Practice Questions – Ch. 19



1.
The open-economy macroeconomic model includes

a.
only the market for loanable funds.

b.
only the market for foreign-currency exchange.

c.
both the market for loanable funds and the market for foreign-currency exchange.

d.
neither the market for loanable funds or the market for foreign-currency exchange.


2.
In the open-economy macroeconomic model, the market for loanable funds identity can be written as

a.
S = I
b.
S = NCO
c.
S = I + NCO
d.
S + I = NCO

3.
If the quantity of loanable funds supplied is greater than the quantity demanded, then

a.
there is a shortage of loanable funds and the interest rate will fall.

b.
there is a shortage of loanable funds and the interest rate will rise.

c.
there is a surplus of loanable funds and the interest rate will fall.

d.
there is a surplus of loanable funds and the interest rate will rise.


4.
Which of the following would make the equilibrium interest rate decrease and the equilibrium quantity of loanable funds increase?

a.
The supply of loanable funds shifts right.

b.
The supply of loanable funds shifts left.

c.
The demand for loanable funds shifts right.

d.
The demand for loanable funds shifts left.


5.
If net exports are negative, then

a.
net capital outflow is positive, so foreign assets bought by Americans are greater than American assets bought by foreigners.

b.
net capital outflow is positive, so American assets bought by foreigners are greater than foreign assets bought by Americans.

c.
net capital outflow is negative, so foreign assets bought by Americans are greater than American assets bought by foreigners.

d.
net capital outflow is negative, so American assets bought by foreigners are greater than foreign assets bought by Americans.


6.
Which of the following would tend to shift the supply of dollars in the market for foreign-currency exchange in the open-economy macroeconomic model to the right?

a.
The exchange rate rises.

b.
The exchange rate falls.

c.
The expected rate of return on U.S. assets rises.

d.
The expected rate of return on U.S. assets falls.


7.
The real exchange rate measures the

a.
price of domestic currency relative to foreign currency.

b.
price of domestic goods relative to the price of foreign goods.

c.
rate of domestic and foreign interest.

d.
None of the above is correct.


8.
Capital flight refers to

a.
the movement of workers across international borders in response to exchange rate changes.

b.
the movement of funds between financial intermediaries when interest rates change.

c.
the ability of foreign direct investment to lift a country out of poverty.

d.
a large and sudden movement of funds out of a country.

The diagram below represents the market for loanable funds and the market for foreign-currency exchange in Mexico. Use the diagram to answer the following questions.

Figure 19-6
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9.
Refer to Figure 19-6. Supposing that the Mexican economy starts at r0 and E1. Which of the following is consistent with the effects of capital flight?

a.
the shift from D0 to D1 in Panel A

b.
the shift from NCO0 to NCO1 in Panel B

c.
the shift from S0 to S1 in Panel C

d.
All of the above shifts are consistent with the effects of capital flight.

ANSWERS:

1=C, 2=C, 3=C, 4=A, 5=D, 6=D, 7=B, 8=D, 9=D

