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one of the company\'s essential suppliers is located in Japan. Research Task globalEDGE
globaledge.n The Foreign Exchange Market Use the globalEDGE website (globaledge.msu.edu)
to Ex complete the following exercises: Exercise 1 One of your company\'s essential suppliers is
located in Japan. Your company needs to make a 1 million Japanese yen payment in six months.
Considering that your company primarily operates in U.S. dollars, you are assigned the task of
deciding on a strategy to minimize your transaction expo- sure. Identify the spot and forward
exchange rates between the two currencies. What factors influence your decision to use each?
Which one would you choose? How many dollars must you spend to acquire the amount of yen
required?
Solution
1
Spot exchange rate between US dollar and Japanese yen (Yen/Dollar) =122.7
Forward exchange rate between US dollar and Japanese yen (Yen/Dollar) = 122.72
6 month forward rate = -372.5
2.
Spot exchange rate is the current rate prevailing in the market but forward rate is the rate being
offered at the time of expiration of the contract though, quoted today.
If, I have to pay or receive a payment today then I will use spot exchange rate but in case I have
to get payments or I have to receive payment after some time then I will use Forward exchange
rate. That will be locked today.
3.
I will choose forward exchange rate because payment is to be done in 6 month time. In this
scenario, I will go with forward contract rate today that has to be used at the time of payment in
6 month time.
4
In calculation of the amount of US dollar, we have to consider the bid.Read less
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	1. one of the  company's essential suppliers is located in Japan. Research Task globalEDGE
globaledge.n The Foreign Exchange Market Use the globalEDGE website (globaledge.msu.edu)
to Ex complete the following exercises: Exercise 1 One of your company's essential suppliers is
located in Japan. Your company needs to make a 1 million Japanese yen payment in six months.
Considering that your company primarily operates in U.S. dollars, you are assigned the task of
deciding on a strategy to minimize your transaction expo- sure. Identify the spot and forward
exchange rates between the two currencies. What factors influence your decision to use each?
Which one would you choose? How many dollars must you spend to acquire the amount of yen
required?
Solution
1
Spot exchange rate between US dollar and Japanese yen (Yen/Dollar) =122.7
Forward exchange rate between US dollar and Japanese yen (Yen/Dollar) = 122.72
6 month forward rate = -372.5
2.
Spot exchange rate is the current rate prevailing in the market but forward rate is the rate being
offered at the time of expiration of the contract though, quoted today.
If, I have to pay or receive a payment today then I will use spot exchange rate but in case I have
to get payments or I have to receive payment after some time then I will use Forward exchange
rate. That will be locked today.
3.
I will choose forward exchange rate because payment is to be done in 6 month time. In this
scenario, I will go with forward contract rate today that has to be used at the time of payment in
6 month time.
4
In calculation of the amount of US dollar, we have to consider the bid
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