Chapter 19 Practice Questions
1. Which of the following best describes the asset market approach to predicting exchange rates?
A. The relative trade flows of goods and services would suggest that countries with trade deficits will experience currency depreciation. 
B. Countries with relatively high inflation will experience currency depreciation. PPP
C. Movements in bond prices will predict movements in exchange rates.
D. None of the above

2. Which of the following can accurately predict exchange rate movements over decades. 
A. The relative trade flows of goods and services would suggest that countries with trade DEFICITS will experience currency depreciation.
B. The relative trade flows of goods and services would suggest that countries with trade SURPLUSES will experience currency depreciation.
C. Countries with relatively HIGH inflation will experience currency depreciation.
D. Countries with relatively LOW inflation will experience currency depreciation.

3. Statistically, the best possible method to predict the exchange rate one month from now would be _____.
A. to use the asset market approach. 
B. to use the Purchasing Power Parity theory. 
C. to use the inpayments/outpayments method
D. to use the current exchange rate. 

4. Suppose the one-year Japanese bond yields 0% in yen while the one-year Brazilian bond yields 4% in real. Covered interest parity would suggest _____ and Uncovered interest parity would suggest _____.
A. the forward rate has priced in a 4% depreciation of the Brazilian real; the spot exchange rate one year from now will not be different from its current value
B. the forward rate has priced in a 4% depreciation of the Brazilian real; the spot exchange rate one year from now will reflect a 4% depreciation of the Brazilian real
C. the forward rate will be equal to the current spot rate; the spot exchange rate one year from now will not be different from its current value
D. the forward rate will be equal to the current spot rate; the spot exchange rate one year from now will reflect a 4% depreciation of the Brazilian real

5. Suppose the one-year Japanese bond yields 0% in yen while the one-year Brazilian bond yields 4% in real. If the world economy was stable over the next year then we would expect ________.
A. the Brazilian bond to yield more than 0% in terms of Japanese yen.
B. the Japanese bond to yield more than 0% in terms of Japanese yen.
C. Both A and B
D. Neither A or B

 

