Homework #9



Name_______________________

1. On the graphs below show both ways in which we can represent the dollar getting weaker relative to the euro, and describe two different scenarios that could lead to such a weakening.
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 2. Suppose for whatever reason there was a wave of pessimism about the political stability of the country “Neverland” that uses the N for its currency, and as a consequence global capital holders who had put their capital resources into that country’s capital market started withdrawing that capital to take it to a safer haven.  Show on the graph below, and explain how this would, ceteris paribus, affect Neverland’s currency relative to the dollar.  
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3. If the event described in the question just above did happen, ceteris paribus, what would happen to the trade balance of Neverland?  Explain.

4. In the United States, how many people have a vote or veto in the determination of the government’s budget position (G-T)? 

5. Suppose, the Fed was concerned about a rapid weakening of the dollar relative to other currencies.  Explain, ceteris paribus, step by step how the Fed could intervene to affect the strength of the dollar.
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