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Question 1:
If the real exchange rate E increases, Home goods are cheaper relative to the Foreign goods.

Type: True or False
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· TRUE 
Rationale:
Since E=ePF/P, if E goes up, it could be because the US $ costs more for the Canadians to buy (e increases), and/or the US price of the goods has increased (PF increases), and/or P has gone down. US goods become more expensive relative to Canadian goods. In other words, it requires the Canadians to sell more units of Canadian goods to buy the same amount of US goods. US has a real appreciation, Canada has a real depreciation
· FALSE 
Rationale:
Since E=ePF/P, if E goes up, it could be because the US $ costs more for the Canadians to buy (e increases), and/or the US price of the goods has increased (PF increases), and/or P has gone down. US goods become more expensive relative to Canadian goods. In other words, it requires the Canadians to sell more units of Canadian goods to buy the same amount of US goods. US has a real appreciation, Canada has a real depreciation
Question 2:
According to the theory of PPP, if a given basket of goods costs $50 in Canada, and 5,000 yen in Japan, then the exchange rate should move towards

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· C$1 = 100 yen.
· C$1 = 10 yen.
· C$1 = 1 yen.
· None of the above.
Question 3:
Advantages of a flexible exchange rate system include

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Stability in the economy caused by mild exchange rate movements.
· Less autonomy in monetary policy decisions.
· An automatic adjustment mechanism for balance of payments problems.
· (b) and (c).
Question 4:
The appreciation of the C$ in the last five years can be attributed to

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· The drop in Canadian interest rates relative to the US interest rates.
· The increase in demand for Canadian commodity exports such as copper and zinc.
· The expanding Canadian fiscal deficits relative to the US.
· All of the above.
Question 5:
The PPP may not hold in the long run because of

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Transportation costs.
· Import tariffs.
· Non-tradable goods and services.
· All of the above.
Question 6:
Capital inflows into Canada include the purchase by foreign residents of

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· A company owned by Canadians.
· Stocks owned by Canadians.
· Bonds owned by Canadians.
· All of the above.
Question 7:
Under the IRP condition, if i = iF= 5% and the expected exchange rate is 1.52, then the current spot rate et must be equal to 1.5.

Type: True or False
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· TRUE 
Rationale:
Spot rate equals 1.52.
· FALSE 
Rationale:
Spot rate equals 1.52.
Question 8:
Under a flexible exchange rate system, an increase in Canadian interest rates relative to the US interest will lead to

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· An appreciation of the Canadian dollar relative to the US dollar.
· A depreciation of the Canadian dollar relative to the US dollar.
· A rise in the price of US goods in Canadian dollars.
· A rise in our net exports
Question 9:
The demand for foreign currencies will rise when Canadians

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Pay for goods and services imported from abroad.
· Make payments of interest and dividends to foreign countries on their investments in Canada.
· Buy companies abroad.
· All of the above.
Question 10:
If Canada’s official settlements balance is equal to zero, and Canada has a capital account surplus, it must also have a

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Current account surplus.
· Current account deficit.
· Balance of payments surplus.
· Balance of payments deficit.
Question 11:
If a country declares a par value for its fixed exchange rate system without a commitment or ability to defend this rate, then

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· The financial traders still have to trade at this rate.
· The country’s foreign exchange reserves will rise.
· The country’s foreign exchange reserves will drop.
· The black market will reveal the true exchange rate.
Question 12:
A Canadian current account deficit may be financed by

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Borrowing from other countries.
· Selling physical assets such as companies to foreigners.
· Selling financial assets such as bonds to foreigners.
· All of the above.
Question 13:
Which of the following transactions between Canada and France would constitute a supply of C$?

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Canadians wanting to buy French bonds.
· Canadians wanting to sell maple syrup to France.
· The French coming to visit Canada.
· (a) and (c) only.
Question 14:
A country with a current account surplus is a ___, and a country with a capital account deficit is a __.

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Borrower, borrower
· Borrower, lender
· Lender, borrower
· Lender, lender
Question 15:
Suppose a financial panic causes financial traders to sell off C$ in a hurry.Under a fixed exchange rate system with the US$, the Bank of Canada would have to

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Sell US$ reserves and Canadian money supply will drop.
· Buy US$ reserves and Canadian money supply will drop.
· Sell C$ and Canadian money supply will rise.
· Buy C$ and Canadian money supply will rise.
Question 16:
If a country’s current account is equal to -$500 and its capital account is equal to $400, the official reserves transactions would be equal to

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· $100 and the central bank is selling foreign exchange reserves.
· $100 and the central bank is buying foreign exchange reserves.
· -$100 and the central bank is selling foreign exchange reserves.
· -$10 and the central bank is buying foreign exchange reserves.
Question 17:
Under a fixed exchange rate system, an increase in demand for C$ by Americans means that the Bank of Canada would have to

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Increase its US$ reserves.
· Decrease its US$ reserves.
· Increase its supply of C$.
· (a) and (c).
Question 18:
Canada had a fixed exchange rate system with the US$ from

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· 1949-1968.
· 1960-1982.
· 1962-1990.
· 1962-1970.
Question 19:
If Canada has a fixed exchange rate system pegged against the US$, then how does Canada maintain this fixed rate?

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Publicly announce the official e value and stand by to buy and sell US$.
· The Bank of Canada has to keep a large amount of gold reserves.
· The federal government has to keep a budget surplus.
· All of the above.
Question 20:
If Canada maintains its flexible exchange rate against the US$, then

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· the Canadian dollar may continue to appreciate and the economy of Ontario will suffer.
· Canadians have to brace themselves for exchange rate volatility.
· Rising interest rates in Canada could push the value of the C$ even higher.
· All of the above.
Question 21:
Since the exchange rate (e) is a relative price ratio, it is the real exchange rate

Type: True or False
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· TRUE 
Rationale:
The e measures the rate of exchange of two currencies, i.e., 1 Canadian dollar buys e amount of US dollar. What the e amount of US products the US dollar can buy is not shown by e. E measures the rate of exchange of goods, which includes the purchasing power of the currencies. E only equal e if prices are fixed.
· FALSE 
Rationale:
The e measures the rate of exchange of two currencies, i.e., 1 Canadian dollar buys e amount of US dollar. What the e amount of US products the US dollar can buy is not shown by e. E measures the rate of exchange of goods, which includes the purchasing power of the currencies. E only equal e if prices are fixed.
Question 22:
A country’s current account value is equal to its

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Exports plus its imports of goods.
· Exports less its imports of goods and services.
· Exports less its imports of goods and services plus its net investment income and net international transfers.
· Exports plus its imports of goods, services, and capital.
Question 23:
The theory of PPP says that the real exchange rate is equal to

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· 1.
· 1.5.
· 3.
· 10
Question 24:
Which of the following transactions would be recorded as a credit in Canada’s balance of payments accounts?

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Canadians buy German bonds.
· Filipino nannies working in Canada send cash gifts to their relatives in the Philippines.
· Canadians receive dividends from US stocks.
· Canadians visit Seattle in the summer.
Question 25:
Under a flexible exchange rate system, the exchange rate for any currency is determined by

Type: Multiple Choice
Points Awarded: 0/1
Your Answer(s):
Correct Answer(s) (in green):

· Government legislation.
· The officially announced e value.
· The demand for and the supply of the currency.
· The official reserves of the central bank.
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