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1. International finance and international trade are closely associated. 
(a) Critically examine the relationship between international trade and finance. 

(8 marks) 
(b) Explain the factors that caused rapid expansion in international trade specially 
after the second world war. (8 marks) 
(c) Critically examina the advantageous and disadvantageous of trading blocs or 
regionalization on the development of international trade and finance. 

(9 marks) 

2. (a) Explain the nature of Gold Standards as means of international payment 
method. (5 marks) 
(b) Describe why did Gold Standards fail? (5 marks) 
(c) Distinguish between the Bretton Woods system and the Gold Standards. 

(8 marks) 
(d) Describe the reasons behind the failure of the Bretton Woods system. 

(7 marks) 

3. (a) How do you define the Balance of Payments (BOP)? (4 marks) 
(b) Explain the major components of BOP. (4 marks) 
(c) Critically examine the elasticity approach to BOP. (7 marks) 
(d) Explain the nature of Sri Lanka's BOP in the last five years. Would ' 
depreciation of Rupee help Sri Lanka to overcome BOP difficulties? Explain 
your answer using elasticity approach to BOP. 

(10 marks) 
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4. (a) Distinguish between Absorption and Monetary Approaches to BOP. 
(8 marks) 

(b) According to Absorption Approach, would how currency depreciation assist 
to overcome BOP imbalance? (9 marks) 
(c) Critically examine how a BOP imbalance is restored under Monetary 
approach to BOP. (8 marks) 

5. (a) What is a Currency Board System CBS)? (4 marks) 
(b) Is CBS very different from a Central Bank (CB)? explain your answer. 

(4 marks) 
(c) Critically analyse the advantageous and disadvantageous of CBS and CB. 

(8 marks) 
(d) Do you think CBS would be a better option for a country like Sri Lanka to 
better manage its macro economy? (9 marks) 

6. (a) Explain how short run exchange rate is determined in a forex market. 
(5 marks) 

(b) Explain factors that cause exchange rate to change in the medium to long 
run. Use graphs to explain your answer where necessary. (7 marks) 
(c) To what extent the Law of One Price is useful to understand the exchange 
rate movements. (7 marks) 
(d) Explain how Eurocurrency market offers attractive interest rates for both 
depositors and borrowers. (6 marks) 

7. (a) Both forward and futures contracts lock in a price today for the 
purchase or sale of something in a future time period. Explain the statement 
using an appropriate example. (8 marks) 
(b) Interest rate swaps allow the companies or banks to benefit by swapping 
fixed-for-floating interest payments. Explain how it works using an example. 

(8 marks) 
(c) In a currency swap, two counterparties agree to a contractual arrangement 
to exchange cash flows at periodic intervals. Explain the nature of currency 
swaps using an example. (9 marks) 
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8. (a) What do you understand by "Law of One Price"? (5 Marks) 
(b) What do you understand by the concept "Big Mac Price"? Utilizing a 

simple example explain how you would determine whether a currency 
is overvalued or undervalued, based on the Big Mac Price concept 

(10 marks) 
(b) I f U.S. productivity growth is faster than that of other countries, how 

would market fundamentals w i l l affect the dollar's exchange rate in 
long term, in contrast to other currencies? Use diagram(s) to illustrate 
your answer (10 marks) 

9. (a) Using the GG-LL schedule, how do you explain the "Theory of 
Optimum Currency Areas? (12.5 marks) 

(b) Do you identify SAARC region can be identified as an Optimum Currency 
Area? Explain your answer comparing the European Union with the 
SAARC region (12.5 Marks) 
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