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Write all answers in your blue book. Show all of your work. 






1. Consider the international gold standard regime during the period 1880-1914. 

(a) (10pts) The operation of an international gold standard can be characterized by three essential features, called the rules of the game. What are these three features? 

(b) (20pts) Describe the disadvantages of operating on an international gold standard. 




2. Suppose that you are the Finance Minister of the developing country of Yip. The current market value of a Yippie (your country's currency) is 0.2 American dollars. You have been ordered to design a system of official exchange rates which will provide implicit subsidies to food importers and to textile exporters. Your official exchange rate system should also impose implicit taxes on auto importers. 

(a) (30pts) Describe your official exchange rate system. 

(b) (20pts) In order to insure compliance with the official exchange rate system, you have a set of employees who will audit the books of companies who engage in international trade. You are aware that some companies may try to abuse the official exchange rate system by altering their books. Write a memo to your employees in which you describe precisely what sort of fraud they should be looking out for while conducting audits. 







Use the exchange rates table on the next page to answer questions 3 and 4. 












3. (50pts) The annual nominal interest rate on a six-month German Treasury bill is 3.4%. The annual nominal interest rate on a six-month American Treasury bill is 5.0%. Using the information from the exchange rate chart above, explain whether or not Covered Interest Parity holds between these two bonds. Thoroughly explain any formulas you use. 




4. (50ots) The exchange rate table above gives the spot exchange rates between the US dollar and other currencies on Monday, March 4, 1996, and Tuesday, March 5, 1996. Suppose that the US sends 40% of its exports to Canada, 30% of its exports to Mexico, 10% to Germany, 10% to Japan, and 10% to Britain. Calculate the nominal effective exchange rate for the dollar on Monday and on Tuesday. Did the dollar in nominal terms become weaker or stronger between Monday and Tuesday? 




5. (20pts) The US Federal Reserve has some concern that it might lose control of the US money supply because of the existence of banks which accept dollar deposits outside of the US. In particular, the Fed worries that offshore banking will lead to excessive money supply growth. Explain the Fed's concerns about excessive money supply growth.
