
International finance M1 – final assignment 
  
The objective of this assignment is to analyze the exchange rate evolution of a given country against 
the US dollar over the period 2003-2018 and determine if it is over or undervalued. 
 
You must work by group of four to five students.  
  
You must choose one country among the following list. One group per country (a country cannot be 
picked twice):  
Algeria, Australia, Bangladesh, Belarus, Bolivia, Botswana, Brazil, Bulgaria, Cambodia, Cameroon, 
Chile, Colombia, Costa Rica, Egypt, Gabon, Ghana, India, Indonesia, Israel, Japan, Kazakhstan, Kenya, 
Korea (South), Malaysia, Mexico, Morocco, New Zealand, Nigeria, Norway, Paraguay, Peru, 
Philippines, Romania, Russian Federation, Sri Lanka, Thailand, Tunisia, Turkey, Ukraine, United 
Kingdom, Uruguay, Venezuela, Vietnam, Zambia. 
To validate the choice of your country, you must post your country choice and the composition of 
your group on K2, in Course material/Group Choice Final Assignment forum (make sure that the 
country has not already been chosen by another group in the thread of the forum). 
  
Based on the conceptual framework given in slides IF1, IF2 and IF3, you should present the evolution 
of the exchange rate since 2003 and explain the reasons for this evolution. As example, read the 
report about South Africa written by Eizaguirre et al. (2015)1. 
 
You must write a report between 1000 and 1200 words maximum (a strict respect of the length of 
the report is required). The report is to be sent at your course instructor (prof. De Souza Barbosa, 
Kedziora, Léger, Masquefa or Nicolas depending on your group) by no later than Monday April 13, 
2020.  
 
Data2 are to be taken from the World Bank Database website (World Development Indicators).  
http://databank.worldbank.org/data/views/variableselection/selectvariables.aspx?source=world-
development-indicators 
  
Answer the following questions: 
1°) Plot the evolution of the exchange rate against the US dollar since 2003. Explain if it has 
appreciated or depreciated over the period (2 points). 
2°) Give the PPP level (PPP conversion factor, GDP LCU per international $) at the end of the period 
for your country (no chart, only the figure for 2018). Explain the meaning of this number and 
interpret (2 points). 
3°) Plot on one unique graph, the year on year Consumer Price Index change (in percentage) for the 
USA and for your country since 2003. On another graph, plot the relative PPP3 since 2003 as well as 
the FX rate (take year 2003 as base 100). Comment (4 points). 
4°) Plot the evolution of the current account balance since 2003 as a percentage of GDP (1 decimal 
place). Do the same for the evolution of the exports of goods and services as well as for the imports 
of goods and services. You should find the composition of the current account balance (what are the 
main constituents of exports and imports). Based on the information you have gathered, analyze and 
explain the evolution of the current account balance. (6 points) 

                                                             
1 Marion EIZAGUIRRE, Salomé FROMENT, Lauren MARLOT, Amandine MONDELICE & Jordan OLLIVIER. FALL 
2015. International Finance Report – South Africa, SKEMA. 
2 Annual data from 2003 up to 2018. 
3 PPP data are given in the World Bank database. 



5°) Plot the evolution of short term interest rate4 for the USA and for your country since 2003. Is 
there any relationship between the FX rate and the interest rate differential? Comment. (2 points) 
6°) Analyze the political and social environment since 2003. You should determine if there is any 
relationship between the country socio-political environment and any risk premium or any capital 
flows likely to influence the FX rate. (2 points) 
7°) Conclusion: explain the evolution of the FX rate since 2003 up to 2018 by gathering the different 
pieces of the puzzle you have just analyzed and assessing their overall influence on the FX rate. Do 
you think your currency is likely to appreciate or depreciate over the next 12 months (2 points)? 

                                                             
4 “Deposit interest rate” in the World Bank database. If the data is not available for your country, then search 
for “Money market rate” or “Deposit rate” in the International Financial Statistics of the IMF database at 
http://data.imf.org/regular.aspx?key=61545855  


