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Page 3
Question 8 (15 Minutes)

The largest financial market in the world is the foreign exchange market with a trading
volume of over US$ 1.5 trillion daily. The spot exchange rates are determined in these
markets by the interaction of supply and demand.

(a) What is a flexible exchange rate system and how does it operate? What are the advantages
and disadvantages of such a system?

S0
(b) What is a fixed exchange rate system and how does 1 2663
it operate? How did the Gold Standard lead to a '
fixed exchange rate system? 124408

US§$/€
(c) What happened at Bretton Woods, New Hampshire,  {pp

in 1944 that altered the international financial
system? L%

(d) Explain the concept of the Purchasing Power Parity 117
(PPP) exchange rate. How is this concept related to 14550 . L o
the "law of One Price" when it is applied to the S0 7 Kt 6 Nvd Dec 5 Jan 3
international marketplace?

Question 9 (10 Minutes)

Please answer the following questions about the money supply.

(a) Define these three monetary concepts: The cash holding ratio (cr), M1, and M2.

(b) What is the difference between Total Cash Reserves in the banks and the Monetary Base.
(c) If B =$ 370 billion, cr = 5%, xr = 2%, and rr = 10%, then M1 = ?

(d) What is the maximum value that the money multiplier can attain?

Question 10 (10 Minutes)

Most of the governments in the world consider “management” of the macroeconomic activity
in their countries to be part of their everyday responsibility.

(e) What are the main Macroeconomic goals that these economic policymakers are trying to
achieve?

(f) Explain the term Fiscal Policy and explain how it is used to achieve the goals mentioned
in part (a) of this question.

(2) What does the term “Political Business Cycle” mean and why does the possibility of its
existence create skepticism among many economists concerning the effectiveness and
appropriateness of Fiscal Policy?

This is the End of the Examination.

GOOD LUCK!






