Chapter 20 Practice Questions
1. One way to sterilize interventions in the foreign exchange market is by ______.
A. BUYING domestic bonds at the same time as you sell your domestic currency in the foreign exchange market.
B. SELLING domestic bonds at the same time as you sell your domestic currency in the foreign exchange market.
C. INCREASING central bank regulation at the same time as you sell your domestic currency in the foreign exchange market.
D. DECREASING central bank regulation at the same time as you sell your domestic currency in the foreign exchange market.

2. Which of the following is the most restrictive type of exchange rate arrangement?
A. crawling band
B. managed or “dirty” float
C. crawling peg
D. floating exchange rate

3. Which methodology of fixing an exchange rate requires the least work from the central bank or currency board responsible for defending the peg?
A. setting different rates for different industries
B. moving the pegged rate
C. sterilized interventions
D. S-curve smoothing

4. While the United States maintains a ________, China tends to use a ________.
A. managed exchange rate; composite crawling peg
B. managed exchange rate; currency board peg
C. floating exchange rate; composite crawling peg
D. floating exchange rate; currency board peg

5. While it’s popular for countries with a managed float to use _______, some countries use the more difficult strategy of _______ to manage exchange rates.
A. inflation targeting; interest rate setting
B. inflation targeting; trade restrictions and other government regulation
C. trade restrictions and other government regulation; interest rate setting
D. trade restrictions and other government regulation; inflation targeting
