[image: ]
[bookmark: _GoBack][image: ][image: ] 
image1.png
Module ¢ APReview

Salatons appar at e ckf e bk,
Check Your Understanding
1. Suppose Mexico discovers g sesrves ofoil and starcs: 2. Suppose a basket of goods and services that costs $100 in the.
exporting ol o the United States. Describe hon chis would United States costs 800 pesos in Mesico and the currene
affec the following: nominal xchange e is 10 psos per U.S. dollar. Over the nexe
2. the nominal peso-USS. dollar exchange race five years, the cost of that market basket rses to $120 in the
b. Mesican expores of other goods and services United States and t0 1.200 pesos in Mesico, although the
€. Mesican impors of goods and sevices nominal exchange rae remains a 10 pesos per U, dollar

Caleulate the following:

a. the real exchange rate now and fiv years from now, if
today's price index in both countriesis 100

b. puschasing power parity today and five years from now
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2. Use  correctly labeled graph of the foreign exchange market
becween the U and Europe to lluserate what would happen
o the value of the US. dolla if there were an increase in the
US. demand for imports from Europe.
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Tackle the Test: Multiple-Choice Questions

1. When the US. dollar buys more Japanese yen, the US. dollar has

1 become more valuable in terms of the yen.
L appreciated.
L depreciazed

a Tonly

b Tonly

< Monly

d Tand Honly

e Tand Ml only

2 The norninal exchange rtea which a given basket of goods
and services wonld cost che fame in ach countey deseibes
o theinternational constamer peice index (ICPY).

b appesciaion.

< depraciation

& puchasing power paiy.

o the bulance of payments on the catrent account.

3. What happens o the eal exchangs rate becwee the curo and
the US. dolar (expressed s curos pe dola)ifche aggregate
pricelvels in Burope and che Uniced State both al It
2 isunaffcted
b focrmses
papr—

4 mna increase, docress, o sy the .
e camnot be calelated.

4. Which of the following would cause the real exchange rate

becween pesos and U.S.dolrs (n terms of pesos per dolar) to

decrease?

. anincrease in net capital flows from Mesxico to the United
States

b anincrease in the real interese rate in Mexico rlative o the
United Seates

<. adoubling of pices i both Mexico and the United States.

. a decrease n oil expors from Mesico to the Uited States

. anincrease in the balance of payments on the current
account in the Urited States

5. Which of the following will decrease the supply of US. dollars

b. US. consumers demand fewer imports.

<. Foreigners increase their demand for US. goods

. Forcigners increase their travel to the United States

. Foreign investors se increased investment opportuities in
the Usited Seas.

Tackle the Test: Free-Response Questions

1. Draw a correctly abeled graph of the forcign exchange market

showing the effect on the equilibrium exchange rate becween
the U.S. and Japan (¢he number of yen per US. dollar) if
capital flows from Japan to the United States decresse due to
a change in the preferences of Japanese invescors. Has the US.
dollar appreciated or depreciated?

1 point: The aves arelabeled “Bxchange rat (yen per US. dolay”and
“Quanty ofUS.cotars”

1 point: The supply ofU.S. dollars is abeled and slopes upward.
1 point: The demand for US.dollrs s labeled and siopes cowmard.
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