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Extra Practice Questions
Note:  The exercises are for practice only, not to be turned in.
Multiple-Choice Questions
1) Who among the following is most likely to favor depreciation of the US dollar?

 A) a US professor visiting France

 B) a French farmer who exports his products

 C) an Japanese professor on a tour of US universities

 D) Cancun Hotel in Mexico, a popular destination for US tourists  

2) Suppose that in the free market, where the supply of the foreign currency is equal to demand for that currency, the peso-dollar exchange rate is 4 pesos = $1.  Assume the central bank sets an official exchange rate at 3 pesos = $1, we can say that in the official market the dollar is

A) overvalued relative to the free market.

B) undervalued relative to the free market.

C) appreciated.

D) None of the above.

3) If the 12-month interest rates for the United States and the United Kingdom are 2% and 5%, respectively, and £1 = $2 in the spot market, then what do you expect the 12-month forward rate to be?

A) 2.06$/£

B) 2.03$/£

C) 1.97$/£

D) 1.94$/£

4) In an efficient foreign exchange market, an unexpected increase in domestic money supply growth can lead to 

A) an immediate appreciation of a currency. 

B) an immediate depreciation of a currency. 

C) an immediate decrease in direct foreign investment. 

D) an immediate decrease in systematic risk in internal investments. 

5) ________ refers to the irregular meetings of creditor governments with debtor nations desiring rescheduling of debts. 

A) The Paris Club 

B) IMF "conditionality" 

C) IBF 

D) LIBOR 

6) An exchange of developing country debt for an ownership position in a developing country business is called 

A) IMF conditionality. 

B) indirect investment. 

C) debt-equity swap. 

D) debt-rescheduling. 

7) Voting power in the IMF is determined by a country's 

A) political power. 

B) quota. 

C) size. 

D) All of the above. 

8) Which of the following is not a factor which would be relevant to country risk analysis? 

A) political uncertainty 

B) external debt 

C) economic growth 

D) none of the above. 

9) Eurodollar deposits arising from trade surpluses of oil exporting countries are called 

A) OECD-dollars. 

B) OPEC-dollars. 

C) petrodollars. 

D) None of the above. 

10) Country risk analysis involves a consideration of 

A) forecasting future exchange rates. 

B) future export growth. 

C) the strength of political dissent. 

D) Both B and C. 

11) The bulk of Eurocurrency Market transactions are denominated in 

A) Eurodollars. 

B) Eurosterling. 

C) Euroeuros. 

D) Euroyen. 

12) Which of the following is a Eurodollar claim? 

A) A U.S.-dollar deposit by a London firm in a Kansas City bank

B) A Swiss-franc deposit by a German firm in a Swiss bank

C) A U.S.-dollar deposit by a New York firm in a London bank

D) A Canadian-dollar deposit by a London firm in a Toronto bank

13) Which of the following is not a Eurocurrency claim? 

A) A U.S.-dollar deposit by a London firm in a Cleveland bank

B) A sterling deposit by a London firm in a New York bank

C) A U.S.-dollar deposit by a London firm in a London bank

D) A Yen deposit by a New York firm in a London bank

14) The international bank deposit and loan market is called the 

A) International Banking Facilities. 

B) Eurocurrency market. 

C) Foreign exchange market. 

D) IMF loans and deposits. 

15) ________ refers to the overall political and financial situation of a country, and the extent to which these conditions may affect the ability of a country to repay its debts. 

A) Debt-rescheduling 

B) IMF conditionality 

C) Country risk 

D) International debt 

16) Indicate below the activity that the IMF is not involved in. 

A) financing countries' BOP deficits through temporary loans 

B) overseeing exchange rate policies 

C) monitoring BOP imbalances 

D) financing public projects to build infrastructure.
Answers: 
1. C, 
2. B, 
3. D, 
4. B, 
5. A, 
6. C, 
7. B, 
8. D, 
9. C, 

10. D, 
11. A, 
12. C, 
13. A, 
14. B, 
15. C,
16. D.

Short Essay Questions: 

1.  List three reasons why deviations from PPP might occur; then carefully explain how each reason causes such deviations.
2. Why would a multinational firm prefer to establish foreign operating units? Write and explain the main reasons.

3. What are the benefits of FDI to the recipient country? What about the negative effects of FDI? Explain. 

4. List the three key issues essential in understanding financial crises. Explain one.

5. Consider a developing country following a fixed exchange rate regime. The central bank intervenes into the foreign exchange market to keep the exchange rate of the domestic currency against dollar fixed at a certain level. What will happen to the official dollar reserves in the central bank if the domestic inflation rate is higher than the inflation rate in the U.S.? Will the policy be sustainable if the domestic inflation rate continues to stay high for a long time? Explain.
6. Explain the followings in one or two sentences:

(a)  Debt-equity swaps


(b)  IMF "conditionality"


(d)  Petrodollars 
7. In recent years, "country risk analysis" has become an important part of international business.  What do we mean by "country risk"?  What are the factors that are involved in a country risk analysis? Briefly explain.
8. What is the role of the IMF for debtor nations experiencing repayment problems?  The IMF has been criticized for imposing conditions that restrict economic growth and lower living standards in borrowing countries.  Do you support this view?  Why or why not?  Briefly explain. 
Read the book chapters and/or the lecture notes for the answers. The question 8 is open-ended, so any logical economic explanation is acceptable.
