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Finance and Economics for Managers (MBA 2025) - Quizz on Sessions 1-5
Nima Fazeli
Solutions
1. b) Its national saving is greater than its domestic investment. The identity can be written as `National Saving - Investment = Net Exports` (S - I = NX). If NX is positive, S must be greater than I. The country saves more than it invests domestically and lends the surplus to the rest of the world.
1. b) Revenues will increase. When the dollar weakens, each Euro earned from sales converts into more dollars, thus increasing the reported revenue in the company's home currency.
1. c) It is added to the Cost of Equity calculation, thereby increasing the WACC. The formula for the Cost of Equity is modified to . This higher cost of capital reflects the higher risk of operating in that country and lowers the valuation of projects there.
1. d) A decrease in FCF (due to higher NWC investment) but a potential increase in firm value if it significantly reduces risk. Holding more inventory increases Net Working Capital, which is a use of cash that reduces FCF. However, the goal is to make the firm more resilient, which reduces the riskiness of its cash flows (lowering WACC) and may increase overall firm value.
1. b) To eliminate the upside and downside of currency fluctuations by locking in a future exchange rate. A forward contract provides certainty by fixing the price for a future transaction, removing the risk of adverse movements but also forgoing the benefit of favorable ones.
1. b) Equity holders have a residual claim on assets and cash flows, making their investment riskier. Equity is last in line to be paid in a bankruptcy, after all debt holders. This higher risk demands a higher return.
1. b) The interest rate (r) will definitely rise, and the effect on output (Y) is ambiguous. The tax cut shifts the IS curve right (increasing Y). The monetary tightening shifts the LM curve left (decreasing Y). The opposing effects on Y make the final outcome ambiguous, but both actions put upward pressure on the interest rate (r).
1. a) The cost of the component in Euros will decrease, improving profit margins. A stronger Euro means each Euro buys more Japanese Yen. Therefore, the company needs fewer Euros to pay for its imports, lowering its Cost of Goods Sold.
1. b) Depreciation is calculated based on the historical cost of an asset, which is lower than its current replacement cost. The tax deduction is fixed based on an old price, while the real cost to replace the asset has soared with inflation, diminishing the real value of the tax shield.
1. c) The market perceives a higher risk of corporate defaults and may be anticipating an economic slowdown. The spread is the extra yield investors demand to hold riskier corporate debt instead of safe government debt. When fear rises, this spread widens.
1. c) Hedging. The airline is taking a financial position (the option contract) to reduce a business risk (volatile fuel prices).
1. b) Investment (I). The construction of new structures and purchase of new equipment by firms is a core part of gross private domestic investment.
1. b) Greater than 1, as sales are highly sensitive to the economic cycle. Luxury goods are highly discretionary. Demand soars during economic booms and falls sharply during recessions, making the stock more volatile than the overall market.
1. b) The risk that a foreign government will seize a company's assets. This is a key component of political risk when investing abroad.
1. b) A use of cash (subtracted from FCF). An increase in inventory means the company spent cash to produce or buy goods that it has not yet sold. This cash is tied up and unavailable for other uses, so it reduces FCF via the Change in Net Working Capital.
1. b) Translation Exposure. This is the accounting-based risk that arises from the need to "translate" the financial statements of a foreign subsidiary from its local currency into the parent company's home currency.
1. c) Allows the holder to benefit from favorable exchange rate movements while being protected from unfavorable ones. An option provides "downside protection" while retaining "upside potential," unlike a forward contract which eliminates both. This flexibility comes at a cost (the option premium).
1. c) 10%. The approximate real growth rate is the nominal growth rate minus the inflation rate (15% - 5% = 10%).
1. b) Potentially increasing nominal revenues (numerator) but also potentially increasing the WACC (denominator). Inflation can allow for higher prices (boosting nominal FCF), but it also leads central banks to raise interest rates, which increases the risk-free rate and thus the WACC. The net effect on valuation is often negative.
1. c) Pricing Power. This is a crucial strategic advantage, especially during inflationary periods, as it allows a firm to protect its profit margins.
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