discuss the available avenues for Wal-Mat using theory of product life cycle (7 marks)

c)	Discuss factors that affect international trade flows (10 marks)
d)	Explain clearly with example factors affecting international portfolio investment
 (10 marks)
QUESTION TWO
a)	Discuss how devalution leads to “J” curve effect on Balance of Payment (10 marks)
b)	Of recent, Kenyans have been in discussion as to whether Kenya Ports Authority should be privatized.  Considering the importance of KPA to Revenue contribution in Keya, Discuss the role of privatization in enhancing International capital flows (10 marks)

QUESTION THREE
With local examples, discuss the effects and contributions of Direct foreign investments in developing countries (20 marks)

QUESTION FOUR
a)	Discuss the determinant of Bid-Ask Spread (10 marks)

b)	Explain how the appreciation of the Japanese yen against the U.S Dollar would affect the return to a U.S firm that borrowed Japanese Yen and used Returns for U.S Projects.

QUESTION FIVE
a)	Discuss the reasons as why firms may engage in International trade (10 marks)
b)	Explain reasons why speculators may speculate on futures markets (10 marks)
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