Whitman College

Econ 448

Exam 2

May 7, 2001

 

Write all answers in your blue book. Show all of your work. Have a great summer.

 

 

 

1. (a) (5pts) Define the current account.

 

(b) (5pts) Approximately what was the United States current account balance in 2000?

 

(c) (5pts) According to the April 2000 Federal Reserve Bank of Chicago Fed Letter "Should We Be Concerned About the Current Account?" what appeared to be the main influence on the U.S. current account over the period 1997-2000?

 

 

 

2. (15pts) Consider the Mundell Fleming open economy version of the Keynesian Cross model. Show and explain how to derive the open economy expenditure multiplier.

 

 

 

3. (25pts) Consider the class presentations on the financial crises in Southeast Asia, Japan, and Latin America. Referencing at least one country from each of the three regions, describe the similarities between the crises. What common themes are present in each?

 

 

 

4. Consider the Mundell Fleming open economy version of the IS-LM model. Suppose that almost perfect capital mobility exists. Consider a small country that fixes its exchange rate.

 

(a) (5pts) What characterizes markets with almost perfect capital mobility?

 

(b) (25pts) Suppose this country is currently in a recession. With reference to appropriate graphs, describe the effects of expansionary fiscal policy.

 

 

 

5. Consider the February 2000 Federal Reserve Bank of Cleveland Economic Commentary article "Why Intervention Rarely Works." 

 

(a) (7pts) According to the article, what was the effect of U.S. intervention in the foreign exchange market in 1985 and 1987?

 

(b) (8pts) According to the article, why has the U.S. intervened in foreign exchange markets so seldom lately, i.e. only twice since August 1995? 

