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Answers
1	C
2	B
3	E
4	A
5	D
6	E
7	E
8	C
9	D
10	C
11	B
12	B
13	A
14	C
15	A
16	B
17	E
18	B
19	D
20	D
21	D
22	D
23	E
24	B
25	D
26	C
27	B
28	B
29	C
30	A
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If real nterest rates in the United States fall relative to real interest rates in Great Brtain, which of

the following will ccur?

Briish investors vl buy more United States securtes.

Britsh exports 1o the United States willncrease.

“The supply of gollars willdecrease

United States investors’ demand fo Briish pounds will decrease.

“The Bitish pound will appreciate relative o the dollar

CROROCNCRO,
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‘Assume & countiy has an open economy and a flexible exchange fate system. Anincrease in the
country’s government budget defict would most kely cause

a decrease inreal interest rate and a decrease in net exports

a decrease inreal interest rate and a decrease in domesic investment in plant and
equipment

o change inreal interest rate and a decrease in net exports.

an increase in eal nterest rate and an increase in domestic ivestment i plart
and equipment

an increase in eal nterest rate and a decrease in et exports

ONONONONO;




image9.png
“The table gives the values of selected accounts in 2 nation's balance of payments in millons of

Gollars

Exports $500
imports 3400
Net income from abroad —s150
Net unilateral ransfers 520

Based on the table, which of the following describes the balance inthe current account and i the.
capital and financial account?

ONORONONO,

“The current account s in surplus and the capital and financial accountis in
surplus.

“The current accounts in surplus and the capital and financial accountisin defcit

“The current account s i deficit and the capital and financial account s in surplus.

“The current accounts in defcit and the capital and financial account s in defict.

“The current account s in surplus and the capital and financial accoun is zeo.
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Which of the following would be a current account transaction?

India buys $10 bilon of new Urited States Treasury bonds.

A United States firm buys 5 percent o the stock of another United States firm.

AUnited States firm builds a new factory in Kenya.

A United States firm sells $500 millon of ts products o & Chinese company.

“The United States buys $8 bllion worth of euros.

CROROCNCRO,
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The exchange rate s 1.2 euros per United States olar If 2 restaurant mesl costs 30 euros n Paris,
France, what s its dollar cost t0 3 United States tourist?

@® =

$360
525
s30

538
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Which of the following would cause the United States dollar 1o ncrease in value compared to the
Japanese yen?

An increase in the money supply i the United States

An increase in interest rates in the United States

An increase in the United States trade deficit with Japan

“The United States purchase of gold on the open market

“The sale of $2 billon dollars worth of Japanese television sets to the United
States

OCNONONCRO,
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A country can have an increased surplus in s balance of trade a5 a result of

an increase in domestic nflation

Geclining imports and rising exports

higher tarffs imposed by s racing partners

an increase in capitalinflow

an appreciating currency

CROROCNCRO,
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If the price of the Swedish krona changes from 12 Japanese yen per krona to 13 Japanese yen per
krona, then which of the following describes the change in the yen and the change in the cost of
Swedish goods 1o residents of Japan?

‘Change In Cost of Swedish Goods to Residents of

Ol 1=

Depreciat I

Yen ‘Change In Cost of Swedish Goods to Residents of
Japan

Depreciat I

‘Change In Cost of Swedish Goods to Residents of

ofNE-
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image15.png
‘Change In Cost of Swedish Goods to Residents of

Yen o

appreciati I

Yen ‘Change In Cost of Swedish Goods to Residents of
Japan

appreciati

Decrease
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Dollar per Peso

Quantity
of Pesos

Which of the following best explains the change i the intermational value of the peso caused by a
hiftof the demand curve from Do to Dy in the dollar-peso foreign exchange market?
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CNONONONO;

The peso has sppreciated because Americans’ demand for Mexican financial
assets increased.

The peso has sppreciated because Mexicans’ demand for United States financial
assets increased.

The peso has depreciated because Americans’ demand for Mexican goods and
services decreased.

The peso has depreciated because Mexicans' demand for American goods and
services decreased.

The peso has depreciated because Americans are unwiling 1o sel products to
Mexico.
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Which of the following transactions would increase the current account surplus in Japan's balance

of payments accounts?

& Jzpanbases company sells ossted coffes t0 Canada.

Mari 2 Japanese investor buys stocks i & Japanese company.

B0b, 3 Canadian, buys stocks in 2 Japanese company.

A Japan-based company buys a pece of cquipment from Germany.

‘Artois a French citizen, works at 2 Japanese company in Paris.

CROROCNCRO,
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‘Assume that the Federal Reserve pursues a contractionary monetary policy. Based on the resulting
change i the interest rate, what il happen 1o the intemations valus of the doller United States
imports, and United States exports?

@ Itemationsi Vaue oftheDollsr  Urited States mports  United States Exports

@ Itemationsi Vaue oftheDollsr  Urited States mports  United States Exports

[— [— [E—

@ Itemationsi Vaue oftheDollsr  Urited States mports  United States Exports

[— [E— [—
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Intermationsl Value of the Dollar  United tates Imports | United States Exports

@ f— f— I

@ Intermationsl Value of the Dollar  United tates Imports | United States Exports

[E— [E— [—




image21.png
Suppose that Country A is experiencing high inflaton relative to Country B, which is enjoying steady

‘growth with a stable pice level. Which of the following would occur in the foreign exchange market?

‘An increase in the demand for Country &' currency.

An increase in the supply of Country B's currency

Adecrease inthe supply of Country A's currency

A decrease in the demand for Country B's currency

‘A depreciation of Country A' currency

CROROCNCRO,
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‘Assume that the inflation rate in Country X is vy high relative to the inflation rates n al of ts
trading partners. Which of the following islikely to happen o Country X's currency on the foreign
exchange market?

“The demand curve for the currency will sift 1 the right, and the currency will
appreciate

“The demand curve for the currency willsift o the left, and the currency will
cepreciate

‘The supply curve for the currency willshift to the left and the currency will
appreciate

“The supply curve for the currency willshift to the left and the currency will
cepreciate

“There will bz no shift in the demand curve for the currency, but the currency will
cepreciate

CNONONONO;
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1fa nation's currency appreciates relatve o that of s rading partners, what willhappen o the
nation's exports,imports and aggregate demand?

@ Exports Imports ‘Aggregate Demand
Increase Decrease Increase

Exports Imports ‘Aggregate Demand
Increase Increase Increase

@ Exports Imports ‘Aggregate Demand
Decrease Increase Increase

@ Exports Imports ‘Aggregate Demand
Decrease Increase Decrease

@ Exports Imports ‘Aggregate Demand
Decrease Decrease Decrease.
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England and France are trading partners. If England's currency, the pound sterling, depreciates.

relative o France's currency, the euro, which of the folowing vill happen?

French exports to England il increase.

French imports from England will decrease.

‘Aggregate demang wil increase in France.

‘Aggregate demand willncrease in England

‘Aggregate demand will decrease in England.

CROROCNCRO,
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A depreciation of the United States dolar in foreign exchange markets willresult in which of the

following?

CROROCNCRO,

A decresse in sggregate demand because net exports wil ncrease

& decresse in sggregate demand because imports will decrease

& decresse in sggregate demand because exports il increase

An increase in aggregate demand because mports wil decresse

An increase in agaregate demand because exports wil decresse.
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‘Assume Country X has the following intemational ransactions, i bilons of dolars, during a given
period of time.

Tcrmtons Tomaciom | Val
[

Expons -

It )

Forign s of Govmy X's | 210/

Cowny X's purchae o orcign | 290

Whatis the balance on the current account in illons of dollrs,for the period?

40

£l

ey

CRORONONO,

vate Wind
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Which of the following i true of @ current account defiit?

CROROCNCRO,

Itis caused by a rage surplus.

Tt must be financed with an equaly large surplus of exports.

Itis caused by a deficitn the financial (capital) account.

Tewill seff-correct n the following year.

Itis financed by a surplus i the financial (capital) account.
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1f  country has a current account defict, which of the following must be true?

Tt must also show a deficitn ts capital accourt.

Tt must show a surplus in s capital account.

Tt must increase the purchases of foreign goods and services.

Tt must increase the domestic interest rates on s bonds.

Tt must imit the flow of foreign capital investment.

CROROCNCRO,
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1f  country has a current account defict, which of the following must be true?

CROROCNCRO,

Tt must also show a deficitn ts capital accourt.

Tt must show a surplus in s capital account.

Tt must increase the purchases of foreign goods and services.

Tt must increase the domestic interest rates on s bonds.

Tt must imit the flow of foreign capital investment.
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An increase in a government's defcit spending wilmost likely affect a nation in an open economy in
which of the following ways?

“The economy will experience financial capital outflows, and its currency will
appreciate

“The economy will experience financial capital outflows, and its currency will
cepreciate

“The economy will experience financial capital inflows, and fs currency will
appreciate

“The economy will experience financial capital inflows, and fs currency will
cepreciate

“The economy will experience no change in financial capital lows, and the value of
its currency willnot change.

CNONONONO;
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Country X's govermment increases it spending without raising taxes. Which of the following is true
about the effect on Country X eal nterest rates and s subsequent effect on Country X's net

expors?

CROROCNCRO,

Real interest rtes increase and net exports increase.

Real interest rates increase and net exports decrease.

Real interest rates increase with no change in net expors.

Real interest rates decrease and net expors ncrease.

Real interest raes decrease and net exports decrease.
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“The price of one natiors currency expressed i terms of another nation's curtency is called

the world price

the exchange rate

the law of one price

terms of rade

purchasing-power party

CROROCNCRO,
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Yuan per
Dollar

Demand for Dollars
0 Quantity of Dolars

“The disgram shows the United States dollar-Chinese yuan foreign exchange marke. I the curent
‘exchange rateis 6 yuan per dollr, which of the following describes the current state of the market
and how the value of the dollar il change in 2 fexible exchange-ate system?

OCRORONCRO,

There is a surplus of dollars and th dollar will appreciate.

There is a surplus of dollars and the yuan will epreciate.

There s 2 shortage of dollars and the dollar wil sppreciate

There s 2 shortage of dollars and the dollar wil depreciate

There is a shortage of dollars and the yuan will appreciate.
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Which of the following s true in the short runif consumers buy more imported goods and fewer

‘domestic goods?

“The trage balance moves toward defici, and equilirium income decreases.

“The trade balance moves toward defici, and equilibrium income increases

“The trade balance moves toward surplus, and equilbrium income s unaffected.

‘The trage balance moves toward surplus, and equiibrium income decreases.

The trage balance is unaffected, and eauiibrium income decreases

CROROCNCRO,




image1.png
Supply

YEN/DOLLAR

Demand

QUANTITY OF DOLLARS

“The graph above shows the foreign exchange market for United States dollars n terms of Jspanese
Yen. Assume that there is an increase in United States consumers’preference for Japanese
automobiles. Which of the following changes will most likel teke place in the marke for dollars?
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CRONONONO,

Ttwil teke more yen t0 purchase the same amourt of dollars

“The demand for dollars willncrease.

“The supply of gollrs will increase.

Both the demand for and the supply of dollars will decrease.

There will b2 no change in the foreign exchange market.
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‘An appreciation of the United States ollar on the foreign exchange market could be caused by a

decrease in which of the following?

United States interest rates

“The United States consumer price index:

Demand forthe dollar by United States residents

Exports from the United States

“The tarff on goods imported into the United States:

CROROCNCRO,
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An increase in the intemational value of the United States dollar wil most likely benefic

‘Gomestic producers of premium wines sold to people in other countres

curtency traders holding large quanites of yen

German ciizens vacationing in the United States.

Cansaian citizens expeciing 1o purchase resl estate in the United States.

retired United States citizens lving overseas on their social security checks

CROROCNCRO,
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‘Assume that the United States central bank sells goverment bonds on the open market. How will
the sale affect the value of the United States dolla on the foreign exchange market and United
States exports?

@ Ve of the Dallr Exports
[— [E—

@ Ve of the Dallr Exports
Noshange Decrease.

@ Ve of the Dallr Exports
[E— [E—

@ Value of the Dollsr Bgorts
[E— [—

@ Value of the Dollsr Bgorts
[— [r—
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102 flexible system of exchange rates, an open market sale of bonds by the Feceral Reserve wil
most ikely change the money supply, the interest rate, and the valus of the United States dollar in
which of the following ways?

Money Supply:Increase
Interest Rate: Decrease
Value ofthe Dollar: Decrease.

Money Supply:Increase
Interest Rate: Decrease
Value of the Dollar: Increase:

"Money Supply: Decrease
Interest Rate: Decrease
Value ofthe Dollar: Decrease.

"Money Supply: Decrease
Interest Rate: Increzse.
Value of the Dollar: Increase:

"Money Supply: Decrease
Interest Rate: Increase.
Value of the Dolla: Decrease.
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