Student: Instructor: Demet Tunali Assignment: FinalExam_August13_08

Date: Course: Econ300_Summer08_01:220:300:H7
Time: Book: Krugman/Obstfeld: International Economics 8e
1.

How do economies of scale give rise to internatitraale?

(4. International trade occurs hecause it increases the marlet size.
(OB, International trade occurs because econotmies of scale transfer knowledge across countries.
(OC. International trade occurs because of mult-national corporations.

'D. They enhance resource differences between countnies.

External economies of scale:

(DA, tend to result in large profits for each firm and an mdustry with relatively few firms.
(OEB. lead to the creation of a single large monopoly.

IC. are more likely to be associated wath a perfectly competitive mdustry,
(C)D. cannot he associated with a perfectly competitive industry.

3. The concept "terms of trade" means

(DA, the quantities of imports recerved i free trade.

(OB the price conditions bargamed for in international markets.
(OC. the amount of exports sold by a country.

(0D the price of a counttry's exports dinded by the price of its imports.

(JE. Mone of the ahowe.
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If, beginning from a free trade equilibrium, thee(ibarter) terms of trade improve for a countrentit will

\&, mcrease consumption of its export good.

|B. mcrease production of its wmport competng good.

IC. iherease the quantity of its wmports.

(D, experience an expott — biased shuft i its production possibiity frontier.
(OE. Mone of the abowve.

International trade based on scale economiesélyltk be associated with:

(DA, comparative advantages associated with Heckscher-Ohlin factor-proportions.
(O E. Ricardian comparative advantage.
(0D, the law of ditritushing returns.

_IC. ahsolute advantages due to resource abundance.
(JE. Mone of the ahowe.

If the U.S. dollar depreciates in terms of the Euro

(DA, The relative price of U5, exports would rise.
(O B. European goods would be cheaper for Amencans.

€. American goods would be cheaper for Europeans.

(D, Atmericans would have to pay fewer dollars for one Euro.
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7. An appreciation of a country's currency,

(DA, lowers the relative price of s exports and raises the relative price of itz wnports.
(B. raises the relative price of its exports and raises the relative price of tts mmports.
(O)C. raises the relative price of itz exports and lowers the relative price of itz wnports.

(O D. decreases the relattve price of itz exports and lowers the relative price of itz inports.

(JE. Mone of the ahowe.

8. What is the "arbitrage" opportunity in the foreiggchange market?

(A, & cross-rate.

(OB A fee that brokers charge for trading currency of thew clients.

IC. & difference between the exchange rates m different trading centers.

(D, & difference hetween the exchange rate for buying and selling the currency from the same hanl

9. If a contract contains a promise that a specifradunt of foreign currency will be delivered on #8pecified date in the future,
this is:

DA, & foreign exchange option.
(OB A futures contract.
(Oic. A forward contract.

(D & swap.
(_JE. A spot contract.
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10. The following is an example of Radio Shack hedgiadoreign currency risk:
(DA, needing to pay 9,000 yven per radio to its suppliers i a month, Radio Shack makes a forward — exchange deal to buy ven.
(B needing to pay 2,000 ven per radio to it suppliers i a month, Radio Shack makes a forward — exchange deal to sell ven
(OC. needing to pay 9,000 yen per radio to itz suppliers i a month, Radio Shack buys ven at a spot— exchange 1 month from
10w,
(O D. needing to pay 9,000 yen per radio to its suppliers i a month, Radio Shack sells ven at a spot — exchange 1 month from
10w,
(JE. Mone of the ahowe.
11.

If the dollar interest rate is 10 percent and tlm® énterest rate is 6 percent, then

(O, an wwestor should wwest only in euros.

(OB, an mwvestor should be mdifferent between dollars and euros.
(OC. an itwestor should wwvest only in dollars.

(0. It 15 wnpossible to tell gven the mformation

(OE. &l of the abowe.
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12. Which of the following statements about the arlgéran the foreign exchange market is wrong?
Oa. When $/AE = $/A€ * A€FAE, triangular arbitrage is no longer profitable.
OB, When A£=1 exchange for $1, A£1 exchanges for A€0.5, and §1 exchange for A£1 there is room for profitable arbitrage.
OC. hen e"F = 2.5§/1 A€ and e& = 1581 AE, vou would buy pound deposits in New York and sell it in London,
(0. Arhitrage in the foreign exchange market refers to the process of talang advantage of exchange rate discrepancies to earn

a profit.
13.

When the British A£ depreciates against the U.S. $

(C)a. The relative price of the British good mncreases

(OB, For given forward exchange rate, short-termn interest rates and expected $/A£ exchange rate, the derand for pound
deposits decreases

(OC. The opportuntty cost of the Atnerican good increases

(D, All of the ahowe
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14. Suppose that the Manhattan Classic Car Club impdré®5 Aston Martin Virage for A, A£46,000. Whilegtimporter
currently holds the $ equiavlent of the car's@ribe payment will ocuur at the time of delivemtliree months from now.
Suppose also that current interest rates on pootdallar denominated deposits for six months &eaBd 2% respectively
and the current spot exchange rate is 2$/1A£. Assalso that the holder of the club is anxious abiveiexchange rate it
would face in 30 days thus he doesn't want to tieaforeign exchange risk. Which action would béibest interest.
(O 4. holding dollars if the future spot rate is 2. 73/1.4 A
(OB. holding pounds if the future spot rate iz 1314, AF.
(OC. buy pounds at the forward market 1f it sells at a 2% discount
(0. buy pounds at the forward market 1f it sells at a premium

15.

As opposed to our assumption, if an increase imtbieey supply raises real output in ghert run,

(O, Domestic prices will fall temporarly
(OB, The temporaty higher poduction would further lower the mterest rate i the short run
(OC. The exchange rate would exceed its long run level much less

(0. Hone of the above
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16.

A increase in the number of households is knowpetanamnetly increase the aggregate money demantidarof an
economy. Other things being equal, this would lead

(DA, a permanent increase in the interest rate
(C)B. to an overshooting of the exchange rate in the short run

(OC. an expected appreciation of the domestic currency
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17.

TheEconomist magazine is famous for its publication of the Bigc index -- a table of Big Mat prices in different
countries around the world. The use of the Big Miémws for a highly standardized product sold tiyloaut the world.Given
the following abbreviated table:

Country Pricegigmac
China Rb 10,000
U.K. £2
U.S. $1.25

An individual merchant of a given country is smellough and thus takes the market price of a Big &4agiven.
Suppose that the exchange rate between China arndl $his:

Rb (Rembini) 10,000 = $1.00
Suppose also that the exchange rate between Omintha U.K is:

Rb (Rembini) 16,000 £1.00
The tranportation cost of a BigMac between Chirg laondon is£.25, while that between China and U.S. is $.50.

Which of the following statment is true?

(DA A 115 merchant with $1000 would make a profit of §.25 per Big Mac by buying it from Chlina and selling in New York
(OB, A Big Mac 15 cheaper in China than both n UK and 7.5,

(OC. It would not pay to shup Big Mac from Cluna to London

(D A and B

Page 8 of 19




Student: Instructor: Demet Tunali Assignment: FinalExam_August13_08

Date: Course: Econ300_Summer08_01:220:300:H7
Time: Book: Krugman/Obstfeld: International Economics 8e
18. What does the relative purchasing power imply?

(&, If the Law of One Price holds for all the goods, the absolute PPP wall always hold unambiguonsly.

(C)B. That an increase in a country's purchasing power will he associated with a proportional depreciation of itz currency.

JC. The real exchange rate 13 0.
(0. the expected real interest rate differential 12 zero.
(OE. &l of the above

19. Supose U.S. imposes tariff on the import of togsrfiChina. Without a change in the monetary conastiof each countries,
this would lead to

(DA, areal appreciation of the 7.3, §

(B, nominal appreciation of the 1.5 §
(. A and B

(C)D. a constant expected real interest rate.
(E A and D
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20. Studies show that the credit card use in the UrStades permanently and dramatically reduced halelemand for

checking accounts. If the purchasing power patg$, this would lead to
(D&, an expected increase in real mterest rate.

(OB, a nominal depreciation of the 1.3 §
(. areal appreciation of the 7.5 §

1D, Mone of the above

21.
Which of the following statement is consistenthwtite monetary approach to the exchange rate?
(D&, Inthe short run, a fall in the money supply level of a country will lead to a an appreciation of it currency more than its
long run level

(OB, afall i a country's nominal imterest rate assoctated with a lower expected rate of mflation leads to the domestic currency
appreciation.
(€. arnse i the relative demand of a country's good would lead to a real depraciation of its currency

(OO0 Aand B
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22.

TheEconomist magazine is famous for its publication of the Bigc index -- a table of Big Mat prices in different
countries around the world. The use of the Big Miémws for a highly standardized product sold tiyloaut the world.Given
the following abbreviated table:

Country Pricegigmac
China Rb 10,000
U.K. £2
U.S. $1.25

An individual merchant of a given country is smellough and thus takes the market price of a Big &4agiven.
Suppose that the exchange rate between China arndl $his:

Rb (Rembini) 10,000 = $1.00
Suppose also that the exchange rate between Omintha U.K is:

Rb (Rembini) 5,000 :£1.00
The tranportation cost of a BigMac between Chirg laondon is£.25, while that between China and U.S. is $.50.

Which of the following statments about the absopuiechasing power parity (APPP) is correct?

(D&, Ignoring tranportation costs, APPP predicts that Chinese Eembind should appreciate against the 175, dollar.
JB. APPP holds hetween £ and §.
JC. British pound 15 overvalued compared to its long run lewvel

1D, Mone of the ahowe
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23.
Which of the following statement about the reallrexwe rate is true?
(D4, the real exchange rate abszorbs the dewiations from the PPPR.
(C)1B. the effects of all non-monetary shocks on the real exchange rate lead to stmilar predictions wath that of PPPE.
(O if a foreign country's productivity increase i traded goods sector falls behind that of the domestic country, the real
exchange rate of the domestic country would fall
(D, A and T
24.

If a small country were to levy a tariff on its ions then this would

14 decrease the country's econormic welfare.
JB. change the terms of trade.

I C. have no effect on that country's economic welfare.

(0D mcrease the country's economic welfare.
(JE. None of the above.
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25. Suppose that a developing country fixes the amobit$ currency's nominal depreciation againstdbkar. What would
happen if the developing country's price levelgifester than that of U.S.? (Hint: Think aboutdeé&nition of the real
exchange rate and express it in the form of charaglsr than level).
(DA, The developing country's currency apppreciates i real terms.
(OB, Developing country's goods and services get cheaper relative to 1.5, goods and services.
(0. The relative demand for U5 goods fall
(0D, The developihg countty's cutrency rematns constant i real terms.
(JE. B and D

26.

Suppose that the money supply is initially constara country. When, to curb inflation, there iseamanent fall in the
money supply, what happens in the short run? (Hinst remember what happens to the nominal inteags and the expected
inflation. Then consider the reflection of thesereal variables.)

(DA, Due to the money neutrality, the real exchange rate remains constant.
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27. Assume that the interest parity hold. If the expdatal interest rate in the United States is 9@lcthe expected real interest

rate in Europe is 3%.
(D&, The relative demand for U5, goods 15 expected to fall

(OB. there 12 an expectation that the real dollarfeuro exchange rate will appreciate
(OC AandB
D, Mone of the above

28. How many dollars would it cost to buy an Edinbukybolen Mill sweater costing 50 British pounds i€teéxchange rate is
1.50 dollars per one British pound?

(&, 50 dollars

(OB, 60 British pounds
. 75 dollars

D, 62.5 dollars

(CJE. 40 British pounds
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29. What is the pound price of dollars if a pair of Aian jeans costs 60 dollars in New York and 30rféisun London?
(DA, 1.5 Bratish pounds per dollar
(OB 0.5 dollars per British pound
(D). 2 Brtish pounds per dollar
(0D, 3.5 dollars per British pound
(CIE. 142 dollars per British pound
30.

Suppose the return on a European bond is 6 pegpeenear. If we expect the euro to depreciate vagipect to the U.S. dollar
euro by 4% in the next year and an inflation rdt&.5% in U.S., what is the expected real dollanme on this European bond?

(DA, 2 percent
(E. & percent
(. 10 percent
(D, 0.5 percent
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31 Given the following data:

E, = ¥100 = $1.00
E,.; = ¥150 = $1.00

iy .= 8%

What is the Yen return on a dollar deposit.
(DA 14.66%

(OB, 50%
(JC. 58%a

(D, -58%

32. A weighted average tariff is computed weightingreaxdustry's tariff rate by that inductry's shaféoal imports. Suppose that
a cuntry imports $40mn worth of good X and $80mmtivof good Y. The taroff rates on X and Y are 388t 45%
respectively. Then the weihted average tariff far tountry is

(A, 30
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33. Which of the following statement is true?
(DA, The possibility that tanffs might have perverse effects on mternal prices of a country 15 known as the Meltzer paradox
(OE. European subsidies on all types of agricultural exports hurts U5, cormn exporters.
(OC. European tanffs on steel wnports from China benefits U35, steel inporters.
(D, All of the ahowe
34.

The figure to the right shows curves representiggaverage Price, Cost (per club)
cost of golf clubs produced in Scotland and Malays well
as the Malaysian and the world demand for golf€lub

Assuming that Scotland's historical associatior witlf led
it to first manufactur golf clubs , this figure idtes that

(4. Malaysia wall inport clubs from Scotland
(OB, Malaysian producers and players would both benefit
from bantung the imports.

P2 fusssssssssnsnsssnnns

AC
=
(CIC. Malaysian producers can intially produce clubs at loss
OD. A and C — ALy
(C)E. All of the above ~F§

Quantity of clubs
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35. External economies of scale arise when the costimer

(A, rizes as the mdustry grows larger.
(OE. falls as the industry grows larger and rises as the average firm grows larger.
(OC. falls az the average firm grows larger.

(0D, falls when the monopoly profits apply.

(JE. Band D
36. The table to the right gives the employment shafeur
industries within the three regions of a country. Industry
L . . . A B C D
\r?(/)rrzl-ct?étljfa?)rl‘g’} of these industries would you cléssis Coet 1% % =% >3%
Central 17% 5% 8% 22%
O Industries & and B West 2% 21% 7% 24%
(OB, Industries C and D
OC Industry &
OO0 Industry D
(CIE. Industry B
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37. If the dollar interest rate is 10 percent, the aoterest rate is 6 percent, and the expectedrretudollar depreciation against

the euro is 4 percent, then

(4, an mwvestor should wvest only i dollars,

(OB, an mwvestor should be mdifferent between dollars and euros.
(OC. ah westor should iwest only i euros.

(OD. It 13 impossthle to tell grven the mformation.

(COE. All of the ahowe.

38. Which of the following economic agents would teadgstipport the depreciation of the domestic currency

&, Import-competing sectors
(OB, Domestic consutmners as this lowers the opportunity cost of the foreign goods
(D). Firms that use imported mnputs

(OD. Aand B
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1 A

2 C

3 D

4 C

5 E

6 C

7 C

8 C

9 B

10. A

11. D

12. C

13. C

14. D
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15. C

16. C

17. B

18. D

19. C

20. B

21. D

22. A

23. D

24. A

25. A

26. B

27. D

28. C
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29.

30.

31.

32.

33.

34.

35.

36.

37.

38.
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