Chapter 21 Practice Questions
1. Which of the following is considered short-term international lending?
A. Foreign Direct Investment
B. Purchases of stock
C. Purchases of bonds
D. None of the above

Figure International Lending.  The following graph denotes the potential for “well-behaved” lending between Mexico and the Rest of the World.
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2. Refer to Figure International Lending.  What is the welfare to Mexican borrowers with NO international lending?
A. k + n + g
B. z + y + x
C. k
D. z

3. Refer to Figure International Lending.  What is the DIFFERENCE in welfare to ROW borrowers if international lending is allowed?
A. k
B. u + m
C. k + s + n
D. u + m + r + g




4. Which of the following is not a likely cause of a financial crisis?
A. herding behavior of fickle lenders
B. overborrowing and overlending
C. the “incompatible” or “unholy” trinity
D. financial capital controls

5. Which of the following is not considered part of the “Washington consensus”?
A. instituting a floating exchange rate regime
B. cutting government spending and raising taxes
C. removing financial capital controls and trade restrictions
D. None of the above
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