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Finance and Economics for Managers (MBA 2025) - Quizz on Sessions 1-5
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1. In an open economy, the national savings and investment identity is `S + (T-G) = I + NX`. If a country has a large and persistent trade surplus (NX > 0), what must be true?
· a) Its national saving is less than its domestic investment.
· b) Its national saving is greater than its domestic investment.
· c) The government must be running a budget deficit (G > T).
· d) Investment must be exactly equal to household savings.
1. A US-based company manufactures goods and sells them in Germany. The sales are priced in Euros. If the US Dollar weakens against the Euro, what is the impact on the company's US Dollar-denominated financial statements?
· a) Revenues will decrease.
· b) Revenues will increase.
· c) Cost of Goods Sold will increase.
· d) There will be no change.
1. The "Country Risk Premium" (CRP) is a key component for valuing investments in emerging markets. How is it typically incorporated into the valuation framework?
· a) It is added to the firm's revenue growth rate.
· b) It is subtracted from the risk-free rate.
· c) It is added to the Cost of Equity calculation, thereby increasing the WACC.
· d) It is used to adjust the company's tax rate.
1. A company decides to shift its supply chain strategy from "Just-in-Time" (JIT) to "Just-in-Case" (JIC) by increasing its inventory levels and diversifying suppliers. What is the most likely financial impact of this decision?
· a) Higher Free Cash Flow due to lower risk.
· b) A decrease in Net Working Capital and higher profit margins.
· c) An increase in Capital Expenditures.
· d) A decrease in FCF (due to higher NWC investment) but a potential increase in firm value if it significantly reduces risk.
1. Which of the following describes the primary purpose of using a currency forward contract?
· a) To speculate on the future direction of an exchange rate.
· b) To eliminate the upside and downside of currency fluctuations by locking in a future exchange rate.
· c) To secure the right, but not the obligation, to exchange currency at a future date.
· d) To earn interest on foreign currency holdings.
1. A firm's Cost of Equity is almost always higher than its pre-tax Cost of Debt because:
· a) Interest on debt is tax-deductible.
· b) Equity holders have a residual claim on assets and cash flows, making their investment riskier.
· c) Debt financing is easier to obtain.
· d) A firm's Beta is always greater than 1.
1. In the IS-LM model, if the government enacts a tax cut () at the same time the central bank engages in monetary tightening (), what is the expected outcome?
· a) The interest rate (r) will definitely fall, and output (Y) will definitely rise.
· b) The interest rate (r) will definitely rise, and the effect on output (Y) is ambiguous.
· c) Output (Y) will definitely fall, and the effect on the interest rate (r) is ambiguous.
· d) Output (Y) will definitely rise, and the effect on the interest rate (r) is ambiguous.
1. A French company imports a key component from Japan, with the price denominated in Japanese Yen (JPY). If the Euro strengthens against the Yen, what is the impact on the French company?
· a) The cost of the component in Euros will decrease, improving profit margins.
· b) The cost of the component in Euros will increase, hurting profit margins.
· c) The company's export revenues will decrease.
· d) It will have no impact on the company's costs.
1. During a period of high inflation, the "depreciation tax shield" becomes less valuable because:
· a) The government raises taxes on depreciation.
· b) Depreciation is calculated based on the historical cost of an asset, which is lower than its current replacement cost.
· c) Firms are not allowed to depreciate assets during inflationary periods.
· d) Inflation reduces the firm's Operating Income (EBIT).
1. A widening of the credit spread (e.g., the difference between BBB corporate bond yields and government bond yields) is a signal that:
· a) The central bank is aggressively lowering interest rates.
· b) The market perceives a lower risk of corporate defaults.
· c) The market perceives a higher risk of corporate defaults and may be anticipating an economic slowdown.
· d) Inflation is expected to fall sharply.
1. An airline company is concerned about rising jet fuel prices. They purchase an option contract giving them the right to buy fuel at a set price in six months. This strategy is an example of:
· a) Transaction exposure.
· b) Economic exposure.
· c) Hedging.
· d) Arbitrage.
1. A company's investment in building a new factory is recorded in which component of GDP?
· a) Consumption (C)
· b) Investment (I)
· c) Government Spending (G)
· d) It is not recorded in GDP.
1. The manager of a luxury car company (e.g., Ferrari) would likely see her company's Beta () be:
· a) Less than 1, as it's a non-essential good.
· b) Greater than 1, as sales are highly sensitive to the economic cycle.
· c) Exactly 1, as it follows the market perfectly.
· d) Negative, as sales increase during recessions.
1. The term "expropriation risk" refers to:
· a) The risk that a foreign currency will be devalued.
· b) The risk that a foreign government will seize a company's assets.
· c) The risk of unexpected changes in tax laws.
· d) The risk of a supply chain disruption due to a natural disaster.
1. When calculating Free Cash Flow (FCF), an increase in a company's Inventory level from one year to the next is treated as:
· a) A source of cash (added to FCF).
· b) A use of cash (subtracted from FCF).
· c) A non-cash expense.
· d) It has no impact on FCF.
1. A US company has a subsidiary in the UK. The process of converting the UK subsidiary's financial statements from GBP (£) to USD ($) creates what kind of risk?
· a) Transaction Exposure
· b) Translation Exposure
· c) Commodity Risk
· d) Interest Rate Risk
1. The primary advantage of using a currency option instead of a forward contract for hedging is that the option:
· a) Is free.
· b) Provides certainty with no downside.
· c) Allows the holder to benefit from favorable exchange rate movements while being protected from unfavorable ones.
· d) Locks in the exchange rate for a longer period.
1. In 2023, a firm's Nominal Revenue grew by 15%, while the inflation rate was 5%. What was the approximate growth rate of the firm's Real Revenue?
· a) 20%
· b) 15%
· c) 10%
· d) 5%
1. In our Macro-to-Value framework, an unexpected spike in inflation has a "double-edged" impact on a firm's valuation by:
· a) Increasing revenues and decreasing the WACC.
· b) Potentially increasing nominal revenues (numerator) but also potentially increasing the WACC (denominator).
· c) Only affecting the WACC.
· d) Decreasing both revenues and the WACC.
1. A company's ability to raise its prices to offset rising input costs without a significant drop in sales volume is known as:
· a) Operating Leverage
· b) Financial Leverage
· c) Pricing Power
· d) Hedging
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