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Economics 233 – International Finance

Fall 2021 – HW 2
__________________________________________________________ 
To receive full credit, you must show any work you do to arrive at your answer.
1.
Suppose a small nation in Latin America is attempting to establish a currency regime.  The resources of this nation are not sufficient to support backing the currency with precious metals, so the country must choose between:


-Hard peg to the dollar



-Crawling peg v. the dollar



-freely-floating its currency



-Currency integration (euro-style) with neighboring countries

a.  
Explain the advantages and disadvantages of each of these regimes.

2.
Illustrate the impact of each of the following on the equilibrium value of the Japanese Yen, using the supply-demand framework developed in class. Draw four separate graphs.
a. A fall in GDP in the U.S.

b. A rise in Japanese interest rates

c. A rise in U.S. inflation rates

d. A trade barrier imposed on Japanese goods entering the U.S.

