Econ 448 
Final Exam 
May 12, 1998 


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





1. Consider the open-economy version of the IS-LM model. Suppose a small country operates with flexible exchange rates in a world of imperfect capital mobility. 

(a) (5pts) Define imperfect capital mobility. 
(b) (30pts) Suppose the country currently operates below its full employment level of output. With reference to the open-economy version of the IS-LM graph, describe the effect that expansionary fiscal policy has on aggregate output, the real interest rate in the country, and the exchange rate. 


2. (30pts) Consider again the open-economy version of the IS-LM model. Now suppose a small country fixes its exchange rate in a world of perfect capital mobility. Describe how effective monetary policy is at eliminating a recession. Refer to an open-economy version of the IS-LM graph. 


3. (20pts) Select one of the following countries (but not the one from your presentation) and discuss the role of the International Monetary Fund in terms of resolving or adding to the financial crisis in the country. Discuss why there was opposition or agreement in the country to the reform measures of the IMF. 

(a) South Korea 
(b) Thailand 
(c) Indonesia 
(d) The Philippines 
(e) Hong Kong 


4. (15pts) Answer one of the following questions, but not the question from your own presentation. 

(a) Briefly discuss two of the economic advantages and two of the economic disadvantages of the European Monetary Union. 
(b) Briefly discuss two changes that could be made to the Brazilian constitution that 
would help improve Brazil's economic situation. 
(c) Briefly discuss the two schools of thought regarding the origin of Eurocurrency deposits. 
(d) Define a currency board. Describe the chief argument in favor of currency board systems. Briefly discuss two criticisms of currency boards.
